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On  his  way  to  work, 
Brian  started  to  think 
about  how  changing 
applications  could 
dramatically  speed 
up  product  design. 

Right  after  that,  a 
server  overheated 
and  he  spent  the  day 
shopping  for  fans. 

Set  IT  free 


HP  BladeSystem  Enclosure  with  BL460c  and  BL480c  server  blades 


Dual  Core  is  a  new  technology  designed  to  improve  performance  of  multithreaded  software  products  and  hardware-aware  multitasking  operating  systems  and  may  require  appropriate  operating  system  software  for  full 
benefit;  check  with  software  provider  to  determine  suitability;  not  all  customers  or  software  applications  will  necessarily  benefit  from  use  of  this  technology.  Intel's  numbering  is  not  a  measurement  of  higher  performance. 

1  Based  on  internal  HP  testing  of  similarly  configured  rack  and  blade  servers  running  identical  tests. 
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Dual-core. 
Do  more. 


Introducing  the  HP  BladeSystem  c-Class,  powered  by  the  Dual-Core  Intel*'  Xeon*  Processor.  Give  your  IT 
department  the  freedom  to  spend  less  time  on  day-to-day  operations  so  they  can  focus  more  time  on 
pursuing  innovations  for  the  company.  The  new  HP  BladeSystem  comes  equipped  with  features  like  Thermal 
Logic  Technology,  which  manages  powerand  cooling  without  sacrificing  performance,  so  your  company  can 
deliver  power  savings  of  up  to  40  percent  or  more  versus  rack-mount  servers1 .  And  money  saved  is  money  that 
can  be  reinvested  into  more  innovations  for  your  company.  Just  imagine  the  possibilities  when  you  set  IT  free. 


Call  1-866-356-6091 
Visit  hp.com/go/setlTfree5  or  contact  your  local  reseller  to 
learn  more  about  how  the  BladeSystem  can  help  your  business. 


Intel,  the  Intel  Logo,  Xeon  and  Xeon  Inside  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries  The  information  contained  herein  is  subject  to  change 
without  notice.  ©  2006  Hewlett  Packard  Development  Company,  L.P, 
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MAKING 

HEALTHCARE 


A  MESSAGE  FROM 
TONY  ZOOK 

President  and  CEO 
AstraZeneca 
Pharmaceuticals  LP  U.S. 


At  AstraZeneca,  we  take  pride  in  our  ability  to  discover  medicines 
that  address  some  of  society's  most  pressing  health  issues.  However, 
we  also  know  people  often  need  more  than  our  critical  medicines  to 
truly  feel  better.  That's  why  we're  dedicated  to  understanding  and 
responding  to  the  unique  needs  of  those  who  rely  on  our  medicines. 


While  we're  making  some  good  progress,  we'll 
be  the  first  to  admit  we  don't  have  all  the 
answers.  So  we're  working  hard  each  day  to 
make  healthcare  a  more  positive  experience  for 
the  individuals,  families  and  communities  in 
which  we  live. 

Assisting  people  and  their  loved  ones 

The  healthcare  system  is  complex,  and  patients, 
healthcare  professionals,  caregivers  and  family 
members  often  need  help  making  informed  deci- 
sions. We  strive  to  assist  these  people  through  our 
patient  assistance  programs,  like  the  AstraZeneca 
Cancer  Support  Network,  which  offers  support 
for  cancer  patients  in  150  languages. 

Improving  access  to  medicines  for 
those  who  need  it  most 

For  over  25  years,  we  have  provided  free 
medicines  to  people  who  need  help  paying  for 
them.  Last  year  alone,  AstraZeneca  provided 
over  $751  million  in  savings  to  more  than 
712,000  people  without  prescription  coverage. 
We're  also  proud  to  be  the  first  pharmaceutical 
company  to  provide  information  about  these 
critical  assistance  programs  in  all  of  our  televised 
product  advertisements. 

Supporting  our  communities 

We  serve  our  communities  through  charitable 
contributions  —  a  total  of  $27  million  in  2005. 
And  when  trouble  strikes,  we're  there  to  lend  a 
hand.  We  contributed  $6  million  in  cash  and  free 
medicine  to  hurricane  victims  in  the  Gulf  Coast 
region,  and  made  a  $1 -million  contribution  to 


the  Medical  Center  of  Louisiana  at  New  Orleans 
to  help  build  a  state-of-the-art  telemedicine 
system  for  six  community  medical  sites. 

Making  meaningful  medicines 

AstraZeneca  remains  committed  to  building 
on  our  heritage  of  discovering  pioneering 
medicines  that  have  improved  the  lives  of  people 
suffering  from  cancer,  cardiovascular  disease, 
gastrointestinal  ailments,  mental  health  disorders 
and  respiratory  disease.  Whether  through  our 
own  cutting-edge  research  or  partnerships  with 
biotech  companies  and  leading  academic  centers, 
our  goal  remains  the  same:  to  get  life-changing 
medicines  to  people  as  quickly  as  possible  while 
maintaining  high  ethical  and  safety  standards. 

Whether  our  employees  are  engaged  in  dis- 
covering new  medicines,  delivering  them  to 
patients,  providing  financial  assistance  and  support 
services  during  difficult  times,  or  creating  ideas 
for  healthier  living,  they  all  have  an  opportunity 
to  touch  someone's  life  and  help  make  his  or  her 
healthcare  experience  a  more  positive  one.  This 
is  a  responsibility  we  take  very  seriously. 


To  learn  more  about  how 
AstraZeneca  is  trying  to  make 
healthcare  better  for  you,  your 
family  and  local  communities, 
visit  www.astrazeneca-us.com. 


©2006  AstraZeneca  Pharmaceuticals  LP.  All  rights  reserved. 


What  Does 


Stand  For? 


It  Stands  For  A  Healthy  Community. 
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We're  AstraZeneca,  and  we  discover  and 
develop  innovative  medicines  designed  to 
improve  patient  health.  We  approach  every 
-  challenge  with  the  same  question:  How 
can  we  enhance  your  health,  your  family's 
health,  and  the  health  of  your  community? 


We  may  not  have  all  the  answers  yet,  but 
we  do  understand  that  our  responsibility 
goes  beyond  just  discovering  medicines. 
That's  why  last  year  alone,  AstraZeneca 
donated  more  than  $27  million  to  charities  and 
over  $750  million  worth  of  free  or  discounted 
medicines  to  those  in  need.  It's  just  a  small  part  of 
our  commitment  to  work  together  to  enhance  your 
health,  your  family's  health,  and  the  health  of  your 
community.  That's  what  AstraZeneca  stands  for. 
To  learn  more,  log  on  to  www.astrazeneca-us.com. 


AstraZeneca 
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NOW  IT'S  UP  TO  YOU  TO  MAKE  IT  WORK. 


When  businesses 
et  serious  about 

INFORMATION 
MANAGEMENT 
AND  MOBILITY 

they  get  Sybase. 

Ready  to  get  serious  about  taking  your  data  infrastructure  to  the  next  level?  Choose  the  company  that  81  of 
Fortune  100  organizations  rely  on  to  securely  deliver  decision-ready  information  to  the  point  of  action  while 
providing  the  IT  control  you  need:  Sybase.  Our  modular  software  helps  your  IT  staff  to  break  down  the  complex 
barriers  in  your  data  flow,  ensuring  information  moves  seamlessly  and  securely  between  data  sources  and  points 
of  action.  So  if  you're  ready  to  make  the  Unwired  Enterprise  a  reality  let  Sybase  help  you  deliver  some  serious  results. 
To  learn  more,  visit  www.sybase.com/getserious10 

Copyright  ©2006  Sybase.  Inc.  All  rights  reserved  Sybase  and  the  Sybase  logo  are  trademarks  of  Sybase,  Inc.  ^^\^  r\  /X 

®  indicates  registration  in  the  United  States  of  America.  AH  product  and  company  names  are  trademarks  of  their  respective  owners.  ^/  X  JJi    *v  I  *  4 
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•Available  programs  (such  as  Mia 
and  over-the-air  synchronization  >. 


lamics  CRM  Mobile  3.0),  features,  and  functionality  vary  by  device  and  Windows  Mobile  operating  system.  Connected  devices  connect, 
nay  requ.re  separately  purchased  equipment  and/or  other  wireless  products  (e.g.,  Wi-Fi  card  netwoVk  software,  server  hardware,  o?"ed,re 


EtwaTe^ervice^lansT^  access.  These  products  and  services  may  need  to  be  purchased  separately.  Features  and  performance  may  vary  by 

ovider  and  are  subject  to  network  limitations.  See  device  manufacturer,  service  provider,  and/or  corporate  IT  department  for  details. 


e  know  what  it  takes  to  be  a  Tiger. 

High  performers  not  only  seize  opportunities,  they  plan  for  them.  They  concentrate 
on  preparation,  not  second-guessing.  That's  just  one  finding  from  our  comprehensive 
research  on  over  500  of  the  world's  most  successful  companies.  For  an  in-depth  look 
t  our  study  of  and  experience  with  high  performers,  visit  accenture.com/research 


Consulting  •  Technology  •  Outsourcing 
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accenture 

High  performance.  Delivered 


Dear  Ketel  One  DrinKer 
next  time  you're  in 
Schiedam,  Holland,  you  are 
cordially  invited  to  call  in 
for  a  drinH. 


Forbes 

NOVEMBER  13,  2006  |  VOLUME  178  NUMBER  10 


172  Divorce  Dirty  Tricks 

As  soon  as  the  divorce  papers  are  served,  the  asset 
shuffling  begins.  Its  amazing  what  angry  spouses  try  to 
do — and  what  they  can  get  away  with. 
By  Richard  C.  Morais 

80  Gadgets  We  Love 

Ten  must-have  toys  for  grown-ups. 

138  Giuliani  Inc.:  Strange  Company 

Since  9/11  Rudy  Giuliani  has  been  hobnobbing  with  the 
nation's  most  powerful  pols.  As  a  businessman,  he's  been 
mixing  with  a  very  different  crowd.  By  Nathan  Vardi 

148  Real  Estate's  Richest  Racket 

Title  insurance  firms  rake  in  $18  billion  a  year  for  a 
product  that  is  outdated,  largely  unneeded — and  protected 
by  law.  By  Scott  Woolley 

182  The  Plot  Against  Small  Cars 

For  auto  executives  and  American  drivers,  bigger  has 
always  been  better.  By  Jerry  Flint 
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66  Grim-Reality  TV  nbc's  ratings  have 
plunged,  its  profits  are  down  and  jobs  are 
being  slashed.  Time  for  General  Electric  to 
peddle  the  Peacock?  By  Brett  Pulley 

68  Disposable  Cameras  With  all  eyes 
on  North  Korea's  nuclear  testing,  the  U.S. 
military  is  scrambling  to  gel  a  better  view  of 
Pyongyang  from  space.  By  Matthew  SvAbel 


70  Magical  Values  An  era  of  $60  oil 

has  enabled  would-be  energy  companies  to 
conjure  up  nice  valuations  on  Wall  Street. 
By  Elizabeth  MacDonald 

72  Great  Expectations  Selling  penis- 
enlargement  pills  made  Steven  Warshak 
rich.  Charging  $100  million  to  hapless 
customers'  credit  cards  got  him  indicted. 
By  Peter  Better 
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Who's  behind  the  move  to  drag  Apples  iPod 
into  the  wireless  age?  By  Stephane  Fitch 

76  Comparative  Advantage  You  don't 
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•  What  if  you  build  things  that  only  work 

172  million  miles  away? 


We  support  bold  thinking. 

At  Zurich,  we  help  companies  understand  and  prepare  for  the  risks  that 
ambitious  projects  might  present.  From  a  voyage  to  Mars  to  the  opening  of 
a  new  factory  overseas,  we  provide  industry  leaders  with  risk  management 
solutions  that  help  protect  their  biggest  innovations.  Because  we  focus  on 
the  big  picture,  our  customers  feel  more  confident  as  they  reach  higher. 

www.zurichna.com/corporatebusiness 


s 

Because  change  happenz 


< 

ZURICH 


Coverages  underwritten  by  member  companies  of  Zurich  in  North  America,  including  Zurich  American  Insurance  Company  Certain  coverages  not  available  in  all  states  Some  coverages  may  be  written  on  a  nonadmitted  basis  through  surplus  lines  brokers 
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WORKING 

WEALTHs 

AT  SMITH  BARNEY 


EARN  YOUR  FIRST  DOLLAR  RY  YOUR 
LABORS.  Get  up  early,  work  late.  Get  up  the 
next  day  and  do  it  again.  Keep  doing  it,  even 
after  the  dollars  start  adding  up.  SMILE  AT 
CHALLENGES.  CURSE  AT  IDLENESS. 
Be  true  to  your  dream.  Don't  stop  until  you 
achieve  it.  Then  dream  another  dream.  And  work 
to  achieve  that.  PASS  ON  YOUR  VALUES. 
NOT  JUST  YOUR  ASSETS.  Give  your 
family  a  better  life.  And  the  world  a  better 
life,  too.  Leave  no  statues.  Leave  signs  of 
significance.  Working  wealth  wears  no  uniform 
and  meets  in  no  club.  But  you  know  who 
you  are.  We  at  Smith  Barney  would  like  to 
say  one  thing  to  you.  VJPEIiCOWIBb 


citigroupj 
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Collusion  conspiracy? 
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108  Real  Estate  Bargains  in  Malls 

Mall  REITs  suddenly  are  the  laggards  in  a 
hot  field.  So  they  make  good  buys.  Better 
hope  consumers  keep  spending  freely. 
By  Dorothy  Potnerantz 

112  Peninsula  Play  One  way  to  bet  on  a 

regime  change  in  North  Korea:  buy  stocks  in 
South  Korea.  By  Steve  Kichen 
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119  Leg  Men  Spectranetics  has  a  cool 
device  to  clear  out  clogged  arteries  in  the 
limbs.  So  does  a  bigger  rival.  By  Andy  Stone 
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124  Candid  Camera  Damage  control 

in  the  age  of  YouTube:  Ford  Motor  Co.  bares 
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By  Michael  Freedman 

184  The  Ketchup  Strategy  Newspapers 
have  been  on  the  decline  in  the  developed 
world.  The  O'Reilly  family's  solution:  go 
where  readership  is  robust  and  the  Internet 
small.  By  Megan  Johnston 

186  Wall  Street  Worries  Plaintiff 
lawyers  may  have  found  a  neat  way  around 
securities  litigation  reform:  Sue  em  for 
collusion  instead.  By  Daniel  Fisker 

188  Storm  Watch  Tanker  operators  have 
been  coining  money,  but  that  can't  last. 
Overseas  Shipholding  Group  is  prepared  for 
tougher  times  ahead.  By  Daniel  Fisher 
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190  Hear  This  Australia's  Cochlear 
dominates  the  world  market  for  hearing  im- 
plants, and  it  shows  no  sign  of  losing  its  lead. 
By  Fleur  Leyden 
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By  James  Grant 

202  Small  Stocks  \  A  Rally's  Second  Act 
By  Jim  Oberweis 
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204  Tally-Who?  In  the  U.S.,  foxhunting  is 
a  thriving,  humane  (mostly)  and  au  courant 
sport.  "Ladies,  please  remove  your  piercings." 
By  Amanda  Schupak 

208  Monopoly  A  new  book  reveals  the 
leftist  origins  of  capitalism's  favorite  board 
game.  By  Susan  Adams 

212  Grape  Doctor  Vintners  call  Michel 
Rolland  when  they  want  to  transform  plonk 
into  perfection.  By  Brendan  Coffey 

214  Cirque  du  Sorbet  For  riveting 
theater,  forget  Broadway.  Try  ringside  seats 
with  the  top  toque.  By  Dirk  Smillie 

216  The  Adventurer  \  Liquid  Speed 

Water  up  the  nose  at  140mph  will  definitely 
clear  your  sinuses.  But  it's  a  good  idea  not 
to  crash  an  $850,000  raceboat. 
By  James  M.  Clash 
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World  energy  demand  could  more  than 
double  in  the  next  50  years. 


So  where  would  we  get  the  energy  everyone  needs? 


With  current  technology,  one  acre 
of  soybeans  yields  60  gallons  of 
clean-burning  biodiesel  fuel.  ' 
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While  biod- 

" f,,e  wor/d. 


Saudi  Arabia. 


Huma"  energy. 


Geothermal  power  could  serve  all 
the  electricity  needs  of  almost  10% 
of  the  planet. 
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Hydrogen  has  the 
the  U.S.  demand  f 
next  40  years. 


potential  to  cut 
>r  oil  over  the 


Oil,  natural  gas  and  coal  have  been  the  energy  workhorses 
for  the  last  100  years,  and  will  continue  to  play  a  crucial 
role  in  the  next  100  years. 

But  as  demand  grows,  we  will  need  more  fuels  from 
more  sources.  The  good  news  is  that  there  is  a  world  of 
energy  all  around  us.  The  challenge  is  in  making  these 
emerging  energies  technologically,  environmentally  and 
economically  viable. 

We  ask  scientists,  politicians,  environmentalists,  leaders 
of  industry  and  each  one  of  you  to  be  part  of  the  next 
100  years  of  energy.  We  must  expand  the  old  sources  and 
explore  the  new.  And  we  must  not  forget  to  conserve 
today's  energy,  since  it's  the  lowest  cost  new  source  of 
energy  we  have. 

By  working  together  to  ask  the  tough  guestions,  seek  the 
ingenious  solutions  and  change  our  own  behavior  for  the 
better,  we  begin  to  prepare  for  this  next  era  of  energy. 


Human  energy^ 
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When  properly  installed,  this  clever 
device  shuts  off  gas  at  the  first  sign  of  an 
earthquake.  It's  this  kind  of  insight  that 
FM  Global's  1,500  full-time  engineers 
give  you.  And  it's  that  specialized 
knowledge  that  prevents  billions  of 
dollars  in  commercial  property  from 
slipping  through  the  cracks.  Maybe 
that's  why  FM  Global  was  named 
"Best  Worldwide  Property  Insurer" 
by  Global  Finance  magazine.  When 
a  single  shut-down  can  cost  your 
company  millions  of  dollars  in  lost 
revenue,  jobs  and  shareholder  value,  you 
might  ask  your  risk  manager:  What  price 
are  we  willing  to  pay  for  not  having  the 
most  effective  property  protection? 
Visit  fmglobal.com  to  learn  more. 
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Entitlements 


A  curious  sight  greets  people  traveling  through  certain  subway 
stations  in  New  York  City.  In  these  spots,  there  are  no  humans  to 
take  your  money;  their  jobs  have  been  entirely  replaced  by  vend- 
ing machines!  But  the  token  clerks  of  yore  are  not  gone.  Instead, 
570  of  them  have  been  promoted 
into  the  new  job  of  customer  assis- 
tance consultant.  Mostly,  that 
means  they  sit  in  the  token  booth 
and  stare  out  the  window. 

When  you  hear  the  word 
"featherbedder,"  what  comes  to 
mind?  Perhaps  coal  handlers 
employed  on  diesel-electric  loco- 
motives, mafia  goons  controlling 
space  at  the  municipal  convention 
center  or  Broadway  musicians  paid 
even  if  the  show  doesn't  need 
them.  But  these  idle  employments  are  (mostly)  a  thing  of  the 
past.  Other  boondoggles  have  taken  their  places. 

Scott  Woolley  of  our  Los  Angeles  bureau  investigated  a 
featherbedding  operation  that  swallows  up  $18  billion  a  year  with 
little  economic  value  given  in  return.  It's  called  title  insurance. 
Once  upon  a  time,  searching  deeds  and  insuring  against  defects 
in  them  meant  taking  a  horse  and  buggy  to  the  courthouse  and 
poring  over  hand-inked  ledgers  in  search  of  mechanics'  liens. 
Nowadays  deeds  are  getting  digitized.  But  in  much  of  the  coun- 
try title  insurance  is  still  very  expensive. 

As  little  as  $99  of  your  $1,472  title  policy  covers  the  search 
and  the  cost  of  paying  off  the  extremely  rare  claim.  Interestingly, 
the  record-keeping  jobs  are  moving  offshore;  the  featherbedders 
in  this  case  are  the  well-coiffed  salesmen  who  sell  the  comically 
overpriced  policies.  If  you  want  to  understand  why  competition 
does  not  collapse  the  price  of  insurance  and  cause  the  sales  agents 
to  seek  gainful  employment  elsewhere,  you  have  to  know  some- 
thing about  the  way  state  legislatures  work. 

Left  to  their  own  devices,  private  firms,  even  unionized  ones, 
eventually  work  their  way  out  of  wasteful  employment  practices. 
A  year  ago  (FORBES,  Ocr.  17,  2005)  this  magazine  lopked  at  the 
General  Motors  "jobs  bank,"  which  had  ex-workers  showing  up 
at  vacant  factories  and  collecting  a  paycheck  for  playing  pinochle. 
Since  then  GM  has  discovered  a  solution:  offer  these  people  a 
large  sum  of  money  to  go  away. 

In  industries  ruled  over  by  politicians,  however,  featherbeds 
can  last  forever.  Read  Woolley's  story  on  page  148.  On  the  subject 
of  the  $9.9  billion  transit  sinkhole  in  New  York,  Nicole  Gelinas  of 
the  Manhattan  Institute  has  done  some  excellent  research. 
Google  "Gelinas,  How  to  Save  the  Subways." 

EDITOR 
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Readers  Say 


READERS@FORBES.COM 


Lather  Early,  and  Often 

William  Baldwin  is  right  on 
the  mark  in  "Medical  Grem- 
lins" (Side  Lines,  Oct.  30, 
p.  18).  I  couldn't  agree  more 
that,  in  medicine,  "perverse 
incentives"  waste  money  and 
make  people  even  more  sick. 
You  might  be  surprised  to 
know  that  if  a  patient  is 
infected  during  a  hospital 
stay  because  the  medical  staff 
didn't  wash  their  hands, 
Medicare  will  pay  additional 
fees  to  the  hospital  for  this 
mistake.  Congress  took  a 
step  to  correct  this  problem 
through  the  Deficit  Reduc- 
tion Act  of  2005,  which 
allows  providers  to  refuse 
to  pay  extra  for  hospital- 
acquired  infections  when  there  are  clear  protocols  to  prevent  such  infections 
from  occurring  in  the  first  place. 

The  larger  point  in  Baldwin's  editorial  is  clear:  It  is  not  consumers  but 
medical  care  providers,  insurance  providers  and  government  bureaucrats  who 
are  largely  driving  medical  decisions  and  payments.  And  Baldwin  alludes  to 
the  underlying  cause:  Our  tax  code  keeps  consumers  from  realizing  the  true 
cost  of  their  medical  treatment  because  employers  are  usually  paying  the  first 
dollar.  Congress  enacted  Health  Savings  Accounts  in  2003  as  a  first  step  to  put 
consumers  in  charge  of  their  health  services.  Once  consumers  control  their 
medical  destiny,  the  cost  of  paying  for  medical  errors  and  infections  will  begin 
to  be  paid  by  those  who  are  responsible.  Or,  better  yet,  since  they  won't  be 
reimbursed  for  mistakes,  the  mistakes  will  quit  happening.  In  some  circles, 
this  is  called  medical  quality  control. 

REPRESENTATIVE  BILL  THOMAS 
Chairman,  Ways  &  Means  Committee 
U.S.  House  of  Representatives 
Washington,  D.C. 


Dust  Won't  Settle 

Daniel  Fishers  attack  on  the  character  of 
Harry  Kananian  ("Double-Dippers," 
Sept.  4,  p.  136),  an  asbestos  victim,  is  sav- 
agely unfair,  especially  when  the  perpetra- 
tors in  this  industrywide  cover-up  are 
being  portrayed  as  the  victims.  Mr.  Kanan- 
ian was  unknowingly  exposed  to  products 
laden  with  deadly  asbestos  through  no  fault 
of  his  own.  Denying  him  justice  because 


of  a  simple  clerical  error  made  in  the  early 
days  of  processing  his  claim  hardly  seems 
humane. 

The  asbestos  industry  did  nothing  to 
prevent  the  hundreds  of  thousands  of 
asbestosis  and  mesothelioma  cases  aris- 
ing from  asbestos  exposure.  People  had 
no  idea  that  the  materials  surrounding 
them  would  one  day  subject  them  to  an 
arduous  death. 

The  civil  justice  system  is  a  fair  way 


34      FORBES      NOVEMBER  13,  2006 


The  6-cylinder,  2.8  liter,  300-hp  it.  Makes  everything 
so  blurry  you  might  think  you  need  glasses. 


eBay  Motors  makes  buying  a  car  easier  with  a  huge  selection  of 
vehicles  to  choose  from,  a  unique  User  Feedback  system  and  Vehicle 
Purchase  Protection  up  to  520,000."  Maybe  that's  why  every  60 
seconds  someone  buys  a  car  on  eBay  Motors,  www.ebaymotors.com 


you  can  get  t  on 


Motors 
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No  wide  receiver:  NutriSystem 
spokesman  Dan  Marino. 


to  decide  what  relief  victims  deserve, 
allowing  them  some  dignity  in  their  final, 
pain-filled  days.  It  is  abundantly  clear  that 
asbestos  causes  both  asbestosis  and 
mesothelioma.  Haggling  over  a  clerical 
error  is  completely  inappropriate,  when 
the  end  goal  of  asbestos-related  funds  is 
justice.  Focusing  our  attention  on  the 
industrywide  cover-up  that  was  perpe- 
trated on  Mr!  Kananian  and  much  of  the 
American  public  for  decades  is. 

JON  HABER 
Chief  Executive 
Association  of  Trial  Lawyers  of  America 
Washington,  D.C. 

Actually,  We  Use  GPS 

In  "Entrepreneur  of  the  Year:  Nutri- 
System's  Mike  Hagen"  (Oct.  30,  p.  170) 
you  state  that  NutriSystem's  advertising 
message,  "results  may  vary,"  is  grossly 
misleading.  Indeed,  what  it  really  should 
say  is  that  the  average  buyer  of  its  food 
quits  after  ten  weeks  and  that  many  peo- 
ple do  not  permanently  lose  weight  eating 


it.  Statistically,  about  97%  of  everyone 
who  goes  on  diets  eventually  regains  any 
weight  lost.  You  should  be  taking  the 
company  to  task  for  misleading  advertis- 
ing. Instead  you  praise  it.  Has  FORBES  lost 
its  moral  compass? 

WILLIAM  R.  FISHMAN 
Denver,  Colo. 

Francophonies 

Using  obscure  standards  and  arcane  rules 
to  cripple  competitors  is  a  frequent  ploy 
in  the  U.S.,  as  you  describe  in  "Zapping 
the  Competition"  (Oct.  2,  p.  44).  But  it's  a 
way  of  life  in  Europe,  especially  in 
France,  Italy  and  Germany.  The  French- 
dominated  ITU-T  standards  organization 
has  consistently  thwarted  U.S.  telephony 
innovations.  All  products  from  the  U.S. 
must  swim  through  a  molasses-like 
bureaucracy.  Usually  three  things  result: 
Changes  to  American  products  are 
required  to  meet  the  "standards,"  as 
bureaucrats  define  or  interpret  them; 
forced  sharing  of  technology  and  ample 
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'  are  marks  of  American  Airlines.  Inc. 
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Iguazu  Falls  on  the  Argentina:Brazil  border. 


delays  to  allow  European  companies  to 
catch  up.  Even  if  the  U.S.  product  ends 
up  being  competitive  after  all  that,  it 
often  has  to  be  made  in  European  facto- 
ries to  be  sold. 

BRUCE  WOODS 
Seneca,  S.C. 

Celestial  Motive 

In  "The  War  on  Taste"  (Sept.  18,  p.  62)  you 
critiqued  Sept.  1 1  memorial  notecards  my 
partner  and  I  published  in  2002.  These 
cards  were  used  for  fundraising  purposes 
and  were  not  designed  to  benefit  anyone 
monetarily.  You  describe  the  victims  as 
being  depicted  in  a  "creepy  drawing  of 
dead  people  trapped  in  columns  of  light." 
Actually  they  are  ethereal  in  appearance, 
looking  heavenward. 

RON  CALLARI 
Jersey  City,  N.J. 

Burning  Up  With  Ideas 

"Remember  the  Pinto"  (Oct.  16,  p.  46) 
failed  to  examine  the  advances  that  are 


being  made  in  developing  lithium  ion 
batteries  that  are  extremely  safe,  reliable 
and  powerful.  My  company,  Altair  Nano- 
technologies,  for  example,  has  developed 
a  nano-structured  negative  electrode 
material  called  nano  Lithium  Titanium 
Oxide,  or  nLTO,  that  replaces  the  graphite 
used  in  "standard"  lithium  ion  batteries 
with  safe  nanomaterials.  Graphite  is  what 
causes  batteries  to  explode.  Our  batteries 
contain  no  graphite.  The  result  is  a  com- 
pletely safe  and  reliable  auto  battery. 

The  environmental,  economic  and 
national  security  challenges  posed  by  our 


nations  continued  dependence  on  fossil 
fuels  are  not  going  away.  It's  in  everyone's 
interest  to  focus  on  the  solutions  and 
real-time  advances  that  are  being 
made — and  to  bring  them  to  market. 

ALAN  J.  GOTCHER 
Chief  Executive, 
Altair  Nanotechnologies 
Reno,  Nev. 

The  Forbes  Factor 

In  "Going,  Going  ..."  (Follow-Through, 
Oct.  30,  p.  42)  you  describe  seven  bosses 
who  last  year  had  reason  to  worry  about 
their  jobs  (only  two  remain).  Did  it  occur 
to  you  that  writing  about  them  may  well 
have  been  a  cause  as  well  as  a  prediction? 

JONATHAN  S.  HOLMAN 
President,  The  Holman  Group 
San  Francisco,  Calif. 
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MADE  POSSIBLE  WITH  WACHOVIA 


Your  company  has  plans.  Market  fluctuations  shouldn't  put  them  on  hold. 
Wachovia's  integrated  corporate  and  investment  banking  platform  gives  you 
the  power  to  succeed.  Our  expertise,  combined  with  the  balance  sheet  of  the 
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Fact  and  Comment 

By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding." 


Slick  Solution 

IN  SEPTEMBER  IRAQ'S  POLITICAL  LEADERS  AGREED  TO  POST-  would  neatly  and  equitably  deal  with  that:  Every  Iraqi  living  in  the 
pone  until  2008  any  moves  to  "carve  up"  the  country  into  country  would  get  a  cut,  regardless  of  where  he  or  she  resided, 
autonomous  states.  The  principal  reason  for  the  delay  was  the  The  Alaska  approach  has  two  powerful  advantages.  Virtually 
ever  divisive  question  of  who  would  control  the  country's  the  entire  Iraqi  population  would  have  a  stake  in  making  sure 
immense  oil  wealth.  Most  of  the  oilfields  fall  in  Kurdish  and  Shi-  insurgents  didn't  disrupt  oil  production,  and  almost  every  Iraqi 
ite  areas.  The  Sunnis  are  afraid  that  regional  autonomy  will  mean  would  have  an  incentive  to  have  a  bona  fide  address  at  which  to 
they  will  be  bereft  of  their  share  of  the  black  gold.  collect  the  checks.  This  would  be  a  great  boon  to  security. 

This  setback  underscores  the  need  for  us  to  forcefully  push  When  the  provisional  government  of  Iraq  was  formed  after  the 
the  so-called  Alaska  solution.  About  a  quarter  of  Alaska's  oil  and     toppling  of  Saddam  Hussein,  the  U.S.  approached  its  leaders  about 

adopting  an  Alaska-like  program  in 
Iraq.  But,  as  with  politicians  every- 
where, this  group  was  leery  of  the 
idea  of  not  being  in  complete  control 
of  this  source  of  money.  They  resisted 
the  idea.  Given  the  situation  in  Iraq 
today,  however,  we  should  push  hard 
and  persistently  for  the  government 
to  go  the  Alaska  way.  We  should  do 
so  publicly  so  that  the  Iraqi  people 
begin  to  understand  what's  at  stake. 
Our  patience  with  Iraq  is  not 

Hussein's — is  by  setting  up  Swiss-style  autonomous  regions.  In  infinite.  The  Iraqi  government's  recent  statement  that  it  won't 
Switzerland  the  German,  French  and  Italian  communities  have  lived  crack  down  on  local  militias,  and  its  reluctance  to  clean  out  the 
peaceably  side  by  side  for  more  than  seven  centuries,  while  in  the  multiplying  death  squads  infesting  its  police  forces,  are  the  latest 
rest  of  Europe  the  three  groups  fought  one  another  incessantly  until  examples  of  a  regime  failing  to  acknowledge  that  we  are  not 
the  end  of  World  War  II.  Switzerland  is  really  23  countries  under  going  to  be  there  forever.  Adopting  an  Alaska  solution  would 
one  flag — that's  how  many  cantons  (autonomous  districts)  there  are  immeasurably  strengthen  Iraq's  elected  government — and  enor- 
in  that  mountainous  country.  Plans  to  use  such  a  sensible  approach  mously  increase  the  odds  of  our  eventually  pulling  out  of  Iraq 
in  Iraq,  though,  always  flounder  on  the  oil  question.  An  Alaska  model     with  a  sense  of  a  mission  accomplished. 


gas  royalties  goes  into  an  entity 
called  the  Permanent  Fund,  the 
assets  of  which  are  managed  by 
investment  professionals.  About  half 
the  revenue  stream  is  distributed  to 
the  state's  citizens  each  year;  the 
remainder  is  reinvested.  This  year 
each  qualified  resident  of  Alaska  is 
receiving  $1,106.96  from  the  fund. 

The  only  way  that  Iraq  can  hold 
together — absent  an  oppressive, 
mass-murdering  regime  a  la  Saddam 


We  should  energetically  press  the  Alaska  model  on  Iraq's 
Prime  Minister  Nouri  al-Maliki  and  his  cabinet  colleagues. 


Bad  Ideas  Die  Hard 


THIS  YEAR'S  NOBEL  LAUREATE  FOR  ECONOMICS,  EDMUND  S.  PHELPS, 
a  professor  at  Columbia,  won  academic  fame  for  studying  the  trade- 
off between  inflation  and  unemployment,  ultimately  concluding  that 
there  really  isn't  one.  For  years  economists  had  thought  that  pros- 
perity was  incompatible  with  a  sound  currency.  If  you  wanted 
economic  growth,  you  had  to  be  prepared  for  more  inflation.  If 
you  wanted  less  inflation,  the  price  was  a  more  sluggish  economy. 
This  notion  was  labeled  the  Phillips  curve,  after  the  New  Zealand- 
born  economist  who  posited  the  inflation/prosperity  tradeoff  decades 
ago.  Phelps'  principle  established  that  initially  you  could  get  greater 
economic  activity  through  inflation  but  that  eventually  people  would 
catch  on,  and  the  medicine  would  lose  its  potency.  The  Phillips 
"theorem"  caused  no  end  of  mischief  after  the  collapse  of  the  gold- 
based  international  monetary  system  in  1971:  Leaders  tried  to 


manipulate  the  value  of  money  to  create  prosperity  but  ended  up 
creating  less  growth  and  more  instability 

Like  the  leftover  static  originating  from  the  big  bang  billions  of 
years  ago  that  we  can  still  hear  on  the  radio,  the  residue  of  the  Phillips 
curve  lurks.  We  find  it  in  all  the  chatter  about  whether  the  Fed  can 
achieve  a  "soft  landing"  for  the  economy.  Why  is  the  Fed  trying  to  land 
the  economy  in  the  first  place?  Its  principal  task  is  to  maintain  the  in- 
tegrity and  the  stability  of  the  dollar,  not  to  try  to  guide  the  economy. 

Monetary  policy  is  similar  to  fuel  injectors  in  cars:  Too  little 
fuel  will  stall  the  engine;  too  much  will  flood  it.  But  with  just  the 
right  amount,  the  vehicle  has  a  chance  to  go  forward  smoothly. 
How  the  car— or,  in  our  case,  the  economy — performs  should  be 
up  to  the  drivers,  i.e.,  the  consumers,  creators,  innovators  and 
investors,  not  the  central  bankers.  In  short,  monetary  policy  should 
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not  be  an  economic  tool  for  heating  or  cooling  economic  activity. 

Alas,  while  Federal  Reserve  governors  are  formally  four-square 
against  trying  to  fine-tune  the  economy,  they  are  still  influenced  by 
the  Phillips  curve.  They  cannot  distinguish  between  price  changes 
that  come  about  because  of  supply-and-demand  factors  and  those 
that  arise  because  of  monetary  mistakes.  If  suddenly  trans  fats  were 
declared  to  be  a  healthful  food  additive  that  helped  prevent  cancer, 
the  price  of  french  fries  would  soar  until  potato  production  was 
ramped  up.  That's  not  inflation,  that's  supply  and  demand.  A  ham- 
burger may  cost  $  1  or  so  at  McDonald's  and  20  times  that  at  a  four- 
star  restaurant.  That's  fashion  and  perceived  quality,  not  inflation. 

The  whole  concept  of  inflation  has  thus  been  distorted.  Once 
upon  a  time  inflation  meant  debasing  the  currency.  In  days  of  old, 
money-strapped  monarchs  reduced  the  gold  or  silver  content  of  their 


coins.  Today  central  banks  do  it  by  churning  out  too  much  money. 

The  Fed  should  not  change  the  value  of  the  dollar  any  more 
than  it  should  change  the  number  of  minutes  in  an  hour  or 
inches  in  a  foot.  There  are  60  minutes  in  an  hour  and  12  inches  in 
a  foot.  Imagine  how  much  more  difficult  life  would  be  if  both 
were  "floated."  Somebody  who  contracts  to  build  a  3,000-square- 
foot  house  would  have  to  go  through  complex  calculations  to 
make  sure  he  got  what  he'd  contracted  for  if  the  length  of  a  foot 
fluctuated — 12  inches  one  day,  5  inches  the  next,  15  the  day  after. 

The  best  gauge  for  central  banks  is  commodities — they  are 
the  first  to  feel  monetary  disturbances.  And  the  best  proxy  for 
commodities  is  gold,  and  has  been  for  4,000  years.  Unfortunately 
for  us  and  the  world,  this  simple  but  profoundly  important  truth 
is  lost  on  virtually  all  economists  and  central  bankers  today. 


The  High  Hope  for  Ohio 


IN  NO  OTHER  STATE  ARE  THE  WOES  OF  THE  REPUBLICAN  PARTY 
exemplified  more  than  in  Ohio.  As  in  Washington,  D.C.,  Ohio 
Republicans  command  the  executive  branch  and  both  houses  of 
the  legislature.  But  the  GOP  is  in  deep  trouble,  and  the  reasons  are 
corruption  and  an  utter  lack  of  governing  principles.  There  have 
been  several  sensational  scandals,  including  one  for  which  the  out- 
going governor,  Bob  Taft,  pleaded  no  contest  to  state  ethics  viola- 
tions. Ohio  Republicans  have  rammed  through  tax  increases.  The 
states  operating  budget  has  been  rising  faster  than  virtually  any 
other  states  in  the  Union  and  has  made  Washington's  spending 
binge  look  tame  in  comparison.  State  and  local  taxes  have  skyrock- 
eted. Business-burdening  regulations  have 
proliferated.  Ohio's  economy,  once  one  of  the 
nations  most  vibrant,  is  now  one  of  the  most 
sluggish.  No  wonder  incumbent  U.S.  Senator 
Mike  DeWine  is  trailing  his  opponent  badly. 

And  so,  sadly,  is  the  GOP  candidate  for 
governor,  Secretary  of  State  J.  Kenneth  Black- 
well.  Blackwell  is  a  reincarnated  Ronald  Rea- 
gan. He  vigorously  fought  his  party  over 
taxes  and  spending.  During  his  campaign  he 
has  spoken  eloquently  about  the  need  to 
slash  and  simplify  taxes  and  to  reform  work- 


Blackwell:  right  stuff  for  the  Buckeye  State 


ers'  compensation  and  job-killing  regulations.  Yet  Blackwell  has 
had  to  try  to  escape  the  stigma  of  his  party,  as  his  opponent  unfairly 
but  effectively  ties  him  to  the  discredited  Governor  Taft.  You'd 
never  know  that  party  leaders  had  done  everything  they  could  to 
block  Blackwell's  nomination  because  they  considered  him  too 
independent,  a  man  who  refused  to  play  ball  with  the  boys. 

Too  bad  for  Ohio.  Blackwell  has  the  right  prescriptions  to 
make  the  Buckeye  State  a  center  of  economic  vitality  and  inno- 
vation. His  Democratic  opponent  will  simply  perpetuate  the 
antigrowth  policies  of  Taft — presumably  without  the  corruption. 
I  got  to  know  Ken  years  ago,  when  he  was  leading  one  of  his 
crusades  against  higher  taxes  in  Ohio.  He 
later  served  as  my  national  chairman  when  I 
sought  the  presidency  in  2000,  even  though 
the  rest  of  his  state  colleagues  were  lining  up 
behind  front-runner  George  W.  Bush. 

Blackwell  may  yet  pull  a  Trumanesque 
upset,  as  the  gap  between  him  and  his  oppo- 
nent has  been  closing.  But  the  irony  of  it  all  is 
that  if  more  Republicans  were  like  Blackwell 
and  not  like  Taft  and  his  Washington  counter- 
parts, the  GOP  would  be  riding  high  instead 
of  being  in  line  for  an  electoral  thrashing. 


RESTAURANTS:  GO,  ,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  La  GrenouiNe—  3  East  52nd  St.  (Tel.:  212-752-1495).  The 
sole  survivor  among  the  French  grandes  dames  that  once  ruled 
the  city's  restaurant  scene,  this  place  continues  to  delight. 
Favorites:  smoked  salmon,  Dover  sole,  lobster  and  tarragon 
ravioli,  roasted  veal  loin  and  calves'  liver,  all  prepared  to  perfec- 
tion. Finish  with  the  heavenly  pistachio  souffle. 

•  Eleven  Madison  Park— 1 1  Madison  Ave.,  at  24th  St.  (Tel.: 
212-889-0905).  The  decor  has  always  been  impressive  at  this 
fine  dining  establishment,  but  the  space  now  seems  lighter  and 
less  like  a  converted  bank.  The  food  is  first  rate,  unusual  and 


beautifully  presented,  and  the  service  is  faultless. 
n  Antonucci— 170  East  81st  St.  (Tel.:  212-570-5100).  A  popular 
neighborhood  spot  serving  delicious  Italian  fare.  Try  the  pro- 
sciutto  arid  melon,  the  beet  salad  and  the  spaghetti  and  meatballs. 

Gavroche— 212  West  14th  St.  (Tel.:  212-647-8553).  Once 
inside  it's  hard  to  believe  you're  just  feet  away  from  the  honky- 
tonk  hurly-burly  of  14th  Street.  From  the  classic  salads  to  the 
handsomely  presented  charcuterie  board  to  the  hangar  steaks 
to  the  frog  legs  and  on  to  the  lemon  mousse  cheesecake,  apple 
tart  and  chocolate  gateau,  you  can't  go  wrong.  F 
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Yes,  there's  an  insurance  company  that's  as  responsible  as  you  are. 
For  more  information  on  insuring  your  business,  go  to  libertymutual.com/business. 

Responsibility.  What's  your  policy?' 


Liberty 
Mutual 


D2006  Liberty  Mutual  Group. 


The  World  According  To  Paulina 

Dynamic  Networking  from  AT&T  enables  Paulina  to  run  multiple  applications  simultaneously 
and  securely  over  a  global  IP  VPN.  Predicting  traffic  on  the  fly  to  maximize  efficiency  across 
the  enterprise.  Creating  real-time  responsiveness,  greater  performance  and  a  green  light  to 
go  full  speed  ahead.  Learn  how  Dynamic  Networking  can  enable  your  business. 


Other  Comments 


Victory  at  all  costs,  victory  in  spite  of  all  terror,  victory  however  long  and 
hard  the  road  may  he;  for  without  victory  there  is  no  survival. 

—WINSTON  CHURCHILL 


War  Crime  Have  v  e  lost  (he  will  to  win  wars?  Not  just  in 
Iraq,  but  anywhere?  Do  we  really  believe  that  being  nice  is  more 
important  than  victory?  It's  hard  enough  to  bear  the  timidity  of 
our  civilian  leaders— anxious  to  start  wars  but  without  the  guts  to 
finish  them— but  now  military  leaders  have  fallen  prey  to  politi- 
cal correctness.  Unwilling  to  accept  that  war  is,  by  its  nature,  a 
savage  act  and  that  defeat  is  immoral,  influential  officers  are  argu- 
ing for  a  kinder,  gentler  approach  to  our  enemies.  They're  going 
to  lead  us  into  failure,  sacrificing  our  soldiers  and  Marines  for 
nothing:  Political  correctness  kills. 

In  war,  you  don't  get  points  for  good  manners.  It's  about  win- 
ning. Victory  forgives.  Where  is  the  spirit  of  FDR  and  George  C. 
Marshall,  who  recognized  that  the  one  unbearable  possibility  was 
for  the  free  world  to  lose?  We  discount  the  value  of  ferocity — as  a 
practical  tool  and  as  a  deterrent.  But  wars  immutable  law— proven 
yet  again  in  Iraq— is  that  those  unwilling  to  pay  the  butchers  bill 
up  front  will  pay  it  with  compound  interest  in  the  end. 

—RALPH  PETERS,  a  retired  Army  officer,  New  York  Post 

Misguided  Bunch  It's  beginning  to  look  like  two  of 
Washington's  major  institutions  (the  Fed  and  the  CBO)  want  to  sab- 
otage the  American  economy.  Let's  start  with  the  Feds  goofy  sac- 
rifice ratio,  which  basically  refers  to  how  much  unemployment  has 
to  go  up  in  order  to  bring  inflation  down.  I  call  this  economic  garbage 
the  "Phillips  curve  in  drag,"  because  over  the  last  25  years,  unem- 
ployment and  inflation  have  actually  moved  in  tandem  and  they 
have  both  moved  down.  In  other  words,  as  inflation  slows,  unem- 
ployment comes  down  because  the  economy  is  strong.  (If  you  look 
at  their  relationship  during  the  1970s,  you  would  see  unemploy- 
ment and  inflation  both  moving  higher.)  The  fact  is,  strong  growth 
coexists  rather  nicely  with  low  inflation.  And  since  inflation  is  too 
much  money  chasing  too  few  goods,  then  if  you're  producing  more 
goods  that  absorb  the  money  supply,  especially  with  low  tax  rates 
to  produce  more  goods,  then  why  should  we  fear  growth? 

But  let's  not  forget  that  misguided  bunch  at  the  CBO.  These 


"Oh,  that.  OSHA  stopped  by  the  other  day... 


folks  are  telling  Congress  that  only  higher  taxes  in  the  next  ten 
years  will  balance  the  budget.  Huh?  This  crowd  actually  believes 
that  President  Bush's  tax  cuts  will  trigger  a  $1.7  trillion  budget 
hole  in  the  next  decade.  The  reality  is  that  since  they  were  imple- 
mented, there  have  been  huge  revenue  gains  rolling  in  to  the 
Treasury  from  the  strong  economy.  What  is  it  that  causes  Wash- 
ington to  work  overtime  to  stop  prosperity? 

—LARRY  KUDLOW,  National  Review  Online 

Fox  Effect  What  really  frustrates  liberals  about  Fox  News  is 
simply  that  it  has  helped  shatter  the  left's  near-monopoly  on  news 
and  information.  Fox's  opinion-driven  programming  gives  conser- 
vatives and  liberals  a  chance  to  get  a  hearing  for  their  ideas.  But 
Democratic  politicians  and  activists  who  go  on  Fox  also  must 
defend  their  views,  often  against  tough  questioning,  something  that 
happens  less  often  on  the  networks,  where  most  journalists  are  left- 
of-center,  survey  after  survey  has  shown.  This  wouldn't  matter  if 
Fox  wasn't  so  influential.  But  it  is.  According  to  the  Pew  Research 
Center,  more  than  20%  of  Americans  now  claim  to  get  news  from 
it,  and  lots  of  them  (37%)  are  Democrats  or  independents. 

—BRIAN  C.  ANDERSON,  Manhattan  Institute,  Los  Angeles  Times 

Fall  Guy  Republicans  have  practiced  one-party  rule  in  [Ohio] 
since  1994 — more  than  enough  time  to  lose  one's  principles.  Former 
Gov.  George  Voinovich  set  the  standard  in  1992  by  breaking  his  word 
and  signing  tax  hikes.  His  successor,  Bob  Taft,  with  the  help  of  the 
GOP  legislature,  in  2003  broke  pledges  not  to  raise  taxes  without  voter 
permission.  Some  $3  billion  in  tax  increases  later,  Ohio  jumped  to  fourth 
place  in  the  rankings  for  state  and  local  tax  burdens.  Over  their  first 
10  years  in  power,  Republicans  increased  Ohio's  general  operating  budget 
by  71%.  The  Taft  and  Spend  strategy  socked  it  to  the  Ohio  economy. 

[GOP  gubernatorial  candidate  Ken]  Blackwell  didn't  sign  on  to 
any  of  this.  While  the  rest  of  his  party  was  riding  down  the  big-gov- 
ernment river,  the  Secretary  of  State  was  pushing  a  voter  initiative 
to  create  a  constitutional  limit  on  spending.  He's  been  running  this 
year  on  tax  cuts,  charter  schools  and  privatizing  the  Ohio  Turnpike. 
He  hasn't  been  touched  by  the  scandals.  "There  hasn't  been  a  big- 
ger critic  of  the  Taft  administration  than  Ken  Blackwell,"  says  Ken 
Blackwell  . . .  again  and  again.  Voters  can't  find  it  in  themselves  to 
make  the  distinction.  The  Ohio  Democratic  Party  understands  that 
better  than  anyone,  and  routinely  refers  to  its  opponent  as  "Ken 
Taftwell."  [Opponent  Ted]  Strickland  is  so  good  at  keeping  the  focus 
on  the  failed  GOP,  nobody  has  noticed  he's  a  fan  of  the  very  tax- 
and-spend  policies  that  landed  Republicans  in  trouble  in  the  first  place. 

— KIMBERLEY  A.  STRASSEL,  Wall  Street  Journal 

Risky  Behavior  The  ignorance  of  one  voter  in  a 
democracy  impairs  the  security  of  all. 

—JOHN  F.  KENNEDY  F 
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With  network  security,  if  you're  not 

ahead  of  the  threat. 

you're  only  reacting  to  i\ 


Let  Internet  Security  Systems  stop 
network  threats  before  they  impact  your  business. 

How  do  you  ensure  compliance  and  manage  costs  when  your  security  is  less  than  certain? 
Even  "zero-day"  solutions  aren't  tast  enough  to  protect  against  losses  once  an  Internet  attack  hits. 
The  alternative  is  preemptive  security  from  Internet  Security  Systems.  Because  our  enterprise  solutions 
are  based  on  the  world's  most  advanced  vulnerability  research,  only  ISS  can  can  offer  preemptive  security  and 
stop  threats  More  they  impact  your  business.  So  why  rely  on  "reaction"  when  security  can  be  a  sure  thins 

Need  proof?  Get  a  free  whitepaper,  Preemptive  Security:  Changing  the  Rules, 
at  www.iss.net/proof  or  call  800-776-2362. 
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Q  Internet  |  Security  |  Systems® 

Ahead  of  the  threat 


TO  SURVIVE  IN  THIS  DOG-EAT-DOG  WORLD,  SOMETIMES  YOU  NEED  A  LITTLE  PUDDING. 

At  the  end  of  the  day,  even  the  most  battle-hardened  road  warrior 
appreciates  a  cup  of  sweet,  smooth  tapioca.  Or  cool,  creamy  pistachio 
ice  cream.  Or  fresh  ham  and  swiss  on  a  baguette.  Whatever  business 
travelers'  intrepid  hearts  desire,  the  new  24-hour  markets  in 
Courtyard's  redesigned  lobbies  have  what  it  takes  to  satisfy  them. 

NEW  24-HOUR  MARKET  AT  COURTYARD? 
REDESIGNED  BY  BUSINESS  TRAVELERS  FOR  BUSINESS  TRAVELERS.SM 


For  reservations,  call  1-800-MARRIOTT  or  visit  Marriott.com/courtyard. 

Market  items  vary  by  location. 


COURTYARD 

® 
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Current  Events 


By  Ernesto  Zedillo,  Former  President  of  Mexico 
Director,  Yale  Center  for  the  Study  of  Globalization 


Try  Diplomacy,  Not  War 


YOU  MAY  THINK  THIS  THE  LEAST  PROPITIOUS  MOMENT  TO 
speak  of  finding  a  solution  to  the  longstanding,  bloody  and 
highly  contagious  Arab-Israeli  conflict.  After  all,  in  addition  to 
huge  human  and  material  losses,  the  legacy  of  this  summer's  war 
in  Lebanon  seems  to  be  even  more  resentment  and  hatred 
among  all  the  foes,  as  well  as  the  entrenchment  of  the  most  fanat- 
ical and  violent  forces  in  the  region.  Yet  on  closer  inspection  the 
trauma  in  Lebanon  has  opened  a  small  window  of  opportunity  to 
once  again  attempt  to  find  a  solution  to  this  painful  and 
intractable  dispute.  Ironically,  the  opportunity  stems  from  the 
defeat  that  all  camps  suffered  this  summer:  In  the  end  nobody 
won  anything.  Claims  of  success  are  pure  deceit.  And  because  the 
war  has  dramatically  enlarged  the  sense  of  vulnerability  on  every 
front,  it  is  time  to  make  a  serious  bid  for  peace. 

The  way  the  war  unfolded  once  again  shows  that  none  of  the 
adversaries  has  ever  had  a  truly  winning  strategy.  Israels  latest  ap- 
proach, the  convergence  plan — unilateral  disengagement  from  parts 
of  the  West  Bank — is  now  shelved.  And,  of  course,  terror  as  a  tac- 
tic to  advance  political  objectives  will  never  have  any  chance  of 
succeeding.  The  present  cease-fire — with  the  international  presence 
in  southern  Lebanon  a  part  of  it — is  fragile,  while  the  situation  be- 
tween the  Israelis  and  Palestinians  is  as  highly  charged  and  explo- 
sive as  ever.  Political  divisions  among  the  Palestinians  are  making  the 
conflict  more,  not  less,  volatile  and  dangerous.  Hawks  in  both  Israel 
and  Syria  are  talking  more  frequently  about  military  options.  The 
current  standstill  is,  at  best,  highly  precarious.  The  risk  of  another 
major  war  in  the  region — with  devastating  consequences  not  only 
for  the  Arab  and  Israeli  peoples  but  also  for  the  world  at  large — will 
continue  to  grow  inexorably  and,  in  fact,  could  conceivably  materi- 
alize any  day  now.  If  this  happens,  once  again  nobody  will  have  won. 
A  new  war,  irrespective  of  the  victor,  will  not  conclude  the  conflict. 

All  sides  must  know  by  now  that  the  current  trend  is  not 
promising  for  any  of  them.  They  should  therefore  admit  that 
something  beyond  waiting  and  getting  ready  for  the  next  confla- 
gration must  be  tried  if  they  are  to  get  what  they  want.  It  is  on 
this  simple  fact  that  hope  for  peace,  however  slim,  really  rests. 

The  sense  of  gloom  brought  on  by  this  latest  clash  must  be 
used  to  launch  a  serious  international  effort  to  solve  old  grievances 
and  achieve  a  satisfactory  settlement  of  the  Arab- Israeli  conflict.  It 
is  clear,  however,  that  to  have  any  chance  of  succeeding  such  an 
effort  will  require  much  more  than  specific  formulas  to  settle  the 
multitude  of  contentious  issues.  For  the  most  part,  those  formulas 
have  already  been  outlined  and  discussed  during  previous  attempts 
to  solve  this  conflict.  They  failed  because  they  were  never  consoli- 


dated into  a  plan  with  political  viability.  But  viability  will  never  be 
achieved  if  the  relevant  parties  don't  recognize  that  the  result  of 
their  unwillingness  to  compromise  is  not  the  possibility  of  advanc- 
ing their  respective  causes  but  the  certainty  of  total  failure. 

Adversaries  will  not  need  to  compromise  legitimate  goals,  such 
as  sound  security  for  Israel  and  universal  recognition  of  its  borders, 
and  a  viable  sovereign  state  for  the  Palestinian  people.  Yet  to  achieve 
these  and  the  other  reasonable  goals,  all  parties  must  profoundly 
transform  their  attitudes  and  tactics.  Each  must  swallow  the  bitter 
pill  of  adopting  a  more  pragmatic  stance  in  exchange  for  potential, 
not  necessarily  certain,  gains.  Each  must  also  accept  that  no  matter 
how  abominable  the  opposition  may  seem  to  be,  there  is  no  choice 
but  to  deal  with  them.  Movement  must  be  made  by  each  party  with- 
out demanding  prior  conditions  from  the  others.  Instead  of  contin- 
uing to  obsessively  consider  the  possibility  of  another  war,  each 
must  now  seriously  consider  the  possibility  of  permanent  peace. 

International  Cooperation  Vital 

Obviously,  the  necessary  agreements  will  not  be  achieved  through 
initiatives  and  direct  contact  between  the  contentious  camps. 
Staunch  and  skillful  diplomatic  and  material  support  from  others 
will  be  required.  The  so-called  Quartet  (the  U.S.,  EU,  Russia  and 
the  UN)  is  an  indispensable  force  that  must  be  put  into  play  again. 
And  much  greater  involvement  from  nonbelligerent  Arab  states 
will  also  be  essential  in  order  to  bring  on  board  some  of  the  recal- 
citrant Arab  players  and  to  reignite  the  2002  Arab  League  initiative 
that  called  for  full  normalization  of  relations  with  Israel.  Needless 
to  say,  the  facilitators  of  peace  will  also  have  to  take  their  own  hard- 
to-swallow  medicine,  such  as  supporting  a  unity  government  for 
the  Palestinian  people  that  includes  Hamas;  dealing  with  Syria  in  a 
constructive  way;  helping  to  stabilize  Lebanon,  in  which  Hezbol- 
lah is  a  key  player;  and  bringing  Iran  into  the  peace  equation. 

Perpetuating  the  Arab- Israeli  conflict  serves  no  legitimate  pur- 
pose. It's  a  constant  source  of  violence,  extremism  and  fanaticism 
and  is  contributing  to  a  dangerous  and  deepening  rift  between  the 
Western  and  Islamic  worlds.  It's  one  of  the  biggest,  if  not  the 
biggest,  threats  to  international  peace  and  security.  This  threat  can 
only  be  dissipated  with  an  ambitious  international  initiative  aimed 
at  achieving  a  comprehensive,  inclusive  and  realistic  solution  to  the 
conflict.  Because  of  this  conviction,  I  have  joined  with  other  former 
presidents,  prime  ministers,  foreign  and  defense  ministers,  con- 
gressional leaders,  heads  of  international  organizations  and  Nobel 
Peace  Prize  winners  in  calling  for  such  an  undertaking.  The  intel- 
ligent-diplomacy card  must  be  played  before  it  is  too  late.  F 
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Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  Lee  Kuan  Yew,  minister  mentor 
of  Singapore;  and  Paul  Johnson,  eminent  British  historian  and  author,  alternate  in  writing  this  column. 
To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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in  hospitals  throughout  the  nation? 

^  1^"^^  •  Innovati°ns  from  Siemens  can  be  found  everywhere.  We  provide  US  hospitals 

with  the  tools  to  improve  patient  care,  while  helping  to  lower  costs  thanks  to 
our  "digital  hospital"  solutions.  And  we're  working  with  numerous  healthcare  providers  to 
build  health  networks  that  connect  telecommunications,  IT,  medical  systems  and  building 
technologies  in  ways  never  before  accomplished.  This  means  less  waiting,  decreased  costs 
and  enhanced  care  for  patients.  At  Siemens,  our  innovations  help  turn  dreams  into  reality. 
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Digital  Rules 

By  Rich  Karlgaard,  publisher 


What  Caused  Cory  Lidie's  Crash? 


I  GOT  WORD  OF  CORY  LIDLE'S  AIRPLANE  CRASH  WHILE  SITTING 
on  the  tarmac  of  the  Seattle-Tacoma  airport.  Our  Delta  jet, 
bound  for  New  York's  JFK,  had  a  glitch — a  flaky  antiskid  sensor. 
We  sat  for  two  hours.  Boring!  I  amused  myself  surfing  the  Web 
on  a  BlackBerry.  There  on  the  Drudge  Report  was  the  awful 
headline  about  Lidle  slamming  into  an  apartment  building  on 
Manhattans  East  72nd  Street.  In  a  helicopter,  it  was  reported. 

Well,  it  wasn't  a  helicopter.  After  landing  at  JFK  and  turning 
on  my  BlackBerry  again,  I  learned  it  was  a  Cirrus. 

I  own  a  Cirrus.  Mine  is  a  310hp  SR22,  nine  months  old.  Lidie's 
model  was  a  200hp  SR20,  a  2002  model.  The  airplanes  look  the 
same  to  anyone  but  a  Cirrus  owner.  All  Cirrus  aircraft,  including 
Lidie's  and  mine,  have  an  airframe  parachute.  Thus,  an  obvious 
question  ran  through  my  head:  Why  didn't  Lidle  activate  the  chute? 

Cirrus  airplanes  are  as  safe  as  small  planes  come.  This  sum- 
mer I  flew  my  wife  and  two  children  from  California  to  Wiscon- 
sin and  back  in  our  Cirrus.  We  crossed  the  Sierra  Nevada  range 
and  the  Rockies.  My  wife,  who  tolerates  flying  but  is  no  enthusi- 
ast, said  she'd  never  felt  safer.  Our  SR22  ran  flawlessly.  We  had 
weather  displays,  in  real  time,  on  a  large-screen  map.  We  tuned 
the  XM  Satellite  Radio  to  a  station  playing  Sixties  tunes  to  help 
the  time  fly  The  Troggs  never  sounded  so  good. 

Plus  we  had  the  chute.  Knowing  it's  there  is  comforting,  espe- 
cially as  you  and  the  people  you  love  most  are  winging  over  the 
Rockies  on  a  single  engine  and  propeller. 

A  failed  engine  is  a  low-probability  event,  but  if  it  happened 
over  hills  and  rocks  one's  chances  of  surviving  would  be  poor. 
Another  great  pilot  fear  is  a  midair  collision,  such  as  the  one  Cir- 
rus cofounder  Alan  Klapmeier  experienced  while  a  student  pilot 
in  1985.  The  other  airplane  sliced  a  wingtip  through  Klapmeier's 
wing  strut.  Klapmeier  was  able  to  land  his  damaged  airplane.  The 
other  pilot  was  killed — not  by  the  midair  collision  but  by  spiral- 
ing  into  the  ground  after  losing  his  wing.  Klapmeier  thought  a 
mistake  like  that  should  not  have  to  have  fatal  consequences. 

Operating  out  of  their  Wisconsin  family  farm,  Alan  and  his  brother 
Dale  got  into  the  airplane  business  at  the  low  end.  During  the  1980s 
they  sold  build-your-own-airplane  kits,  a  small  market.  But  the  Klap- 
meiers  really  wanted  to  build  airplanes  that  were  certified  by  the  Fed- 
eral Aviation  Administration — real  airplanes,  in  the  minds  of  many. 

After  failing  to  land  bank  loans  in  Wisconsin  and  North  Dakota, 
the  Klapmeiers  found  a  friendlier  banker  in  Duluth,  Minn,  and 
relocated  Cirrus.  There  they  designed  a  brand-new  airplane,  with 
the  goal  of  FAA  certification.  This  plane  had  three  novel  features: 
a  body  and  wings  made  of  fiberglass  composites;  a  big  computer 
screen,  replacing  many  dials  and  gauges;  and  a  parachute  stored  in  a 
space  behind  the  baggage  compartment.  On  the  ceiling  was  a  han- 
dle the  pilot  could  pull  if  necessary.  The  pulled  handle  would  fire  a 


small  rocket  through  the  airplane's  roof  and  release  the  parachute. 

In  1998  Cirrus  won  FAA  certification  for  its  radical  airplane. 
In  2002  the  SR22  passed  the  Cessna  172  as  the  world's  bestselling 
single-engine  plane.  Critics  of  the  Cirrus  say  the  chute  is  mostly  a 
marketing  ploy.  If  so,  the  ploy  has  clearly  worked.  But,  in  fact,  the 
Cirrus  parachute  has  saved  21  people,  including  a  grandfather  and 
his  grandson  over  Canada's  Monashee  Mountains,  as  well  as  a  man 
who  suffered  a  brain  seizure  while  flying  north  of  New  York  City. 

An  Educated  Guess 

What  happened  aboard  Lidie's  plane?  Allow  me  to  speculate 
while  we  await  the  final  accident  report  from  the  National  Trans- 
portation Safety  Board.  In  essence,  Lidle  and  his  CFI  (certified 
flight  instructor)  flew  straight  up  a  box  canyon — a  virtual  box 
defined  by  airspace  regulations.  Radar  tracking  shows  that  Lidle 
was  flying  north  up  the  East  River  in  an  approved  "visual  flight 
rules"  corridor,  which  is  as  wide  as  the  East  River  and  has  a  ceil- 
ing of  1,100  feet.  The  corridor  comes  to  an  abrupt  end  at  the 
north  end  of  Roosevelt  Island.  Beyond  that,  a  pilot  needs  approval 
from  air  traffic  control  to  enter  LaGuardia  Airport's  airspace. 

Radar  tracking  shows  that  Lidie's  airplane  was  flying  1 12mph 
700  feet  above  the  river  when  it  made  a  sudden  90-degree  turn 
toward  Manhattan  north  of  72nd  Street.  A  turn  that  sharp  for  an 
airplane  moving  112mph  can  be  done  only  in  a  very  steep 
bank — some  amateur  sleuths  have  guessed  a  bank  of  55  degrees. 
That  is  one  heck  of  a  bank.  Most  pilots  at  Lidie's  level  have  never 
practiced  banks  steeper  than  45  degrees. 

I  can  tell  you  that  a  45-degree  banked  turn  results  in  a  sudden 
loss  of  altitude  unless  the  pilot  adds  power,  pulls  back  on  the  yoke 
or  does  both.  A  55-degree  banked  turn  doesn't  sound  like  much 
of  an  increase.  It  is,  in  aerodynamic  terms.  A  plane  banked  at 
55  degrees  feels  nearly  twice  as  heavy  as  a  plane  in  level  flight. 

A  55-degree  banked  turn — if  that's  what  it  was — is  a  very 
dangerous  maneuver  at  an  altitude  of  700  feet.  In  the  snap  of  a 
finger,  such  an  airplane  could  lose  200  feet.  Seeing  Manhattan's 
tall  Upper  East  Side  apartment  buildings  looming  in  the  wind- 
shield, Lidle  may  have  pulled  up  too  fast  and  stalled  the  airplane. 
In  any  event,  he  lost  control — and  was  too  low  to  pull  the  chute. 

The  three  big  killers  of  small  airplanes  like  Lidie's  (and  mine) 
are  bad  weather  (thunderstorms  and  icing  are  the  most  danger- 
ous conditions),  fuel  mismanagement  and  loss  of  control  during 
low-altitude  turns. 

All  the  evidence  in  Lidie's  crash  points  to  number  three.  This 
was  a  common  and  avoidable  tragedy.  Cirrus  is  not  to  blame.  F 
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Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or  visit 
his  home  page  at  www.karlgaard.com. 
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love  Utah.  And  we  love  Utah  too, 
but  for  a  different  reason.  For  us,  it's 
the  airbags.  Toyota  buys  airbags  from 
Autoliv  in  Ogden.Utah.  They're  terrific 
partners,  one  of  our  hundreds  of  quality 
suppliers  across  the  country. 

Relationships  with  suppliers  are  the 
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Happy  New  Years 

From  1927  to  2004  small-cap  stocks  had  an  average 
January  return  of  6.05%  and  an  average  monthly  return 
the  rest  of  the  year  of  0.91  %,  a  Financial  Analyst  Journal 
study  says.  The  University  of  Kansas'  Mark  Haug  and  Mark 
Hirschey  say  the  "January  effect"  also  helps  large  caps  but 
less  so:  1 .81  %  for  the  year's  first  month  versus  0.87%  for 
the  others.  With  tax-law  changes  making  end-of-year  sell- 
ing a  less  compelling  tactic,  the  profs  call  the  phenome- 
non, first  noted  30  years  ago,  "a  real  and  continuing 
anomaly"  that  "defies  easy  explanation."  — W.P.B. 
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Benefits  Package 

Long  a  leader  in  religious  financial  transparency,  the  Billy  Gra- 
ham Evangelistic  Association  says  it  spent  $228,653  last  year  on 
extra  health  care  for  its  88-year-old  namesake  Baptist  preacher. 
The  Charlotte,  N.C.  organizations  just-filed  federal  tax  return 
said  the  sum,  atop  $271,503  in  compensation  and  other  benefits, 
was  "required  for  him  to  continue  to  serve  and  perform  his 
duties  and  responsibilities."  Still  chairman  of  the  $140  million 
(revenue)  nonprofit— a  fixture  on  the  FORBES 
list  of  the  country's  200  largest  by  dona- 
I  tions— Graham  isn't  quite  as  much  involved 
now  in  the  famous  revival  crusades 
around  the  world  that  he  first 
conducted  in  the  1940s.  Suffering 
from  prostate  cancer  and  brain 
ailments,  he  spends  much 
of  his  time  at  his  moun- 
taintop  home  in  rural 
Montreat,  N.C. 
—William  P.  Barrett 

Carrying  More  Than  Just  the  Ball 

Every  year  750  star  college  athletes,  mostly  footballers,  buy  dis- 
ability insurance  that  pays  off  if  a  serious  injury  prevents  a  pro 
career.  Average  yearly  football  premium:  $9,000  for  $  1  million  of 
coverage;  for  basketball,  $6,500.  Lloyd's  of  London  underwrites 
most  of  the  policies,  which  are  sold  through  a  dozen  brokers.  Star 
University  of  Miami  running  back  Willis  McGahee  bought  a  $2.5 
million  policy  from  insurance  broker  Keith  Lerner  in  Gainesville, 
Fla.  just  before  ripping  up  a  knee  in  the  2003  Fiesta  Bowl.  But 
McGahee  recovered  to  play  for  the  Buffalo  Bills — with  no  Lloyd's 
payout.  Players  can  finance  their  premiums  until  signing  of  a  pro 
contract  and,  they  hope,  receipt  of  a  big  bonus.     —Andy  Stone 

Still  Teeing  Off  on  Investors 

DigitalFX  International,  which  touts  a  social  networking  Web  site 
called  helloworld.com,  has  seen  its  shares  rise  40%  in  two  months 
to  a  recent  $10,  generating  a  $220  million  market  cap.  Despite 
investor  interest  in  Internet  content,  this  increase  seems  little 


short  of  amazing.  Helloworld.com  has  a  minuscule  23,000  regis- 
tered users  and,  its  last  financials  say,  no  profit  and  a  negative  net 
worth.  Boss  Craig  Ellins  vehemently  defends  the  stock  price,  say- 
ing that  DigitalFX  now  makes  money.  Much  of  the  revenue 
comes  from  fees  generated  by  what  filings  suggest  is  an  ambitious 
multilevel  marketing  scheme,  involving  13,000  affiliates  selling 
monthly  memberships  at  $9.95  and  up.  Before  assuming  its  cur- 
rent name  via  a  reverse  merger,  the  Las  Vegas  company  at  differ- 
ent times  was  known  as  Speak  Up  America  Association, 
Qorus.com  and  Golf  Ball  World.  — Matthew  Rand 

His  Legal  Bills  Are  Piling  Up 

Lawyers  for  Dallas  tax-shelter  promoter  Gary  M.  Kornman 
( FORBES,  Apr.  11,  2005)  seek  a  half-year  delay  in  his  federal  crim- 
inal trial  on  charges  of  securities  fraud  and  lying  to  investigators. 
One  reason:  time  to  review  the  40  computers,  85  hard  drives,  250 
backup  tapes  and  hundreds  of  disks  the  feds  seized  in  raids  on 
Kornman  family  homes.  Government  lawyers  worry  about  a 
postponement  greater  than  two  months  because  two  witnesses, 
including  Forbes  400  member  Alfred  Mann,  are  80-ish.  They 
also  argue  Kornman  should  know  his  own  records.  Kornman 
says  he  likewise  needs  time  to  refute  a  just-added  charge  of 
obstruction  of  justice  (the  feds  say  he  should  have  turned  over  a 
secretly  made  tape  recording  of  his  meeting  with  Securities  & 
Exchange  Commission  investigators).  Meanwhile,  Kornman  just 
lost  an  unrelated  civil  case  involving  a  questionable  $100  million 
tax  shelter  set  up  to  benefit  his  family.  —Janet  Novack 


Judge  Them  by  Their  Deeds 


Recent  criminal  cases  touching  on  claims  of  land  fraud  seem  to  indicate  a  national  trend. — W.P.B. 


j  DEFENDANT  |  LOCATION 

ALLEGATIONS  INCLUDE 

STATUS 

Sonia  Hall  |  Oakland  Park,  Fla. 

notarizing  phony  deeds 

awaiting  sentencing 

Hasan  M.  Hussain  |  Westboro,  Mass. 

acquiring  land  with  forged  deeds 

sentence:  37  months 

|  Darrick  D.  Moore  |  Fort  Bend,  Tex. 

issuing  deeds  for  nonowned  homes 

charges  pending 

Douglas  W.  Polley  |  Danville,  Ind. 

selling  land  without  clearing  title 

pleaded  not  guilty 

|  Thomas  A.  Sandelier  III  |  Fort  Pierce,  Fla. 

fabricating  deeds  to  steal  land 

sentence:  30  years 

Fiaaluae  (Louie)  Tuita;     Stockton,  Calif. 

touting  fraudulent  Alaska  land  deal 

pleaded  guilty,  no  jail 

jjoshua^Var^c^^  Calif. 

forging  signatures  to  grab  915  acres 

sentence:  4  years 

smmmammmmmmmmmmmM 
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Reach  for  the  sky  and 
transform  vour  vision  into  reality. 


Just  as  the  idea  of  taking  flight  can  become  a  reality,  Huawei  helps  you 
realize  your  bigger  business  goals.  We  deliver  results  by  listening  to  your 
needs  and  responding  with  fast  product  and  solution  implementation. 

As  a  leading  provider  in  3G,  mobile  Softswitch,  IMS,  IP  DSLAM  and 
optical  networks,  Huawei  has  deployed  its  solutions  in  over  100 
countries,  serving  over  a  billion  users  worldwide.  Many  of  the  world's 
leading  telecom  network  operators  are  now  enjoying  the  benefits  of 
our  expertise. 

So  let  Huawei  unleash  your  potential  and  help  you  quickly  soar  to 
greater  success. 

www.huawei.com  HUAWGI 


On  My  Mind 


By  Christine  B.  Whelan,  author  of  why  Smart  men  Marry  Smart  women  (Simon  &  Schuster). 


The  Smart  Women  Myth 

Forget  what  you've  been  reading.  Successful  women  are  doing  fine 
in  the  love-and-kids  department. 


IF  YOU'VE  BEEN  READING 
Forbes.com  lately,  or  Newsweek, 
or,  for  that  matter,  feminist 
Maureen  Dowd's  latest  book,  you 
probably  think  that  high-achiev- 
ing women  have  about  as  much 
chance  of  building  a  happy  family 
as  Carly  Fiorina  has  of  getting 
reappointed  as  Hewlett-Packard's 
chief  executive  officer. 

I  have  good  news  for  career 
women:  The  theory  that  they  can't 
succeed  as  well  with  their  families 
is  hogwash.  It  is  based  on  outdated 
information  and  misinterpreted 
statistics.  The  truth  is  that  smart, 
successful  women  marry  at  the 
same  rates  as  all  other  women,  and 
once  married,  they  have  children  at 
the  same  rates  as  well. 

Look  at  data  in  the  2006  Cur- 
rent Population  Survey,  a  nation- 
ally representative  survey  of  50,000 
households  commissioned  yearly 
by  the  Bureau  of  Labor  Statistics 

and  the  U.S.  Census  Bureau.  Among  35-  to  39-year-old  women 
living  in  medium-size  cities,  who  earn  more  than  $75,000  a  year 
and  have  a  master's  degree,  92%  are  married.  By  contrast,  among 
less-educated,  lower-earning  women — women  of  the  same  age, 
in  the  same  size  city,  who  earn  $30,000  to  $35,000  a  year  and 
have  attended  some  college— 87%  are  married. 

According  to  the  same  data,  among  married  women  who 
earn  more  than  $60,000  per  year  or  have  a  graduate  degree,  84% 
have  kids  under  18  at  home  by  age  40  to  44.  That's  a  higher  per- 
centage than  their  lower-earning  married  sisters  (70%).  It's 
important  to  note  that  high-achieving  women  are  less  likely  to 
have  children  outside  of  wedlock,  so  the  overall  fertility  rate 
among  these  women  is  lower.  But  those  who  bemoan  the  fate  of 
childless  female  executives  miss  the  mark  for  this  generation. 

Why  the  persistent  ignorance?  It  may  be  that  conventional 
wisdom  is  simply  stuck  in  the  past.  As  recendy  as  the  1980  census 
educated,  successful  women  were  less  likely  to  marry  and  much 
less  likely  to  have  children.  A  woman  of  40  to  44  who  had  19 
years  of  education— college  plus  graduate  school— had  a  66% 
chance  of  being  married,  compared  with  a  woman  with  12  years 


Top-earning  men  say 
accomplished  women  are 
 more  desirable.  


of  education,  who  had  an  83%  like- 
lihood of  being  married  at  that  age. 
And  women  with  professional  or 
doctoral  qualifications  were  twice 
as  likely  to  be  childless  at  age  40  as 
women  with  some  college. 

Just  after  the  2000  census  the 
tide  began  to  turn.  Prediction:  By 
the  2010  census  we'll  have  even 
more  proof  that  smart  men  marry 
smart  women. 

Why  the  change?  Men  and 
women  are  studying  and  working 
side  by  side  at  ever-increasing 
rates.  Women  make  up  more  than 
half  of  college  graduates  and  are 
reaching  parity  in  most  profes- 
sional schools  as  well.  And  this 
generation  of  men  is  thrilled  with 
the  idea  that  they  can  share  finan- 
cial responsibilities  with  equally 
capable  women. 

There's  another  piece  to  this 
picture  that's  getting  increasing 
scrutiny  as  women  become  more 
successful  earners.  What  happens  to  marriages  where  the  woman 
makes  more  money  than  the  man?  I  commissioned  a  nationally 
representative  2006  study  with  the  polling  company  Harris  Inter- 
active and  found  that  82%  of  single  high-achieving  women — 
women  who  have  a  graduate  degree  or  are  in  the  top  10%  of 
earners  for  their  age  group  ($50,000  for  women  25  to  35  years 
old) — say  they  are  open  to  marrying  a  man  who  earns  less 
money  than  they  do,  and  61%  of  that  same  group  report  that  they 
would  be  comfortable  being  the  primary  breadwinner  in  their 
family 

Men  welcome  this  new  partnership:  71%  of  men  who  earn  in 
the  top  10%  for  their  age  group  or  hold  graduate  degrees  say  a 
woman's  career  or  educational  success  makes  her  more  desirable 
as  a  wife;  68%  report  that  smart  women  make  better  mothers; 
and  90%  say  they  want  to  marry,  or  are  already  married  to,  a 
woman  who  is  at  least  as  intelligent  as  they  are. 

The  bottom  line:  There's  increasingly  encouraging  data  to 
suggest  a  bright  future,  happy  marriages  and  a  balanced  concept 
of  career  and  family  life  for  the  current  generation  of  American 
women,  and  for  their  daughters.  F 
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exibility 


Fractional  Jet  Ownership  Designed  Around  You 

Bombardier  Flexjet*  gives  you  more  flexibility  than  any  other  fractional  jet  ownership  program.  Forget  having 
to  select  from  limited  program  options.  Only  Flexjet  lets  you  fly  the  exact  hours  you  need,  with  the  benefits 
you  desire -all  provided  by  the  industry's  best  people  delivering  the  highest  standards  of  service.  If  you 
want  the  ultimate  level  of  flexibility  in  fractional  ownership,  you  can  have  it.  Fueled  and  waiting. 

Call1-800-FLEXJETorvisitflexjet.com. 

BOMBARDIER 

FLEXJET 


©  2006  Bombardier  Inc.  'Trademark(s)  of  Bombardier  Inc.  or  its  subsidiaries.  Call  Flexjet  for  terms  and  conditions. 


follow-Through 

JUNE  20,  2005 

Highflier 


A  "sickly 

hybrid."  That's  what 
we  called  the  merger  of 
US  Airways  and  America  West. 
W.  Douglas  Parker,  the  44-year-old  boss  of 
America  West  and  head  of  the  merged  company,  faced 
stepped-up  competition  from  low-fare  leader  Southwest  Airlines, 
combative  unions  and  a  record  of  heavy  losses  by  both  carriers. 
Not  so  sickly,  it  turns  out.  US  Airways  reported  a  second-quarter 

APRIL  16,  2001 


That  Was  Easy 


Staples,  the  Framingham,  Mass.  office  supply  giant,  was 
expanding  in  the  face  of  bleak  prospects.  A  retail  slump,  an 
orgy  of  discounting  by  competitors  Office  Depot  and  Office- 
Max and  a  slowdown  in  home-office  growth  boded  ill.  But  Staples 
has  pressed  on,  opening  100  stores  a  year  since  our  story  (it 
now  has  1,800).  After  a  dip,  same-store  sales  climbed,  its 
delivery  business  blossomed  and  Staples'  stock  increased  £ 
50%  since  our  feature  to  a  recent  $25.  Staples'  formula  for  C. 
success:  slimmed-down  inventory  and  a  margin  (before  r< 
interest  and  taxes)  of  8%,  one  and  a  half  times  that  of 
Office  Depot.  Ronald  Sargent,  chief  since  2002,  is  next 
taking  on  Kinko's  and  Best  Buy  by  expanding  Staples'  copy 
centers.  Expect  a  Staples  technical  help  desk,  designed  to 
rival  Best  Buy's  Geek  Squad,  by  year-end. 

— Amanda  Schupak 

FLASHBACKS 


profit  of  $305  million.  Cash  stands  at  $3.2  billion,  and  the  airline 
should  earn  close  to  $8  a  share  for  full-year  2006.  Contributing: 
falling  oil  prices,  a  strengthening  economy  and 

costs  that 
had  been  shaved 
by  $6  billion  after  two  US 
Airways  bankruptcies.  One  storm  cloud: 
Parker  has  yet  to  merge  salary  scales  at  the  two 
airlines,  and  pilots  want  a  raise.  Veteran  US 
Airways  pilots  say  they  should  recover  some  of  what  they 
lost  in  salary,  benefits  and  pension  cuts.  They  earn  an  average  of 
$85,000  annually  but  note  that  America  West  fliers  are 
better  paid.  Parker  may  have  to  pay  more  to  keep  the  jets  flying. 

—Mark  Tatge 

OCTOBER  9,  2006 

The  JAR  Effect 

As  we  predicted  in  our 
piece  on  Paris  jewelry  'Z&gP 
designer  JAR,  the  October  sale  at 
Christie's  of  actress  Ellen  Barkin's  jewels 
brought  the  bidders  out  in  force.  In  the  highest 
total  for  a  single-owner  U.S.  jewelry  auction  in 

,  the  last  15  years,  Barkin's  bling  fetched  $20.4 
y  million,  including  Christie's  commissions.  The 
^    JAR  jewels  accounted  for  a  third  of  this  sum.  A  pair  of 
topaz,  ruby  and  diamond  earrings  that  Barkin 
wore  to  Oscar  parties  landed  $710,000,  a  wild 
$630,000  above  the  high  estimate.  Barkin 
was  selling  the  jewels  she'd  collected  in  her 
five-and-a-half-year  marriage  to  billionaire 
Ronald  Perelman.  —Susan  Adams 


days  it  is  a  bigger  game  than  ever.  Ten  years  ago  the  Chicago 
Board  of  Trade  had  1,400  members  trading  on  the  floor.  Today  it 
has  about  3,300. 

Chicago  Mercantile  Exchange  Holdings  is  buying  Chicago  Board 
of  Trade  Holdings  for  $8  billion. 

15  YEARS  AGO  IN  FORBES  |  JANUARY  7, 1991 

Toy  Story  How  to  explain  the  Barbie  phenomenon?  Toys  are 
a  faddish  business — Cabbage  Patch  this  year.  My  Little  Pony  the 
next.  But  Barbie,  at  the  ripe  old  age  of  31,  seems  forever  young 
and  forever  popular.  She  is  the  toy  world's  version  of  Coca-Cola 
or  Marlboro,  the  endlessly  successful  brand.  The  annual  model 
change  is  borrowed  right  from  Detroit.  A  girl  may  have  a  couple 
of  Barbies  collecting  dust  on  her  dresser,  but  she'll  still  want  this 
year's  model.  This  year's  Wet  'n  Wild  Barbie,  for  instance,  comes 
in  a  suit  that  changes  color  when  she's  plunged  into  cold  water. 

Third-quarter  profits  rose  6.1%  at  Mattel  as  global  sales  of 
Barbie  dolls  gained  for  the  first  time  in  three  years. 
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°ast  performance  is  not  a  guarantee  of  future  results.  Investment  return  and  principal  value  xvill  fluctuate,  and  ;  American  Century 
't  is  possible  to  lose  money  by  investing.  The  performance  of  the  portfolios  is  dependent  on  the  performance  of  i  Investment  Services, 
lheir  underlying; American  Century  funds,  and  will  assume  the  risks  associated  with  these  funds.  i  ^nc-'  Distributor. 

 ■  :  ©2006  American 

Before  investing,  carefully  consider  the  fund's  investment  objectives,  risks,  charges  and  expenses.  \  Century  Proprietary 

Zall  1-877-442-6236  for  a  prospectus  containing  this  and  other  information.  Read  it  carefully.  I  re °s^v  '^'  j\cw '■American 

\merican  Century  Investment  Services,  Inc.,  has  entered  into  an  agreement  with  the  Lance  Armstrong  Foundation 
vr  rights  to  use  the  LIVESTRONG  name.  Under  this  agreement,  every  dollar  invested  in  the  L1VESTRONG 
Portfolios  over  the  next  ten  years  will  help  determine  the  amount  American  Century  will  pay  the  LAP  above  a 
marantced  amount.  Under  limited  circumstances,  the  agreement  can  be  terminated  by  either  party,  and  there  will 

W  no  future  payments.  LI\  t'STRONG  is  a  trademark  of  the  Lance  Armstrong  Foundation. 
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KKJR  MONEY  CAN  BE  BIGGER  THAN  JUST  AN  INVESTMENT. 


American  Century  Investments,  we  believe  that  being  successful  and  doing  more 
;an  go  hand  in  hand. 

in  the  spirit  of  our  founder,  Jim  Stowers  Jr.,  and  his  dedication  to  defeating  cancer, 
we've  created  the  LIVESTRONG™  Portfolios  from  American  Century  Investments, 
rhey're  a  series  of  professionally  managed  target-date  mutual  funds  that  simplify 
nvesting  and  are  designed  to  help  you  reach  your  goals.  Additionally,  an  investment 
m  the  LIVESTRONG  Portfolios  can  help  support  the  mission  of  the  Lance  Armstrong 
Foundation,  which  is  to  inspire  and  empower  people  affected  by  cancer. 


American  Century 
Investments 


LIVESTRONG 

PORTFOLIOS 


l"o  find  out  if  the  LIVESTRONG  Portfolios  are  right  for  you,  contact  your  financial 
advisor,  call  877-442-6236,  or  visit  livestrongportfolios.com. 


Finally.  A  digital  press  innovative 
enough  to  come  from  Canon. 

It's  what's  next  for  color. 


Introducing  the  Canon  imagePRESS  C7000VP.  For  a  totally  new  kind  o 
digital  production  printing  that  rivals  offset  quality. 

We  re  not  understating  the  case  when  we  say  it's  going  to  break  new  ground 
BEL  l    in  digital  production  printing.  Presenting  Canon's  new  brand  for  production, 

imagePRESS™.  The  imagePRESS  C7000VP  runs  at  70  letter-sized  pages 
— per  minute  And  maintains  its  rated  speed  with  varying  paper  weights  for  mos 
standard  paper  sizes,  including  11"  x  17"  and  13"  x  19".  The  Canon  imagePRESS  C7000VP 
is  also  a  digital  press,  delivering  quality  output  that  is  comparable  to  offset.  This  is  due,  in 
part,  to  Canon's  Gloss  Optimization  technology,  which  outputs  images  to  match  the  gloss  of 
the  paper.  In  short,  this  isn't  just  a  major  advancement.  The  Canon  imagePRESS  C7000V 
It's  what's  next  for  color. 


www.usa.canon.com/isg/whatsnextforcolor  1-800-OK-CANON 


Canon 

imageANYWARE 


It's  what's  next  for  color  in 
the  workplace. 

Introducing  the  Canon  Color  imageRUNNER  Series  with  groundbreaking 
imageCHIP  technology. 

Innovators  never  stop.  They  never  leave  well  enough  alone.  That's  why 
we  took  the  industry-leading  Canon  Color  imageRUNNER®  Series,  and 
vastly  improved  it  with  our  exclusive  imageCHIP  system  architecture. 
Our  new  imageCHIP  technology  not  only  enables  you  to  print,  scan 
and  fax  simultaneously  without  bottlenecks  in  productivity,  but  it  will  change  the  way 
you  think  about  using  color  in  the  office.  With  more  speed  and  power  for  greater 
performance,  the  Canon  Color  imageRUNNER  Series  will  deliver  the  future  of  color 
in  the  workplace  today.  And  all  with  the  color  quality  you've  come  to  expect  from  Canon. 
The  new  Canon  Color  imageRUNNER  Series.  It's  what's  next  for  color. 


www.usa.canon.com/isg/whatsnextforcolor  1-800-OK-CANON 


Canon 

imagcANYWARE 


MEDIA 


Grim-Reality  TV 

NBC's  ratings  have  plunged,  its  profits  are  down  and  jobs  are  being 
slashed.  Time  for  General  Electric  to  peddle  the  Peacock? 

By  Brett  Pulley 


■  BC  UNIVERSAL  HAS  A  COUPLE 
Bf&  I  of  highly  touted  new  shows 
B^R  B  on  its  troubled  NBC !  network. 

■I  Studio  60  is  a  drama  about  a 
I  television  show  that  is  eerily 
similar  to  NBC's  Saturday  Night  Live.  30  Rock, 
a  sitcom  named  for  NBC's  headquarters  at  30 
Rockefeller  Plaza  in  New  York  City,  is  a  fic- 
tional take  on  life  at  a  television  network. 

The  suits  at  General  Electrics  once  thriv- 
ing NBC  Universal  unit  have  decided  their 
own  work  lives  make  for  a  great  story  line — 
this,  after  struggling  to  fix  a  network  whose 
ratings,  since  2004,  have  fallen  from  first  to 
fourth  place.  Whether  or  not  the  new  shows 
are  winners,  real  life  at  NBC  is  getting  more 
dramatic  each  day. 

NBC  Universal,  its  profits  running  9% 
below  the  2005  level,  aims  to  cut  $750  mil- 
lion from  spending  by  late  next  year.  Of  GEs 
six  main  business  units  only  NBC  Universal 
had  a  decline.  This  makes  the  entertainment 
titan — always  an  odd  fit  inside  a  behemoth 
that  makes  locomotives,  appliances,  lightbulbs 
and  plastics — look  dispensable. 

"It  just  doesn't  seem  that  there's  a  com- 
pelling logic  for  NBC  to  be  a  part  of  GE,"  says 
Peter  Cohan,  a  GE  shareholder  and  business 
professor  at  Babson  College  in  Wellesley, 
Mass.  "GE  is  suffering  from  a  conglomerate 
discount."  Eric  Schoenstein,  a  portfolio  man- 
ager at  Jensen  Investment,  which  owns 
$105  million  in  GE  shares,  adds:  "We  would 
be  happy  if  they  decided  to  spin  it  off  as  long 
as  they  could  realize  real  value.  We  don't  know 
why  they  hang  on  to  it." 


In  early  October,  as  GE  Chief  Executive 
Jeffrey  Immelt  addressed  employees  at  a  GE 
campus  in  Crotonville,  Conn.,  one  employee 
asked:  "Have  you  been  thinking  about  sell- 
ing NBC  or  spinning  it  off?" 

Immelt  s  response  was  emphatic:  "No — 
and  never.  It's  got  good  returns  on  capital, 
good  operating  profit  rate  and,  I  think,  good 
prospects  for  growth."  All  true — and  all  fea- 
tures appealing  to  any  suitor.  NBC  Universal 
still  could  easily  make  $3  bil- 
lion pretax  this  year,  and  it 
might  fetch  $50  billion.  One 
plausible  buyer:  AT&T, 
which  is  getting  into  the 
video  business. 

The  head  of  NBC  Univer- 
sal is  Robert  Wright,  who  is 
two  years  shy  of  the  custom- 
ary GE  retirement  age  of  65. 
He  started  as  a  GE  staff  attor- 
ney and  became  president  of 
NBC  in  1986  after  GE  bought 
the  network  for  $6.3  billion. 
Twenty  years  later  he  might 
relish  a  shot  at  carving  out 
NBC  and  taking  it  public, 
though  he  says  in  an  inter- 
view: "What  I  would  like  to 
have  or  not  is  really  not  the 
issue.  The  decision  has  been 
made  that  we're  not  going  to 
go  that  route." 

If  Wright  doesn't  travel 
that  route,  perhaps  his  suc- 
cessor will.  The  obvious 


NBC  Universale  Bob  Wright 
might  relish  taking  the  network 
public  but  it's  not  his  call. 


NBC  television's  Jeff  Zucker 
will  need  to  prove  he  can 
reverse  the  network's  slide. 


candidate  for  the  job  is  41 -year-old  Jeffrey 
Zucker,  who  used  to  be  described  as  a 
wunderkind.  Zucker  may  see  the  opening 
slip  from  his  grasp  if  things  don't  improve 
soon.  Much  of  NBC's  slide  came  with 
Zucker  at  the  helm. 

An  old  mantra  at  GE  is  that  the  company 
should  exit  any  business  where  it  cannot  be 
first  or  second  in  market  share.  Why  does 
NBC  rate  an  exemption?  The  Peacock  Net- 
work clearly  adds  sizzle  to  a 
conglomerate  that  is  other- 
wise as  sexy  as  a  matching 
washer  and  dryer.  More  im- 
portant, NBC  Universal,  in 
spite  of  its  current  malaise, 
has  the  ability  to  rebound 
sharply — it  is  in  the  nature  of 
TV  networks  to  turn  hot  and 
then  cold,  and  in  the  nature 
of  film  studios  to  have  block- 
busters and  then  flops. 

In  2000  NBC  made  $1.6 
billion  pretax  With  help  from 
the  2004  purchase  of  Univer- 
sal from  Vivendi  for  $5.4  bil- 
lion, that  profit  figure  was 
twice  as  high  last  year. 
Vivendi  retained  20%  of  NBC 
Universal,  and,  beginning  in 
January,  has  the  right  to  put 
up  to  $3  billion  in  equity. 
This  would  leave  GE  with  two 
options:  pay  Vivendi  cash  or 
take  NBC  public.  Universal, 
which  averages  16  films  a  year, 
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enjoyed  a  modest  hit  with  last  summers  The 
Break-Up,  which  grossed  $118  million  at  the 
domestic  box  office.  Evan  Almighty,  starring 
Steve  Carell,  just  might  be  the  studio's  next 
big  hit  when  it's  released  in  June. 

The  NBC  network  has  rights  to  Sunday 
Night  Football  and  the  Olympics  for  several 
years  to  come.  Shows  like  The  Tonight  Show 
with  Jay  Leno  and  Today  continue  to  rule  their 
time  slots.  NBC's  fledgling  digital  biz,  which 


includes  Internet  sites  and  creates  content  for 
things  like  interactive  TV,  gaming  and  film, 
could  hit  $  1  billion  in  annual  revenue  by  2009. 
"We  see  very  dynamic  changes  happening 
here,"  Wright  says,  but  he  adds:  "We've  had 
a  relatively  dramatic  turndown  in  our  prime- 
time  programming,  and  that  has  happened 
at  a  time  when  advertising  rates  themselves 
have  dropped  off.  We're  not  able  to  replace 
that  income  that  quickly." 


NBC  Universal  expects  to  show  earnings 
growth  in  the  fourth  quarter.  NBC's  most 
promising  new  show,  a  supernatural  drama 
called  Heroes,  ranks  first  among  freshman  fare 
for  viewers  ages  18  to  49.  But  a  rebound  and 
the  cost  cuts  could  make  the  business  all  the 
more  attractive  to  a  rich  buyer— who  wants 
to  buy  when  profits  are  down  and  ratings 
are  in  the  tank?  That  could  provide  fodder 
for  a  great  pilot.  F 


Vetl  OHwireless 


The  nation's  slimmest  smartphone 
at  a  very  slim  price. 


$299.99  2-yr.  price-$100  instant  rebate  and  $100  mail-in  rebate=$99.99.  j|l 

Limited  time  offer.  Ill 

Offer  valid  with  new  voice  plan  of  $39.99  monthly  access  or  higher  and  a  data  feature  of  $44.99  monthly  access,  or  any  '  ■  ! 

new  Voice  and  Data  Choice  Bundles™  plan  starting  at  $79.99  monthly  access,  with  a  new  two-year  activation.  I 


Ultra  thin.  Fully  loaded.  The  Q  comes  equipped  with  easy-to-use  email, 
Windows  Mobile;  and  much  more.  All  on  America's  most  reliable  wireless  <|B, 
broadband  network.  Never  before  could  you  do  so  much  with  so  little. 


it  the  m  OtO  r 0 1  a      exclusively  from  Verizon  Wireless  at  verizonwireless.com/  or  1 .800.VZW.4  BIZ 

(899.4249) 

r  surcharges  (incl.  Fed.  Univ.  Svc.  of  9.1%  of  interstate  &  int'l  telecom  charges  (varies  quarterly),  5C  Regulatory  &  40C  Administrative/line/mo.,  &  others  by  area)  are  not 
<es  (details:  1-888-684-1 888);  gov't  taxes  and  our  surcharges  could  add  4%-33%  to  your  bill.  Activation  fee/line:  $35.  . 

P0RTANT  CONSUMER  INFORMATION:  Subject  to  Customer  Agmt,  Calling  Plan  &  credit  approval.  $175  early  termination  fee  &  other  charges.  Offers  not  available  everywhere.  While  supplies 
t.  Shipping  charges  may  apply.  Limited  time  offer.  The  wireless  broadband  network  is  available  in  181  major  metropolitan  areas.  Coverage  limitations,  maps  &  details  at  verizonwireless.com. 
ail:  Additional  charges  apply.  Network  and  coverage  not  in  all  areas.  America's  most  reliable  wireless  network  claim  based  on  fewest  aggregate  blocked  and  dropped  connections. 

?  verizonwireless.com/bestnetwork  for  details. 
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Nice  Work  If  You  Can  Get  It 

The  $25  billion  (combined  market  value)  fusion  of  Chicago's  Mercantile  Exchange  and  the 
Board  of  Trade  creates  a  near  monopoly  on  popular  derivatives— and  chunky  profits. 
Whether  its  good  for  investors  is  another  matter.  The  merger  is  bound  to  stir  new  combinations 
among  other  exchanges.  As  things  now  stand:  —Emily  Lambert  and  Stephane  Fitch 


Exchange 

Total  value  traded 
in  2005  (Stril)1 

Significant  product  monopolies 

Annual 
revenue  (Smil) 

Operating 
margin2 

NYSE  Group 

$14 

none 

$1,123 

17% 

Nasdaq 

10 

none 

880 

21 

London  Stock  Exchange/EDX 

6 

none 

560 

38 

Euronext 

385 

futures  on  Euribor,  FTSE  indexes 

1,212 

38 

Deutsche  Boerse/Eurex 

114 

futures  on  European  government  debt 

2,057 

53 

Chicago  Board  of  Trade 

92 

futures  on  Dow  index,  Treasurys,  agri-contracts 

467 

41 

Chicago  Mercantile  Exchange 

638 

futures  on  Eurodollars,  S&P  and  Nasdaq  indexes 

920 

62 

CME/CBOT  combo  (pro  forma) 

$731 

1,387 

61 3 

Data  from  2005.  'Total  value  traded  for  NYSE  does  not  include  NYSEArca.  For  stock  exchanges  we  used  the  total  value  of  the  shares  as  reported  to  the  World  Federation  of 
Exchanges;  for  the  other  exchanges  we  used  the  notional  value  of  the  derivatives  as  reported  to  the  same  body.  If  an  exchange  reported  significant  amounts  of  both,  we  added 
the  figures.  -Operating  margin  is  earnings  before  interest,  taxes,  depreciation  and  amortization,  expressed  as  a  percentage  of  revenues.  'Projected  operating  margin  for 
CME/CBOT  combination  taken  from  company  presentation. 


WILD  OIL  PLAYS 


Magical  Values 

An  era  of  $60  oil  has  enabled  would-be  energy 
companies  to  conjure  up  nice  valuations  on  Wall  Street. 

By  Elizabeth  MacDonald 


A CENTURY  AGO  SPINDLETOP  MADE 
drillers  in  East  Texas  instantly  rich. 
Now  all  manner  of  fringe  oil 
and  gas  outfits  are  waiting  for  the 
big  gusher — companies  like     ^  * 
GeoGlobal  Resources.  It  has  a  5% 

» 

interest  in  a  speculative  field  off 
the  east  coast  of  India  and  a  ' 
handful  of  dry  holes.  Still,  it 
carries  a  $523  million  market 
valuation.  Other  long  shots: 
•  Interoil  Corp.  started  life 
as  an  Enron  partnership; 
went  public  in  a  reverse 
merger  with  a  Canadian  shell 
company.  It  strives  to  be  an  "in 
tegrated  oil  play"— exploration, 
refining  and  gas  stations,  that 
is — on  the  island  nation  of 
Papua  New  Guinea.  But  it 
hasn't  found  any  oil  or  gas,  has 
racked  up  $143  million  in 
losses  over  the  last  five  years 


I 


and  borrowed  $23 1  million  to  stay  afloat.  Its 
chief  financial  officer  quit  last  August,  after 
an  earnings  restatement.  The  share 
price,  $17.73  on  the  Amex,  gives 
this  company  a  market  capital- 
ization of  $525  million. 

•  Strata  Oil  &  Gas  used 
*  to  be  Stratabase,  a  money- 
losing  software  firm  in 
Calgary,  Alta.  Now  it's  a 
moneylosing  tar-sands 
play,  with  interests  in 
eight  leases  it  hasn't 
exploited,  no  proven 
reserves,  no  revenue,  a  net 
loss  of  $6.3  million  for  the 
diree  months  ended  June  30. 
Manny  Dhinsa — chairman, 
:hief  executive,  chief  finan- 
cial officer  and  treasurer — 


has  only  an  undergraduate  degree  in  geology. 
With  shares  at  $4.60  it  has  a  Pollyanna-ish 
market  cap  of  $100  million. 

•  SulphCo,  once  a  movie  company  called 
FilmWorld,  today  says  it  can  turn  low-grade, 
high-sulphur  sour  crude  into  high-price 
sweet  oil  via  a  process  called  "Sonocracking," 
which  involves  adding  water  to  crude,  then 
bombarding  the  mixture  with  ultrasound 
waves.  "Nobody  has  ever  commercialized  this 
technology,  which  tells  you  there  are  better 
opportunities  out  there,"  says  David  Lamp,  an 
executive  vice  president  at  Holly  Corp.,  the 
Dallas  refiner.  SulphCo  has  lost  $32  million 
on  no  material  revenue  since  December  2000. 
Peter  Gunnerman,  president,  says  the  com- 
pany is  building  "plants  which  will  prove  the 
technology"  Market  cap:  $441  rnillion. 

•  Syntroleum  aims  to  synthesize  diesel 
fuel  from  natural  gas.  "Its  cheaper  to  explore, 
distill  or  refine  crude  than  it  is  to  do  this 
process  at  current  prices,"  says  Holly's  Lamp. 
But  Syntroleum— once  SLH  Corp.,  which 
ran  a  parking  garage  in  Reno  and  owned 
half  an  interest  in  a  shopping  mall  in  Gillette, 
Wyo— is  sticking  with  it,  despite  losing  $256 
million  over  the  last  seven  years.  "Our  tech- 
nology still  has  the  potential  to  change  the 
energy  paradigm,"  says  director  of  investor 
relations,  Gary  Gamino.  At  $4.05,  down 
from  $1 1.85  in  January,  the  share  price  puts 
a  $227  million  market  cap  on  the  firm.  F 
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<&)  HYUnDHI 

Drive  your  way 


We've  built  the  top-ranked  car  in  the  world 
)ut  still  managed  to  keep  all  four  wheels  on  th 


tfinner  of  AutoPacific's  Best  in  Class  Vehicle  Satisfaction  Award.  According  to  AutoPacific,  the  Azera  is  "the  highest  scoring  passenger  car, 
head  of  vaunted  Premium  Luxury  Cars  like  the  Lexus  LS,  Jaguar  XJ  and  Mercedes  S-Class.  The  fact  that  these  cars  are  twice  the  price  of  an  Azera 
3  just  icing  on  the  cake."  We  couldn't  agree  more.  Of  course  we  also  believe  we  shouldn't  let  all  that  praise  go  to  our  heads.  thenewAzera.com 


R 


alely  belts  should  always  be  worn  ©  2006  AutoPacific.  Inc.  Vehicle  Satisfaction  Award.  Hyundai  and  Hyundai  model  names  are  registered  trademarks  ot  Hyundai  Motor  America.  Alln'ghlsreserved.©2006  Hyundai  Motor  AmeM 


Selling  penis-enlargement  pills  made  Steven  Warshak 
rich.  Charging  $100  million  to  hapless  customers' 
credit  cards  got  him  indicted  |  By  Peter  Beller 


YOU'VE  PROBABLY  SEEN  THE  COM- 
mercials  for  Enzyte  with  the  Ward 
Cleaver-ish  pitchman,  Smiling  Bob, 
who  sports  a  creepy  ear-to-ear  grin  after  tak- 
ing the  "once-a-day  tablet  for  natural  male 
enhancement." 

In  September  Enzyte's  maker,  Berkeley 
Premium  Nutraceuticals  of  Cincinnati,  and 
its  owner,  Steven  Warshak,  were  indicted  in 
federal  court,  but  not  for  selling  the  pills.  Such 
a  case  might  have  given  rise  to  a  drawn-out 
battle  of  expert  witnesses  or  prickly  first- 
person  testimony.  The  simpler  issue  pre- 
sented in  the  indictment  is  whether  Warshak 
extracted  $100  million  over  five  years  via  a 
credit  card  scam. 

Berkeley's  alleged  m.o. 
could  be  a  textbook  case  in  the 
art  of  fraud.  According  to  the 
teds,  customers  who  saw  the  ads 
and  called  to  order  a  free  30-day 
sample  were  persuaded  to  give 
up  their  credit  card  numbers 
to  pay  for  shipping  and  han- 
dling and  soon  found  them- 
selves receiving  and  being 
charged  for  shipments  of  Enzyte.  Those  who 
complained  were  given  a  scripted  runaround 
starting  with  an  offer  of  more  free  pills.  "No 
cash  refunds,"  said  Warshak  while  instruct- 
ing employees  to  remove  the  company's 
return  address  from  boxes  so  customers 
would  have  a  harder  time  tracking  him  down. 

To  get  their  money  back,  customers  were 
asked  to  provide  doctors'  notes,  diaries  of  their 
sexual  activity  or  notarized  affidavits,  or  told 


"Smiling  Bob"  does  his 
commercial  come-on  (fop); 
Berkeley  owner  Warshak. 


to  contact  Berkeley's  director  of  customer 
care,  Michael  Johnson.  This  is  a  nonexistent 
person,  according  to  the  authorities. 

At  one  point  Berkeley  workers  allegedly 
repackaged  a  prostate  health  pill  as  a  heart 
product  for  both  men  and  women.  When 
Berkeley  learned  that  Food  &  Drug  Admin- 
istration inspectors  were  on  their  way,  the 
indictment  says,  it  dumped  the  mislabeled 
pills  in  a  rental  truck  and  parked  it  off-site. 

Scamming  the  credit  card  companies 
required  a  bit  more  ingenuity.  Card  proces- 
sors flag  any  merchant  whose  disputed 
charges  exceed  1%  of  transactions,  possibly 
cutting  them  off.  To  avoid  hitting  that  1%,  the 
feds  allege,  Berkeley  divvied 
up  even  the  small  shipping 
and  handling  charges  into 
multiple  charges,  opened 
numerous  accounts  with 
card  processors  under  false 
pretenses  and  charged  single 
dollars  to  Warshak's  per- 
sonal credit  cards  over  and 
over.  That  would  keep  the 
number  of  transactions  high 
and  thus  the  percent  of  disputed  charges 
below  the  1%  threshold.  Spoils  from  the 
fraudulent  transactions  would  have  out- 
weighed the  small  credit  card  fees. 

Does  Enzyte  work?  Fred  Alverson, 
spokesman  for  the  U.S.  attorney  in  Cincin- 
nati, says,  "We  don't  care  if  it  makes  you 
harder  than  Chinese  algebra.  That's  not  a  part 
of  the  case."  Warshak,  who  faces  up  to  30 
years,  has  pleaded  not  guilty.  F 


Home 

Lenders  Bite 
Nails 

When  the  housing  market  was  in 
high  froth,  lenders  did  a  lively 
business  issuing  mortgages  in 
amounts  perilously  close  to  the  full 
value  of  the  home  being  bought  or 
refinanced.  Where  are  those  loans 
now,  with  home  prices  teetering? 
Christopher  Cagan  of  First 
American  Real  Estate  Solutions 
calculated  what  fraction  of 
homeowners  who  closed  mortgages 
in  the  first  nine  months  of  2005 
were  sitting,  as  of  February,  on  zero 
or  negative  equity:  29%  (see  below). 
He  also  calculated  that  a  further  de- 
cline of  5%  in  home  prices  would 
jack  that  fraction  up  to  38%.  Aggra- 
vating the  situation  is  the  fact  that 
paying  off  principal  is  now  viewed 
as  old-fashioned;  a  large  number  of 
borrowers  are  paying  only  interest. 
All  this  means  trouble  for  specula- 
tive lenders  like  New  Century 
Financial.  The  Irvine,  Calif, 
company  is  tightening  lending 
standards,  but  analyst  Christopher 
Brendler  at  Stifel  Nicolaus  has  a  sell 
on  the  stock,  noting  its  $2.4  billion 
in  revenue  flows  almost  entirely 
from  subprime  lending.  — Jack  Gage 
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%  of  mortgage  originations 
and  refinancings  with  less 
than  or  equal  to  0%  equity 


Source:  First  American  Real  Estate  Solutions. 
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GADGETS 


The  Next  iPod  Color?  Bluetooth 

On  its  fifth  birthday  Apple's  iPod  may  finally  be 
dragged  into  the  wireless  age  |  By  Stephane  Fitch 


The 


HE  IPOD  TURNED  FIVE  IN  OCTOBER 
to  a  hallelujah  chorus  of  fawning  blog- 
gers.  Apple  has  sold  67  million  of  them. 
iPod  now  accounts  for  40  cents  of  every 
revenue  dollar  at  Apple,  of  which 
there  should  be  19 
billion  this  year. 
The    iPod  still 
trumps  all  comers  on 
price,  looks,  capacity  and 
features,  but  the  assault  on 
the  White  Fortress  keeps 
coming.  This  time  it's  from 
the  air.  Microsoft's  new  Zune 
MP3  player  uses  Wi-Fi,  so 
W  friends  with  Zunes  can  share 
f  tracks  over  the  air.  Jobs  derided 


the  delays  it  takes  to  share  with  a  Zune,  sug- 
gesting people  just  swap  ear  buds.  Gross. 

Now  there's  Samsung's  YP-T9B  music 
player,  which  just  debuted  in  South  Korea  at 
a  reported  $280  with  4  gigabytes  of  mem- 
ory. It's  pricier  than  the  Nano  but  offers  this 
advantage:  no  wires.  That's  sweet  relief  if 
you've  ever  sat  up  real  quick  and  ripped  the 
buds  out  of  your  ears  or  skied  with  the  Nano's 
cord  snapping  at  your  cheek. 

Samsung  is  the  first  major  manufacturer 
to  embed  a  Bluetooth  radio  chip  in  an  MP3 
player,  allowing  it  to  broadcast  to  a  pair  of 
wireless  stereo  headphones.  If  the  T9B  takes 
off,  expect  many  others  to  follow  its  path  to 
the  door  of  microchip  maker  CSR  of  Cam- 
bridge, U.K.  Its  chips  are  in  60%  of  the  world's 


Bluetooth- 
capable  de- 
vices, includ- 
ing phones, 
PCs  and  laptops, 
even  Apple  notebooks. 
The  stock  is  50%  off  its 
52-week  high.  It  trades  at  16 
times  trailing  earnings.  Rivals  are  at  50% 
higher  valuations. 

Bluetooth  chips,  too  sluggish  and  short- 
range  for  high-speed  data  (where  Wi-Fi 
rules),  are  ideal  for  phone  calls  and  tunes  be- 
cause they  drain  the  battery  far  more  slowly 
than  Wi-Fi.  Samsung's  gizmo  can  play  music 
to  a  wireless  headset  for  up  to  30  hours 
before  needing  a  charge. 

Neither  CSR  nor  Apple  will  comment 
on  plans  for  a  wireless  iPod,  a  rumor 
that's  half  as  old  as  the  iPod.  Apple  turned 
down  CSR's  last  two  generations  of  Blue- 
tooth chips,  but  the  next  is  smaller, 
cheaper  and  twice  as  fast.  Just  what  Jobs 
could  be  looking  for.  F 


Dogfight 
Over  The 
Emirates 

In  October  Dubai's  Emirates  Airlines 
and  its  scrappy  young  rival,  Abu 
Dhabi's  Etihad  Airways,  both  rolled 
out  daily  flights  to  New  York  City, 
unofficially  squaring  off  in  a  United 
Arab  Emirates  dogfight  to  shuttle 
well-heeled  American  passengers 
(current  cost:  $1,571  roundtrip  at 
Emirates,  $850  at  Etihad).  It's  a  risky 
move  for  the  three-year-old  Etihad 
airline.  Emirates  is  going  gang- 
busters,  and  it  flies  into  flashy,  retail- 
saturated  Dubai,  the  Las  Vegas  of  the 
Middle  East.  Abu  Dhabi's  claim  is  its 
. . .  thoughtful  landscaping.  Call  it  the 
Minneapolis  of  the  Middle  East. 
Here,  a  face- off  between  the  two 
petrodollar-fueled  airlines. 

— Devon  Pendleton 


 ..  . 





Chairman  HH  Sheikh  Ahmed  Bin  Saeed  Al  Maktoum 
is  uncle  of  Dubai's  crown  prince. 


Chairman  HH  Sheikh  Ahmed  Bin  Saif  Al  Nahyan 
is  cousin  of  Abu  Dhabi's  crown  prince 


Kids'  meals  comes  in  briefcase-style 
boxes  for  the  aspiring  oil  mogul. 


Economy  class?  Nope,  Etihad  rebrands  class 
designations  as  "Coral,"  "Pearl"  and  "Diamond.' 


Best  First-Class  Fortified  Wine  2006 
("Business  Traveller"  Cellars  in  the  Sky  Awards) 


World's  Leading  Flatbed  Seat  2006 
("World  Travel"  Awards) 


Dubai:  45  shopping  malls,  8  amusement  parks, 
2  indoor  ski  resorts 


Abu  Dhabi:  120  million  trees, 
20  parks,  200  islands 


"Abu  Dhabi  is  just  beginning  to  build  its  tourist 
infrastructure.  It's  still  quite  immature." 
— Vice  President  Nigel  Page 


"Our  islands  are  real." 
-Vice  President  Geert  Boven 
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ITER  SPEED.  GREATER  CONTROL 


Go  Prp. 


introducing  Intel®  vPro™  technology. 
Greater  control  built  in  to  your  desktop  fleet. 

5  vPro'"  technology  is  more  than  just  a  new  processor.  Its  an  integrated  set  of  new  technologies  designed 
ork  together.  Your  ability  to  manage  your  entire  enterprise  is  built  in.  So  is  your  ability  to  remotely  heal 
PCs  even  when  powered  down.  Built  around  the  extraordinary  performance  of  the  new  Inter  Core™?  Duo 
processor,  Intel  vPro  technology  adds  functionality  to  leading  network  management  software.  To  download 
the  Intel  vPro  technology  whitepaper,  go  to  intel.corn/enterprise. 

©20C5  mtei  Corporate  inte!  tflfe  htel  togq,  >njel  uPro,  -  itel  Co  e.  Intel  Leap  ahead,  a*}  the  text.  Leap  ahead  'ego  are  trademarks  or  registered  trademarks  of 
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DRUG  TESTING 

Comparative 
Advantage 

You  don't  want  noisy  protesters  outside 
animal  lab?  Outsource  the  work  to 
you-know-where  By  Jehangir  S.  Pocha 

YOU  NEED  A  THICK  SKIN  TO  RUN  AN  ANIMAL  TESTING  LAB 
in  the  U.S.  Ask  Huntingdon  Life  Sciences,  the  East  Mill- 
stone, N.J.  firm  on  the  hit  list  of  a  group  called  SHAC,  or 
Stop  Huntingdon  Animal  Cruelty.  SHAC  has  harassed  everyone 
from  company  execs  down  to  workers,  customers  and  suppliers. 
The  New  York  Stock  Exchange  declined  to  list  its  stock  last  year, 
apparently  after  exchange  officials  were  intimidated.  In  Septem- 
ber six  of  SHAC  s  members  were  sentenced  to  prison  for  between 
one  and  six  years.  But  Huntingdon's  nightmare  hasn't  ended.  The 
SHAC  Web  site  remains  online,  along  with  the  names  and  contact 
information  of  Huntingdon's  suppliers  and  customers. 

What  to  do?  Outsource  animal  testing  to  China,  where  scien- 
tists are  cheap,  lab  animals  plentiful  and  pesky  protesters  held  at 
bay.  Glenn  Rice,  chief  executive  of  Bridge  Pharmaceuticals,  a  con- 
tract research  organization  in  the  San  Francisco  Bay  area,  is  pio- 
neering this  migration  to  China.  "Animal  testing  does  not  have 
the  political  issues  it  has  in  the  U.S.  or  Europe  or  even  India,  where 
there  are  religious  issues,  as  well.  So  now  big  pharma  is  looking 
to  move  to  China  in  a  big  way,"  says  Rice,  50,  who  spun  Bridge 
out  of  SRI  International  in  Menlo  Park,  Calif,  in  2004.  And  China 


your 


Glenn  Rice,  chief  of  Bridge  Pharmaceuticals,  is 
setting  up  his  lab  in  China,  where  it  won't  face 
animal  rights  protests  like  this  one,  earlier  this  year. 


is  welcoming  it.  Bridge,  situated  in  the  lush  sprawl 
of  the  city's  Zhongguancun  Life  Science  Park,  has 
been  given  "big  benefits  and  a  five-year  tax  holi- 
day" for  being  there,  says  Rice. 

Pharma  majors  Roche,  Pfizer  and  Eli  Lilly  all  have 
announced  plans  recently  to  set  up  research  units  in  China. 
Midsize  pharmaceuticals  that  can't  afford  similar  setups  are 
increasingly  looking  to  outsource  their  animal  testing  (or  "pre- 
clinical trials")  to  companies  such  as  Bridge.  Rice  declines  to 
name  any  of  his  clients.  But  he  says  outfits  like  his  can  offer 
prices  less  than  half  those  charged  by  U.S.  competitors.  The 
global  market  for  animal  testing,  which  was  worth  $3  billion 
last  year,  could  double  by  2008.  Rice  expects  Bridge,  which 
raised  $26  million  from  private  equity  investors,  to  be  prof- 
itable in  a  year  on  $6  million  in  revenues. 

Bridge  says  its  China  labs  adhere  to  U.S.  standards  for  ani- 
mal testing.  For  example,  testing  is  conducted  on  animals  only 
after  a  committee  decides  there  is  no  other  way  to  acquire  the 
required  data.  If  the  test  involves  surgery,  steps  requiring  ade- 
quate anesthesia,  recovery  time  and  postoperative  care  must  be 
followed.  U.S.  regulations  generally  require  that  all  drugs  must 
be  tested  on  at  least  two  species  before  being  submitted  for 
approval  by  the  Food  &  Drug  Administration. 
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Florida  Guardian  ad  Litem  Saw  the  Future  of  Child  Advocacy. 

Citrix  Provided  Access. 


"Custody  rulings.  Foster  care.  Adoptions.  Our  founding  vision  was  to  give  every  abused 
and  neglected  child  in  Florida  a  strong  advocate  in  court.  Two  years  later,  we're  well  on 
our  way.  Today,  program  staff,  attorneys  and  over  5,000  volunteers  represent  more 
than  27,000  children.  Instead  of  information  in  file  drawers  scattered  all  over  the  state, 
Citrix  software  gives  advocates  secure  access  to  our  case  management  system  from 
anywhere.  Resources  are  precious,  so  we  must  apply  them  wisely,  not  waste  time 
chasing  data.  These  kids  depend  on  us.  That's  why  we're  depending  on  Citrix  to  take 
us  the  rest  of  the  way  to  advocate  every  Florida  child  in  need. " 

JOHNNY  C.  WHITE 

CIO 

Florida  Guardian  ad  Litem  Program 


Access  your  future  today  at 
citrix.com. 


52006  Citrix  Systems,  Inc.  All  rights  reserved.  Citrix*  is  a  trademark  of  Citrix  Systems,  Inc. 
:nd/or  one  or  more  of  its  subsidiaries,  and  may  be  registered  in  the  United  States  Patent 
md  Trademark  Office  and  in  other  countries.  All  other  trademarks  and  registered 
rademarks  are  the  property  of  their  respective  owners. 


CITRIX 


Outfront 


"Unfortunately  there  is  no  substitute 
to  testing  on  live  animals,"  says  Rice. 
"The  test  tube  is  just  not  as  dynamic  as 
the  physiology  in  the  body.  If  we  stopped 
animal  testing,  drug  development  would 
stop  short." 

The  moral  questions  about  inflicting 
pain  and  suffering  on  animals  to  com- 
fort and  cure  humans  can't  be  so  neatly 
addressed.  Technicians  in  Bridge's  lab 
hold  white  mice  in  the  palms  of  their 
hands,  pinch  their  ears  back  and  inject 
them  with  test  chemicals  as  they  squeal. 
On  other  floors  rabbits  and  beagles  will 
be  infected  with  diseases,  have  surgery 
performed  on  them,  be  fed  substances 
that  will  have  an  unknown  effect  on  their 


health  and  have  their  organs  removed, 
examined  and  weighed. 

But  in  China  you  won't  find  radical 
groups  breaking  into  labs  to  free  animals. 
"We  believe  in  engagement  rather  than 
protest,"  says  Lu  Di,  75,  of  the  Chinese 
Association  for  the  Protection  of  Small 
Animals  in  Beijing.  Her  tiny  office  is 
overrun  with  wounded  and  discarded 
animals,  including  a  fluffy  feline  who 
likes  to  sip  from  water  glasses.  "Animal 
testing  is  inevitable,  and  we  want  to  focus 
on  advocating  companies  and  universi- 
ties to  use  the  best  standards  and 
processes  they  can  to  minimize  any  pain 
caused  to  the  animals,"  Lu  says. 

In  Hong  Kong,  the  Asia-Pacific  office  of 


People  for  the  Ethical  Treatment  of  Animals 
is  lobbying  shareholders  of  Western  pharmas 
to  ban  the  outsourcing  of  animal  testing  to 
countries  and  contractors  that  do  not  follow 
U.S.  standards  of  animal  care.  "There  is  no 
doubt  this  [outsourcing]  is  intended  to  cir- 
cumvent American  animal  welfare  laws,  as 
minimal  and  unenforced  as  those  may  be," 
says  Jason  Baker,  director  of  the  Hong  Kong 
office. 

Rice  admits  that  Chinese  testing  compa- 
nies lack  quality  control  and  high  standards 
on  treatment.  That's  why,  he  says,  he  hired 
American  executives  to  run  the  operations 
in  China.  Bridge,  he  insists,  isn't  in  China 
to  take  "shortcuts  on  animal  welfare."  F 

Additional  reporting  by  Heidi  Brown. 


BUOYANT  RUSSIA 


The  Bulletproof  Market 

In  the  U.S.  a  scowl  from  the  Federal  Reserve  chief  can  send  a  shudder  through  the 
Dow.  Not  in  Russia.  High  oil  prices  have  kept  the  stock  market  humming  for  years. 
Nothing — not  lawlessness,  violence  nor  slamming  the  door  on  foreign  investors — 
seems  to  give  the  market  the  jitters.  — Michael  Freedman 


July  19,  2006 

State-controlled  oil  giant 
Rosneft  goes  public  in 
London  with  assets 
allegedly  snatched  300 
from  Yukos. 


Oct.  25,  2003 
Yukos  Chief 
Mikhail  Khodor- 
kovsky,  Russia's 
richest  man, 
charged  with 
tax  evasion. 

*  *• 


July  9,  2004 

Prominent 

financial 

journalist  Paul 

Klebnikov 

murdered  in 

Moscow. 


Sept.  1-3,  2004 
Terrorist 
takeover  of  a 
Beslan  grade 
school  in  south- 
ern Russia  ends 
with  death  of 
hundreds. 


Source:  Prices/Exshare  via  FactSet  Research  Systems. 
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Mar.  17,  2006 

Hermitage  Capital  Manage- 
ment, Russia's  largest  foreign 
investor,  says  its  chief  has 
been  banned  from  Russia. 


Russia  RTS  index 

10/20/03=100 


May  31,  2005 
Court  finds 
Khodorkovsky 
guilty  of  fraud 
and  tax  evasion. 


Sept.  13,  2006 

Andrei  Kozlov,  Central  Bank 
executive  and  key  corrup- 
tion fighter,  murdered. 


S&P  500  index 


Sept.  18,  2006 

Kremlin  threatens  to  withdraw  permits 
required  by  Royal  Dutch  Shell  to  exploit 
vast  Sakhalin  oil  and  gas  reserves. 

Oct.  7, 2006 

Investigative  journalist  and  Vladimir  Putin 
critic  Anna  Politkovskaya  murdered. 

Oct.  9,  2006 

Gazprom  tosses  out  potential  Western 
partners  in  Shtokman  gas  field. 
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Introducing  the  Cingular  3125  with  Windows  Mobile  5.0 


now 


fits  Windows  in  your  pocket 
with  room  to  spare  for  your  keys. 


Looking  for  big  functionality  from  your  mobile  device  without  sacrificing  form? 
Upgrade  to  the  new  Cingular  3125  with  Windows  Mobile  5.0  and  wirelessly 
connect  to  email,  the  Internet,  and  Microsoft  Office  documents,  on  the 
thinnest  Windows  Mobile  flip  phone  available.  All  running  on  the  familiar 
Windows  Mobile  interface.  Forgo  compromise  with  now. 


>  Familiar  Windows  Mobile  interface. 

>  Access  to  work  and  personal  email. 

>  Global  coverage  with  GSM  quad-band  connectivity. 

>  Runs  on  ALLOVEFC  the  largest  digital  voice 
and  data  network  in  America. 

Exclusively  from  Cingular 

$149" 

after  $150  mail-in  rebate  debit  card  and  2-year 
service  agreement  on  Unlimited  SmartPhone 
Connect  plan  and  eligible  voice  plan. 

j»    l  Windows 

mi  Mobile 


Call  1 -866-4CWS-B2B     Click  www.cingular.com/3125     Visit  your  nearest  Cingular  store 


X  cingular 

raising  the  barr.iill 


The  ALLOVER  network  covers  over  273  million  people  and  is  growing.  Coverage  not  available  in  all  areas.  Limited-time  offer.  Other  conditions  and  restrictions  apply.  See  contract  and  rate  plan  brochure  for  details. 
Subscriber  must  live  and  have  a  mailing  address  within  Cingular's  owned  network  coverage  area.  Up  to  $36  activation  fee  applies.  Equipment  price  and  availability  may  vary  by  market  and  may  not  be  available  from 
independent  retailers.  Early  Termination  Fee:  None  if  cancelled  in  the  first  30  days;  thereafter  $175.  Some  agents  impose  additional  fees.  Rebate  Debit  Card:  Price  before  mail-in  rebate  debit  card  is  $299.99.  Allow 
10-12  weeks  for  rebate  debit  card.  Rebate  debit  card  not  available  at  all  locations.  Must  be  customer  for  30  consecutive  days.  Must  be  postmarked  by  12/30/06.  Sales  tax  calculated  based  on  price  of  unactivated 
equipment.  Certain  email  systems  may  require  additional  hardware  and/or  software  to  access.  Unlimited  Voice  Services:  Unlimited  voice  services  are  provided  solely  for  live  dialog  between  two  individuals.  Offnet 
Usage:  If  your  minutes  of  use  (including  unlimited  services)  on  other  carriers'  networks  ("offnet  usage")  during  any  two  consecutive  months  exceed  your  offnet  usage  allowance,  Cingular  may  at  its  option  terminate 
your  service,  deny  your  continued  use  of  other  carriers'  coverage,  or  change  your  plan  to  one  imposing  usage  charges  for  offnet  usage.  Your  offnet  usage  allowance  is  equal  to  the  lesser  of  750  minutes  or  40%  of  the 
Anytime  minutes  included  with  your  plan.  Other  trademarks  and  service  marks  are  the  property  of  their  respective  owners.  The  Windows  logo  and  Windows  Mobile  are  either  registered  trademarks  or  trademarks  of 
Microsoft  Corporation  in  the  United  States  and/or  other  countries.  ©2006  Cingular  Wireless.  All  rights  reserved. 


Technology 


Gadaets 


I  AM  BIG,"  INSISTED  SUNSET  BOULEVARD'S  FADED  SILENT  MOVIE  STAR 
Norma  Desmond  at  a  time  when  Milton  Berle  was  luring  millions 
of  viewers  to  tiny  TVs.  "It's  the  pictures  that  got  small," 

No  such  problem  here.  Once  you've  watched  movies  in  high  definition  on 
a  100-inch  screen  in  your  living  room,  retreating  to  a  50-inch  flat  panel  feels 
like  a  schlep  back  to  the  Berle  era.  Sony's  latest  hi-def  video  projector  and  the 
screen  surface  Stewart  Filmscreen  expressly  designed  to  work  with  it  can  fill 
your  life  with  images  once  confined  to  movie  palaces  and  Hollywood  screen- 
ing rooms:  big,  immersive  and  viewed  by  reflected  light.  You  may  never  go 
out  to  a  theater  again. 

Lesser  projectors  can  give  you  some  of  this  pleasure,  but  this  one  delivers 
the  cleanest,  most  detailed  pictures  you'll  find  at  anywhere  near  the  price.  About 
$4,000  less  than  its  superb  predecessor,  it's  similarly  bright  and  quiet.  And  when 
fed  by  sources  like  forthcoming  Blu-ray  disc  players,  it  should  play  hi-def  movies 
with  smoother  motion  than  current  rivals.  This  combo  needs  a  dark  room  to 
work  its  full  magic.  But  blinds  are  cheap.  So  think  big.  This  duo  will  show  you 
what  high  definition  is  all  about.  —Stephen  Manes 
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MERJCAN  BUSINESS  TRAVELERS  USED  TO  COME 
back  from  Europe  with  cellular  envy.  (Let's  not 
yen  get  into  Asia.)  For  years  European  carriers  had  snazzier 
names,  like  Movistar  and  Orange.  Ours  were  frumpy  and 
overly  obvious:  AT&T  Wireless,  Verizon  Wireless.  The  Conti- 
nent had  cooler  phones  and  cute  little  SIM  cards  you  could 
swap  in  and  out  of  handsets  when  you  wanted  a  new  one.  Our 
phones  got  locked  and  put  under  contract 

The  tables  are  turning.  The  U.S.  is  now  ahead  of  the  EU  in 
adoption  of  high-speed,  third-  generation  wireless  services. 
You  see  way  more  Yanks  than  Euros  with  high-speed  Treos 


strapped  to  their  belts.  We  got  the  Razr  around  the  same  time 
as  they  did.  We're  Amp'd. 

So  ieave  it  to  Nokia,  Europe's  cellular  champion,  to  restore 
the  natural  order.  Early  next  year  Nokia  will  begin  selling  the 
new  N95,  a  luxe  phone  with  a  silvery  front,  beige  back  and 
two-way  sliding  top.  Everything's  in  there:  MP3  player  with 
stereo  speakers,  a  5-megapixel  camera,  DVD-quality  video, 
GPS  maps,  Bluetooth,  Wi-Fi,  high-speed  cellular,  spreadsheets, 
e-mail.  It's  basically  a  laptop  in  your  hand.  The  N95  will  sell 
only  in  Europe.  It  may  never  even  arrive  in  the  U.S.  Take  that, 
America.  —Bruce  Upbin 
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IT'S  NOT  EXPENSIVE  TO  LOOK  EXPENSIVE. 
HP  COLOR  LASERJETS  STARTING  AT  $399. 

It  makes  more  sense  than  ever  to  get  an  HP  Color  LaserJet  printer.  These  come 
network-ready  and  have  renowned  print  quality  when  you  use  HP  ColorSphere 
toner.  And  best  of  all,  they're  all  from  HP  PC  Magazine's  Readers'  Choice  for 
Service  and  Reliability  for  14  straight  years.  Brilliantly  Simple. 


HP  Color  LaserJet  2600n. 
Up  to  8  pages  a  minute. 
More  affordable  than  ever. 

$399. 


To  learn  more  or  see  special  offers,  visit  hp.com/go/colorprinter. 
Call  1-800-888-3119.  Visit  your  reseller  or  retailer. 

j?2006  Hewlett-Packard  Development  Company.  LP.  Estimated  U.S.  retail  price.  Actual  price  may  vary. 
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Y  FRIEND  CRAIG  HAD  BEEN  CRASHING  WITH 
my  roommate  and  me  for  a  few  weeks  while  job- 
and  apartment-hunting.  One  afternoon  he  called  me  at 
work  "What  would  you  say  if  I  wanted  to  buy  you  and  Alex 
a  PlayStation  2  and  Guitar  Hero?"  "Fantastic,"  I  told  him, 
"but  you  don't  have  to  do  that."  "Okay.  Let  me  rephrase:  I 
bought  you  and  Alex  a  PlayStation  2  and  Guitar  Hero." 

And  so  began  my  journey  from  rock  enthusiast  to  Rock 
God.  Guitar  Hero  has  ruined  my  social  life  because  there  is 
no  need  to  go  out  anymore.  This  is  one  of  the  most  addic- 
tive (and  one  of  the  fastest-selling)  music  videogames  ever 
made  for  the  PlayStation  2.  Its  sequel  is  out  this  month,  with 
an  Xbox  360  version  slated  for  next  year.  Viacom  just  paid 
$175  million  for  the  company  that  created  it. 

Guitar  Hero  is  simulated  six- string  karaoke.  Step  one: 
Strap  on  fake  plastic  guitar,  assume  power  stance  (sneer 
optional).  Step  two:  Select  one  of  47  songs.  (Oh  yes,  there 


will  be  "Smoke  on  the  Water")  Step  three:  Shred. 

Onscreen  a  fret  board  with  colored  dots  comes  rolling 
at  you.  By  tapping  the  colored  buttons  on  the  neck  of  the 
controller  in  time  while  flicking  at  the  plastic  strummer, 
you  produce  sweet  rock.  Miss  a  note  and  your  onscreen 
avatar  emits  a  supremely  uncool  plucking  noise,  while 
your  video  bandmates  play  on.  Your  score  and  rock-meter 
soar  if  you  pull  off  moves  like  jerking  up  the  neck  of  the 
guitar  or  wobbling  the  whammy  bar  during  a  wailing 
solo.  I  often  bask  in  the  digital  crowd's  roar,  then  turn 
to  face  my  friends,  who  are  stunned  by  my  awesome 
rock  power. 

Guitar  Hero  II  has  64  all-new  songs,  a  cherry  red  guitar 
with  a  reinforced  cord  for  high-impact  thrashing  and  a  fea- 
ture that  lets  your  friend  play  bass  or  rhythm  on  a  second 
controller.  Craig  has  since  found  an  affordable  three- 
bedroom — but  visits  us  often.  — Amanda  Schupak 
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dgets  We  Love 

Technology 


Ninten 


■  INTENDO  S  NEW  WII  VIDEOGAME  CONSOLE  WON  T 
be  out  until  Nov.  19,  but  my  limited  playdate  with  a 
prototype  had  me  smiling  broadly  as  long  as  I  had  its  innovative 
wireless  controller  in  my  hands.  Admittedly,  I'm  a  sucker  for  novel 
user  interfaces.  But  still: 

Swing  the  Wii's  bar-shaped  controller  naturally  and  it's  a 
baseball  bat,  a  tennis  racquet  or  a  golf  club.  Two  hands  make  it 
a  steering  wheel.  For  games  like  boxing,  your  other  hand  gets 
similar  powers  from  a  "Nunchuk"  attachment  tethered  to  the 
main  controller  like  half  of  one  of  those  Asian  martial  arts 
batons.  In  the  fantasy  The  Legend  of  Zelda:  Twilight  Princess 


the  controller  sometimes  becomes  a  sword  you  can  swing;  at 
other  points  it's  a  fishing  rod,  the  Nunchuk  a  reel.  Charming. 

The  secret  is  an  accelerometer  that  senses  movement 
in  three  directions,  but  there's  more.  A  little  speaker  can 
add  sound  effects.  An  infrared  transceiver  makes  the  con- 
troller an  aerial  mouse— just  point  at  the  screen  and  click. 

Like  the  touchscreen  on  the  Nintendo  DS,  this  dirt-simple 
interface  opens  gaming  to  people  who  don't  want  to  master 
endless  button  combinations  in  order  to  have  some  fun — and 
should  enable  new  forms  of  games  nobody's  thought  of  yet. 
Wheel  — Stephen  Manes 
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ITU  TELECOM 

WORLD2006 

Hong  Kong 
4-8  December 


ITU  Telecom  World  2006  provides  a  unique  global  ICT  networking  platform 
where  great  minds,  companies  and  new  technologies  connect.  Join  the 
leaders  of  business,  government,  regulators,  innovators  and  visionaries  to 
explore,  negotiate  and  decide  the  future  of  the  ICT  industry.  Organized  by  the 
International  Telecommunication  Union  (ITU).  Visit  www.itu.int/world2006 


Helping   the   world  communicate 


TEL 


till 


a  I 


300 


Y  WIFE  AND  I  HAVE  A  THOUSAND  CDS  AND 
15-month-old  twins:  not  a  good  combination. 
They  can  quickly  reduce  a  tower  of  discs  to  a  scattered  pile  of 
drool-covered  $15  Frisbees.  Salvation  presented  itself  in  the 
form  of  the  Squeezebox  from  Slim  Devices.  This  $300  metal- 
and-plastic  receiver  declutters  a  living  room  by  streaming  dig- 
ital tracks  from  your  computer  to  your  stereo  over  your 
home's  wireless  network  Setup  was  simple.  I'd  already  ripped 
hundreds  of  CDs  into  iTunes  on  a  Mac  Mini.  All  I  had  to  do 
was  install  the  software  on  that  computer  and  connect  the 
Squeezebox  to  the  tuner  (out  of  reach  of  the  kids).  Within 
minutes  we  had  remote-control  access  to  our  music  library, 


plus  Internet  radio,  an  alarm  clock  and  even  an  RSS  news- 
reader that  scrolls  headlines  across  the  Squeezebox  screen. 
(Some  of  these  features  were  created  by  Squeezebox  users, 
who  are  encouraged  to  tinker  with  its  software.) 

I  was  ecstatically  happy  with  the  Squeezebox's  sound  qual- 
ity—until Slim  Devices  let  me  listen  to  its  new  Transporter,  a 
$2,000  component  with  higher-end  sound-processing  chips. 
The  difference  in  sound  quality  is  profound.  If  we  had  a  bet- 
ter stereo  and  more  disposable  income,  I'd  go  for  it.  For  now 
I'm  just  glad  we  have  our  soothing  Lullabies  playlist  accessible 
with  the  click  of  a  button. 

— Daniel  Lyons 
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SAS  gives  Aetn 


Hi 


how  to  use  predictive  analytics  to  improve  patient  outcomes 
and  head  off  high  medical  costs. 


More  than  14  million  people  rely  on  Aetna,  one  of  America's  leading  health  insurance  providers.  Aetna, 
in  turn,  relies  on  SAS  for  a  healthy  dose  of  innovation.  Using  SAS9  analytic  software,  Aetna  can  review  its 
member  population  and  make  accurate  predictions  about  costly  medical  and  disability  events  -  before 
they  happen.  Aetna  then  shares  that  information  with  care  managers  in  a  simple,  easy-to-use  format 
that  allows  them  to  make  an  impact  on  medical  outcomes.  As  a  result,  care  managers  can  offer  at-risk 
individuals  the  facts  they  need  to  make  more  informed  choices  that  can  help  improve  quality  outcomes 
and  reduce  healthcare  costs.  Learn  more  about  Aetna  and  other  SAS  success  stories,  or  view  our  free 
on-demand  Webcasts. 


www.sas.com/aetna 


vdqets  We  Love 


Sonos  Digital  Music 
System 


ONOS  CALLS  IT  THE  CONTROLLER.  THAT'S  TOO 
evil-sounding.  I  call  it  the  magical  singing  brick. 
This  overgrown  iPod  of  a  remote  is  the  wireless  heart  of  the 
Sonos  Digital  Music  System,  a  delightful — if  expensive — way 
to  shuttle  music  from  computer  or  internet  around  the  house. 
With  it,  1  can  send  the  Ohio  Players  to  my  bedroom,  Handel 
to  the  living  room  and  Keane  to  the  kitchen.  If  I'm  feeling 
impish,  I  can  switch  them  all  around  by  swirling  the  track 
wheel  and  m.  few  backlit  buttons  while  I'm  walking 

from  the  living  bedroom.  Lift  the  remote  after  it's 

been  down  for  a  ad  its  motion  sensor  wakes  it  up.  Love 

the  brick  and  the  cs  vou  back 

A  recent  softv,  c  has  turned  the  brick  into  a 


wheel  of  fortune.  The  Sonos  system  can  now  pull  music 
directly  from  RealNetworks'  Rhapsody  music  service,  no  PC 
required,  so  you  can  stream  any  of  Rhapsody's  2.5  million 
songs,  as  long  as  you  pay  the  $10-per- month  subscription. 
This  is  very  bad  for  the  attention-deficient.  Anything  you 
might  want  to  hear,  whenever,  wherever  in  your  home.  The 
brick  gets  picked  up  a  lot. 

Sonos  costs  way  more  than  the  Squeezebox  (see  p.  88),  but 
the  company  says  the  price  includes  a  lot  of  user-friendly  software 
and  a  custom  networking  scheme.  The  system  set  up  incredibly 
easily  out  of  the  box  and  has  never  dropped  a  song.  I  gave  up 
trying  to  get  my  $129  Apple  AirPort  Express  to  work  a  while  ago. 
Sometimes  you  do  get  what  you  pay  for.  —Bruce  Upbin 
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Name:  Bob  Davis 

Age:  36 

Occupation:  Consultant 

Phobia:  Losing  Receipts 

Passion:  My  ScanSnap™* 


My  ScanSnap"  scanner  turns  paper  into  profits.  With  the  touch  of  a  button  double-sided  documents  become  searchable  PDFs, 
business  cards  become  contacts.  It's  easy  to  install,  comes  loaded  with  the  software  you'll  need  and  fits  perfectly  where  my 
nbox  used  to  be.  Instead  of  managing  paper,  I'm  managing  my  business.  $50  rebate  available  for  a  limited  time.  Plus,  enhance 
>ur  ScanSnap  experience  with  Rack2-Filerr  the  revolutionary  e-filing  tool  from  Fujitsu.  For  more  information  about  Rack2-Filer,  ScanSnap 
anners  and  our  full  line  of  scanner  products,  call  800-831-8094  ext.  D7A5  or  visit  Fujitsu  at  http://us.fujitsu.com/scanners/D7AS. 
iswer  our  scanning  survey  while  you're  there  and  you  could  win  a  Fujitsu  laptop. 


FUJITSU 


jndled  software  included  in  purchase  ($895  value) 


THE    POSSIBILITIES    ARE  INFINITE 


dobe- Acrobat  7.0  Standard 
irdMinder  3.0 " 


ABBYY  FineReader' 
ScanSnap  Organizer  3.0 


COW)     Insight      ngertHroLcom      PCNaiton_  reaction 


'.006  Fu|icsu  Computer  Products  of  America,  Inc.  All  rights  reserved.  Fujitsu  and  the  Fujitsu  logo  are  registered  trademarks  of  Fujitsu  Ltd.  Adobe  and  Acrobat  are  registered  trademarks  of  Adobe  Systems 
orporated  in  the  United  States  and/or  other  countries.  All  other  trademarks  are  the  property  of  their  respective  owners. 


f:  a  ..v..  liUESHAVl  •  ,ONSl  i  |  TENCES.  A  STRAND 
1i^S*J*'>-<i  "I  pe-rls  and  3  paii  of  heels  can  transform  a 
black  jersey  wrap  dress  into  opera  attire.  A  wireless  head- 
set can  make  a  previously  fashionable  person  look  like  a 
worker  aboard  a  spaceship—not  the  desired  effect  for  a 
single  gal  like  myself. 

So  when  the  guy  who  sold  me  my  pink  Motorola 
Razr  cell  phone  told  me  1  needed  to  buy  a  Bluetooth 
headset,  I  was  crestfallen.  Until,  that  is,  I  found  the 
Plantronics  Discovery  640. 

The  first  time  I  held  it  I  giggled  with  glee.  The  thing 
is  tiny,  only  2.25  inches  long  and  0.3  of  an  ounce,  and 
nesties  inside  its  chrome  carrying  case  very  much  like  a 
lipstick.  I  stuck  a  handful  of  rhinestones  on  the  outside 
case,  and  now  it  looks  even  cuter  clipped  onto  my 
purse.  All  the  little  parts  that  come  with  it  are  kept 
inside  a  tidy  chrome  compact  with  a  handy  mirror  on 
the  outside.  You  get  three  size  options  for  earbuds — not 
as  many  as  you  get  with  shoes,  but  two  more  than  with 
most  earphones. 

Of  course,  none  of  that  would  matter  if  it  didn't  work. 
I  live  in  San  Francisco  and  work  in  Silicon  Valley,  so  I  spend 
a  lot  of  time  in  my  car.  My  old  headset,  one  of  those  wired 
contraptions,  picked  up  traffic  and  wind.  This  one  filters 
out  everything  but  my  voice.  Now  when  I  call  my  sister  in 
New  York  from  my  car,  she  thinks  I'm  in  my  office. 

There  are  minor  irritants.  Reestablishing  the  link 
with  the  headset  requires  seven  clicks  on  the  Razr,  and 
when  the  two  are  connected,  none  of  my  purchased 
ringtones  function.  Those  problems,  however,  are  the 
fault  of  Motorola,  not  Plantronics. 

There's  already  an  upgrade  available,  the  Discovery 
655  ($150),  which  claims  superior  sound  quality.  I  took 
one  look  at  the  thing  and  winced.  It  has  as  much  femi- 
ninity as  an  electric  razor.  I'll  stick  with  what  I've  got, 
thank  you  very  much. 

— Erika  Brown 
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Palm  makes  them  smart. 
We  make  them  powerful. 


The  Palm  Tree  700P  smartphone  and  the  new 
Palm  Treo  700WX  with  Windows  Mobile:  Both  on 
the  nation's  largest  mobile  broadband  network. 

It's  just  another  way  Sprint  Business  gives  you  the 
power  to  make  just  about  any  place  a  workplace. 

Palm  Treo  700P  and  700wx  smartphones: 

>  Corporate  email  with  Good™     >  Can  be  used  as  a  wireless 
Mobile  Messaging  modem  with  the  included  cable 


>  Easy  viewing  of  Word*  Excel® 
and  other  attachments 


>  Bluetooth" 


Get  more  done  in  more  places.  See  our  entire  line  of  Palm  smart 
devices  at  your  local  Sprint  or  Nextel  retailer. 


Sprint 


POWER  UP 


Palm  Treo 

700WX  smartphone  with 
Windows  Mobile*  5.0 

3t  I  Windows 

'if  Mobile 


Together  with  NEXTEL 


1-8SPRINT-BIZ  sprint.com/business  to  Sprint  or  Nextel  retailers 

rint  Power  Vision  Network  reaches  over  160  million  people.  Coverage  is  not  available  everywhere -see  maps  for  details.  Service  defaults  to  Nationwide  Sprint  PCS  Network,  where  available,  if  Sprint  Mobile  Broadband 
itwork  is  unavailable.  Use  as  a  private  line  or  frame  relay  service  substitution,  service  or  like  equivalent  is  prohibited.  Not  available  while  roaming.  Email,  content  and  other  services  require  additional  monthly  fees 
d  subscription.  Shared  data  not  available.  Terms,  conditions  and  additional  restrictions  apply.  Device  model  subject  to  availability.  ©2006  Sprint  Nextel.  All  rights  reserved.  SPRINT,  the  "Going  Forward"  logo  and  other 
idemarks  are  trademarks  of  Sprint  Nextel.  Palm  and  Treo  are  among  the  trademarks  or  registered  trademarks  owned  by  Palm,  Inc. 


P  j  f  %  Y  HUSBAND  AND  I  RECENTLY  SPENT  A  NIGHT  AT 
B  Mankas,  a  charming  hunting  lodge-turned-inn 
just  nor;!  ;  of  San  Francisco.  We  arrived  late  for  check-in,  and 
staxvwg.  Our  hostess  cheerfully  rattled  off  directions  to  the 
Olorna  Inns  restaurant.  We  got  in  the  car  and  simultaneously 
said:  "Did  you  get  that?" 

The  answer,  of  course,  was  no.  Rights  blurred  into  lefts 
and  soon  we  were  lost.  As  we  pulled  into  a  state  park  entrance, 
my  husband  ordered:  "Get  out  the  Garmin." 

The  Garmin  global-positioning  satellite  receiver  knew 
exactly  where  we  were  and  all  the  places  we  could  go:  restau- 
rants, hotels,  stores  and  gas  stations.  We  found  our  spot  and 


discovered  that  the  Cowgirl  Creamery  was  on  the  way  home 
(I  brake  for  cheese). 

Ours  is  the  Garmin  StreetPilot  c330,  a  midrange  model.  It 
tells  me  when  to  turn,  but  it  doesn't  name  the  street  to  turn 
onto.  Pricier  Garmins  like  the  Nuvi  350  and  the  c340  do  that 
and  have  higher  satellite  sensitivity.  I'd  probably  miss  fewer 
turns  if  I  had  those  features.  But  the  c330's  3.5-inch  display  is 
bright  and  clear  and  works  well  enough,  as  long  as  I'm  not 
craning  my  neck  to  read  street  signs.  For  now  I'm  thrilled  hav- 
ing a  device  that  does  one  thing  and  does  it  remarkably  well.  I 
haven't  pulled  out  my  laminated  San  Francisco  map  in  a  year. 

— Victoria  Murphy  Barret 


View  map 


Garmin  Streetl 
c330 
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Your  total  solution  for  all  your  business  needs  is  closer  than  you  think. 

FedEx  Kinko's  Office  and  Print  Center  has  over  1,500  worldwide  locations,  many 
open  late.  From  copying  and  printing  to  packing  and  shipping,  FedEx  Kinko's  offers 
a  range  of  solutions  for  all  your  office  needs.  FedEx  Kinko's  helps  save  you  time  and 
money  so  you  can  focus  on  the  things  that  really  matter  —  like  growing  your  business. 
For  more  information,  go  to  fedexkinkos.com.  Our  office  is  your  office® 


FecGss  Kinko's . 

Office  and  Print  Center 


dgets  We  Love 

Technology 


Y  MOTHER,  SITTING  IN  ISRAEL  IN  FRONT 
of  a  computer  connected  to  a  Web  camera,  was 
incoherent.  We  were  having  a  video  chat  using  MSN 
Messenger,  and  I  couldn't  understand  a  word  she  was 
saying.  The  sound  was  awful  and  the  blurry  picture  was 
alternately  frozen  or  delayed.  "Wow  rrrrr  iuuu?"  was  what 
I  got.  "What?"  I  said.  "Wooww  rrrr  you?  Does  anyone 
hiiirrrrrrr  meee?" 

Then  I  discovered  Skype  Video.  Originally  an  application 
for  making  free  calls  over  the  Internet,  Skype  released  its 
video  version  last  December,  dramatically  raising  the  stan- 
dard for  video  Web  chat. 

All  you  need  (after  you  download  the  software)  is  a  head- 
set with  microphone  and  a  Webcam.  Many  instant-messag- 
ing services  offer  video  calls,  but  Skype  is  the  first  to  do  it 
right.  The  audio  and  video  quality  surpass  that  of  any  similar 
application  I've  used.  Thanks  to  peer-to-peer  technology, 
which  uses  the  computing  power  of  all  of  Skype's  users  rather 


than  a  limited  number  of  servers,  the  picture  is  amazingly 
sharp  and  clear  and  maintains  a  decent  quality  even  when 
blown  up  to  the  size  of  a  full  screen.  You  can  only  use  the 
video  service  for  one-to-one  calls;  if  you  forgo  video,  five  peo- 
ple can  talk  at  once. 

Skype's  video  quality  made  thousands  of  miles  disappear 
for  me  this  summer,  during  the  Israel-Lebanon  war.  Hun- 
dreds of  people  were  dying  from  Israeli  and  Hezbollah  mis- 
siles. Family  members  were  being  drafted  overnight  under 
emergency  military  orders. 

I  decided  to  go  back  and  called  my  parents  just  as  they 
were  about  to  practice  going  down  to  the  bomb  shelter.  Their 
faces  on  Skype  looked  ghostly.  "Cancel  your  plane  ticket,"  my 
mother  commanded.  "You  stay  there,  and  stay  safe.  Promise 
me  you  won't  come  back." 

We  looked  at  each  other  for  a  few  seconds  without  saying 
a  word.  On  my  screen  a  small  tear  rolled  down  her  cheek — 
sharp,  clear  and  unmistakable.  — Dan  Fishel 


Skype 
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MASTER  THE 


"Every  customer's  a 
repeat  customer" 


DYNAMIC 


There  are  infinite  dynamics  in  business.  Master  them  all. 
With  Microsoft  Dynamics." 

Presenting  Microsoft  Dynamics:  a  line  of  people-ready  business  management 
solutions  for  CRM,  financial  management,  and  supply  chain  management.  It's 
easy  to  learn  and  easy  to  use.  Because  it  looks  and  feels  like  the  Microsoft* 
software  your  people  use  every  day.  Visit  microsoft.com/microsoftdynamics 


Microsoft  Dynamics 


Financial  Management  I 
Customer  Relationship  Management 
Supply  Chain  Management 


2006  Microsoft  Corporation.  All  rights  reserved.  Microsoft,  Microsoft  Dynamics,  the  Microsoft  Dynamics  logo,  and  "Your  potential.  Our  passion.' 
;  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 


idaets  We  Love 


HE  GADGET-LOVER'S  DREAM  IS  THE  CONVERGED 
device:  one  slick  machine  that  lets  you  call, 
and  run  your  calendar.  In  theory  my  company- issued 
BlackBerry  should  be  it.  But  my  boss  just  pays  for  e-mail,  not 
phone  calls,  so  I  need  rny  own  cell.  And  I  don't  feel  good 
about  keeping  crucial  phone  numbers  on  my  company's 
servers.  So  I  keep  those  on  a  low-end  (but  secure)  Palm. 

Life  as  a  three-gadget  man  is  not  elegant.  I  need  baggy 
pants,  bulky  jackets  or  a  backpack  to  haul  the  things  around. 
In  an  attempt  to  regain  some  dignity,  I  converged  what  I 
could:  the  power  cords.  The  iGo  charger  juices  up  all  three  of 
my  machines  equally  well;  the  only  adjustment  I  have  to  make 


is  swapping  out  a  different  nib  for  each  gadget. 

I'd  like  to  say  that  this  is  about  more  than  esthetics.  But  I 
pretty  much  what  it  is.  The  iGo  saves  me  a  little  bit  of  room  in 
my  carry-on,-  and  not  much  else:  Though  the  RadioShack  clerk 
persuaded  me  that  the  iGo  would  be  cheaper  than  buying  replace- 
ment chargers  for  my  Sprint  phone,  a  quick  Google  check  tells 
me  that's  not  always  the  case  and  reveals  that  RadioShack  used 
to  be  an  investor  in  Mobility  Electronics,  iGo's  parent  company. 

But  no  hard  feelings  here:  The  iGo  makes  me  feel  better 
about  my  gadget  inadequacy,  and  throwing  away  extra  power 
cords  certainly  makes  me  feel  svelte.  And  who  wouldn't  pay 
extra  for  that?  —Peter  Kafka 


iGo  Ch 
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The  endless  hustle  and  stress  of  the  modern  world  -  many  people 
accept  it  as  part  of  the  game.  But  it  doesn't  need  to  be  that  way. 
When  technology  helps  life  run  more  smoothly,  the  modern  world 
can  be  unbelievably  peaceful. 

Meet  LC  Electronics  and  enjoy  it  all: 

Life's  pleasures.  Life's  rewards.  Life's  Good. 


LC  chocolate,  the  slim        LC  FULL  HD  LCD  /  Plasma       LC  Flat  Panel  Home  Theater         LC  Steam  Washer's 
and  cool  phone,  lets  you        TV  allows  you  to  enjoy        lets  you  enjoy  superior  sound       innovative  technology 
enjoy  songs  and  videos.  the  delicate  details.  and  picture  quality.  refreshes  your  day. 


www.lge.com 


Because  the  shortest  distance  between  two  points  is  a  good  night's  sleep. 


The  best  service  anticipates  your  needs.  And  we  understand  you  need  to  arrive  refreshed  and  ready  whereve 
business  takes  you.  That's  why  we  offer  the  most  flat  beds  worldwide.  So  whether  you're  flying  to  Londor 
Hong  Kong,  Dubai,  or  any  other  of  our  150  destinations,  we  think  you'll  find  our  business  class  like  no  othei 


Visit  ba.com/clubworld 


Business  class  is  different  on  BRITISH  Al RWAYS 


SPECIAL  ADVERTISING  SECTION 


NSIDER'S 

BUSINESS! 

TRAVEli 

Building  a  Personalization  Strategy 

Business  travel  has  never  offered  more  options  for 
onvenience,  comfort  and  productivity.  Still,  many 
/ould  claim  that  it's  also  never  been  more  complex, 
iven  constantly  changing  security  and  carry-on  rules, 
s  well  as  the  incredible  range  of  services,  perks  and 
jyalty  programs  offered  by  airlines  and  hotels.  Just 
ow  does  a  busy  executive  on  the  move  sort  it  all  out? 


T™*  he  key  is  to  approach  your  travel  like 
any  other  business  plan:  Build  a 
high-level,  unified  strategy,  and  then 

How  it  consistently  to  personalize  each  trip 

r    your     unique     needs     and  goals. 

rchestrating  the  expanding  universe  of 


options  will  allow  you  to  successfully  leverage 
all  of  those  constantly  evolving  services  to 
achieve  a  state-of-the-art  travel  experience  — 
one  that  maximizes  business  success  while 
minimizing  the  hassles,  both  in  the  air  and  on 
the  ground. 
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Consolidate  Your  Stays  With  One 

Hotel  Group 

Success  starts  with  planning  your  hotel 
strategy.  There  are  numerous  ways  for  you  to 
get '  the  most  out  of  your  stays  away  from 
home,  but  it  really  comes  down  to  settling  on 
a  single  major  hotel  group.  That  allows  you  to 
take  full  advantage  of  its  programs  and  services 
while  making  sure  you  get  rewarded  for  your 
travels.  Building  a  relationship  with  a  single 
group  will  also  allow  it  to  better  understand 
your  personal  preferences  and  deliver  services 
that  address  your  needs. 

Consider  which  group  has  the  locations 
and  types  of  hotels  that  meet  your  particular 
travel  style.  A  traveler  with  a  two-  or  three- 
state  territory  who  does  a  lot  of  driving  is 
generally  going  to  choose  a  different  type  of 
hotel  than  someone  who  flies  to  a  destina- 
tion and  stays  in  a  major  metropolitan  area. 
Large  global  hotel  groups  such  as  the  Hilton 
Family  of  Hotels  and  Intercontinental 
Hotels  Group  (IHG)  offer  a  wide  range  of 


The  Business  Travel  Buzz  in  London 


As  one  of  the  world's  top  business  centers,  London  is  home  to  hundreds 
of  international  corporations  and  foreign  banks,  yet  the  best  deals  here 
aren't  always  made  in  the  boardroom. 

•  Airport  Transportation:  The  Heathrow  Express  offers  high-speed  non- 
stop service  to  London's  Paddington  station  for  around  £13  (about  $24), 
while  a  cab  to  central  London  will  cost  somewhere  between  £35  and  £50 
(about  $66  to  $94).  A  sawy  alternative  for  the  return  trip  is  one  of  the 
many  London  Minicabs,  which  can  be  booked  for  airport  drop-off  (they're 
not  allowed  to  pick  up  at  the  airport).  A  typical  fare  from  Central  London  to 
Heathrow,  which  you  negotiate  yourself,  is  only  around  £20  (about  $38). 

•  Good  Eats:  For  the  true  flavor  of  London  pub  dining,  visit  Porter's  at  17 
Henrietta  Street  in  the  Covent  Garden  district  (20-7836-6466).  You  won't 
go  wrong  with  a  bowl  of  London  Particular  Pea  Soup  followed  by  a  dose  of 
Lancashire  Hot  Pot  or  its  famous  Steak,  Guinness  and  Mushroom  Pie. 

•  Kicking  Back:  If  you've  got  an  extra  day,  check  out  the  Little  Venice  dis- 
trict at  the  intersection  of  the  Regent's  Canal  and  the  Grand  Union 
Canal.  London's  canals  were  once  part  of  the  city's  commercial  lifeblood. 
Another  facinating  "under-the-radar"  site  is  the  War  Cabinet  Rooms, 
where  Churchill  and  his  cabinet  ran  the  war  during  the  Blitz  and  up  to 
World  War  ll's  conclusion.  It  remains  exactly  as  it  was  left  in  1945. 


lodging  brands,  amenities  and  locales,  so  ya 
can  stay  within  the  chain  regardless  of  wh 
kind  of  trip  you're  taking. 

Choose  the  Loyalty  Program  That 
Best  Fits  Your  Goals 

Evaluate  how  readily  a  loyalty  prograi 
will  be  able  to  personalize  your  experience  i 
terms  of  earning,  redemption  and  recogn 
tion.  How  valuable  is  the  currency?  Ho' 
easily  can  you  earn  it  and  redeem  it?  Ai 
there  earning  opportunities  outside  of  flyin 
on  a  certain  airline  or  simply  staying  in  or 
brand  of  hotels? 

IHG's  Priority  Club  Rewards,  for  exampf 
has  no  blackout  dates  for  reward  night 
points  never  expire  and  you  can  use  yoi 
points  to  stay  at  other  hotels,  even  indeper 
dents  and  competitors.  The  brand  unde 
stands  the  consumers'  needs  and  wants,  an 
works  fully  to  cater  to  them.  "In  today's  se§ 
mented  marketplace,  consumer  attitudes  ai 
increasingly  focused  on  flexibility,  choice  an 
control,  and  the  hotel  experience  is  no  excef 
tion.  Consumer  lifestyle  research  shows  tha 
next  to  no  blackout  dates  on  reward  nigh 
and  no  expiration  dates  on  points,  the  types  < 
properties  available  for  redemption  ranks  as 
top  priority,"  reports  Steve  Sickel,  senior  vie 
president  of  multi-brand  and  relationshi 
marketing  for  IHG.  Meanwhile,  The  Hilto 
H  Honors®  DoubleDip®  program  current! 
allows  you  to  earn  both  hotel  points  and  ai 
line  miles  for  your  stays,  with  varying  split 
DoubleDip  also  offers  opportunities  for 
reverse  conversion,  exchanging  miles  fc 
points  —  a  valuable  perk  indeed  in  a  period  c 
full  planes  and  highly  competitive  seat  award 

With  both  airlines  and  hotels,  alliances  wit 
other  companies  can  make  a  huge  differenc 
in  the  convenience  and  convertibility  of  yoi 
earned  award  points.  South  African  Airway 
Voyager  members  can  continue  to  earn  mile  I 
whenever  they  fly  with  any  of  18  Star  Alliancl 
airlines,  or  when  using  the  services  of  nor  I 
airline  partners  such  as  its  hotel,  lifestylJ 
financial  and  car  rental  partners.  Ditto  fc 
hotel  loyalty  programs   such  as  Hilton 
H  Honors,  where  you  can  use  accumulate 
points  for  airlines,  car  rentals,  cruises,  ente; 
tainment,  merchandise  and  more. 

And  keep  an  eye  on  special  loyalty  promc 
tions  for  additional  benefits.  A  case  in  poir 
is  IHG's  Priority  Club  Rewards,  current! 
running  a  promotion  offering  double  poin> 


1 


See  double 
wherever  you  go. 

Earn  double  points  or 
double  miles  today. 


Now  you'll  earn  double  points  or  double  miles  with  each  qualifying  stay,  starting  with  your  second 
stay  at  any  of  our  more  than  3,600  properties  worldwide,  September  12-December  15,  2006. 
At  Staybridge  Suites®  and  Candlewood  Suites®  hotels,  you'll  earn  double  with  your  first  qualifying 
stay.  Now  you  really  can  see  double  wherever  you  go.  It's  your  world  —  enjoy. 

To  register  or  join,  visit  priorityclub.com/double.  Or  call  1-888-560-5660  and  enter  promotion 
code  4336  when  prompted. 

VOTED  #1 


The  Priority  Club  5  Rewards  Family  of  Brands 


lust  register  member  number  in  advance.  To  register  or  to  obtain  a  list  of  participating  airlines,  complete  offer  details  and  Priority  Club'  terms  and  conditions,  visit  www.priorityclub.com/double  or  I 
)  2006  Intercontinental  Hotels  Group.  All  rights  reserved.  Most  hotels  are  independently  owned  and/or  operated. 
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or  miles  —  just  in  time  to  redeem  points  for 
the  holiday  shopping  season,  when  you  can 
take  advantage  of  the  Club's  Personal 
Shopper  program  and  other  non-travel- related 
redemption  options. 

Stay  Flexible  in  Dealing  With 
Airport  Security 

Security  regulations  at  airports  are  constantly 
changing,  creating  yet  another  level  of  planning 
and  potential  hassles,  especially  among  interna- 
tional destinations.  For  over  a  month  this  past 
summer  rules  prohibited  carrying  on  any  liq- 
uids, including  beverages,  gels  and  lotions. 
Now  some  beverages  and  liquids  are  allowed, 
but  with  restrictions.  This  new  reality  has 
already  resulted  in  a  checked  baggage  increase 
of  20%  to  30%  among  leading  airlines,  leading 


ro  even  longer  waits  to  check  and  retrieve  bags. 

There's  no  easy  solution  for  this  issue,  but  there 
is  a  simple  strategy  that  will  help  ease  the  pain: 
Pack  light,  prepare  to  be  flexible,  and  review  the 
latest  rules  before  you  pack  and  set  out,  using  the 
checklists  provided  by  British  Airways  and  other 
airlines  on  their  Web  sites.  You  can  also  consider 
shipping  your  luggage  ahead  using  one  of  several 
new  services  that  have  sprung  up  this  year. 

"The  procedures  are  going  to  continue  to 
evolve  and  change,  with  different  airports 
implementing  different  procedures  at  different 
times,"  warns  Marc  Cavaliere,  South  African 
Airways'  executive  vice  president,  North 
America,  who  recommends  reducing  your 
carry-on  luggage.  "Spending  a  few  more  min- 
utes on  the  front  end  getting  your  bag  checked 
will  minimize  hassles  overall." 


The  Business  Travel  Buzz  in  Johannesburg 


Established  in  1886  during  the  South  African  gold  rush,  Johannesburg 
today  is  the  continent's  top  business  center  —  a  cosmopolitan  city  that  is 
home  to  more  than  80%  of  the  603  U.S.  companies  doing  business  in 
South  Africa. 

•  Airport  Transportation:  Most  top  hotels  offer  shuttle  service  to  and  from 
Johannesburg  International.  Book  this  when  you  make  your  hotel  reserva- 
tion. Or  look  for  the  various  Minibus  kiosks  in  the  terminal  and  baggage 
area.  (Note  that  the  term  "taxi"  in  South  Africa  generally  is  applied  exclu- 
sively to  local  commuting  vehicles.)  Avis,  Hertz  and  other  major  rental 
agencies  are  prevalent  throughout  South  Africa,  but  if  you're  not  accus- 
tomed to  wild  traffic  and  driving  on  the  left,  use  the  shuttle  or  minibus. 

•  Good  Eats:  To  fully  experience  the  gastronomic  charms  of  South 
Africa,  ring  the  Butcher  Shop  &  Grill  in  Sandton  for  a  reservation  (27- 
1 1  -784-8676).  Order  a  grilled  ostrich  steak  or  "The  Rump,"  which  is 
equivalent  to  a  fine  New  York  strip  steak,  and  a  bottle  of  Meerlust 
Rubicon  1995  vintage.  Other  fine  reds  from  Cape  Town  include 
Kanonkop  Paul  Sauer  and  The  Thelema.  You  may  never  drink  a 
California  red  again. 

•  Kicking  Back:  When  you've  successfully  completed  your  mission  and 
have  a  day  to  kill  before  your  evening  flight  to  Europe  or  America,  take 
a  mini-safari  at  Pilanesberg  National  Game  Reserve,  an  hour  and  a 
half's  drive  northwest  of  Johannesburg.  African  buffalo,  wild  boar,  rhi- 
nos, giraffes,  lions  and  hippos  (6,000  total  game)  abound  in  this 
beautiful  park.  (Book  locally  —  you'll  save  a  bundle.) 


Stay  Productive  and  Comfortable 
In  Transit 

Carriers  such  as  British  Airways  an 
South  African  Airways  offer  a  broad  rang 
of  powerful  productivity  tools,  beginnin 
with  Web  sites  where  you  can  check  i 
online,  select  or  change  your  seat  assign 
ments,  make  meal  requests  and  print  oi) 
boarding  passes,  saving  precious  time  at  th 
airport.  And  if  you  have  the  budget  to  trave 
business  class,  the  productivity  perk 
increase  exponentially. 

South  African  Airways'  own  lounges  i 
Johannesburg,  Cape  Town,  New  York  ani 
Washington  are  typical  of  business  clas 
amenities  on  the  ground,  boastin 
ergonomic,  high-tech  workstations  tha 
include  personal  computers  at  the  ready  ani 
Wi-Fi  plugs  for  laptops,  as  well  as  comfort 
such  as  light  cuisine,  beverages  and  evei 
showers.  And  Business  Class  passengers  ca; 
avail  themselves  of  all  Business  Clas 
lounges  of  any  Star  Alliance  member  airline 

The  airlines  have  you  covered  after  th 
flight  as  well.  In  London,  British  Airway: 
hearty  breakfast,  Molton  Brown  Travel  Spa< 
power  shower  and  valet  pressing  service  meai 
that  you  can  head  straight  to  work  totall 
refreshed  without  incurring  the  expense  of 
hotel.  Now  that's  productivity. 


Don't  Lay  Over, 

Lay  Flat 


Fly  the  Very  Best  Service  to  Africa 

We  never  take  our  role  as  Africa's  No.  1  airline  lying  down,  but 
we  invite  you  to.  Not  only  do  you  avoid  layovers  in  Europe,  you 
also  enjoy  our  Premium  Business  Class  seat  voted  best  in  the 
world  by  Skytrax. 

1-800-722-9675  •  www.flysaa.com 


South  African  Airways 

A  STAR  ALLIANCE  MEMBER 


THE  INSIDER 
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Save  Time  at  Your  Destination 

It  is  now  possible  to  print  boarding  passes 
for  18  major  airlines  ar  a  number  of  Hilton 
and  Embassy  Suites  hotels,  and  that  program 
will  be  further  expanded  upon  in  the  weeks  to 
come.  "Its  all  about  making  the  traveler's 
experience  more  streamlined,  from  kiosk 


check-in  to  check-out,"  states  Adam  Burke, 
senior  vice  president  and  managing  director  of 
I  lilton  HHonors. 

Holiday  Inn  Hotels  and  Resorts  is  also  test- 
ing a  full-service  reception  kiosk  called 
eCheck  that  allows  guests  to  check  into  or  out 
of  their  rooms,  change  hotel  reservations  and 


The  Top  5  Business  Travel  Trends  for  2006 


1.  Checking  in  before  leaving:  Thanks  to  high  tech,  road  warriors  every- 
where are  juicing  their  efficiency  by  printing  their  boarding  passes  and  even 
checking  into  their  hotel  rooms  before  leaving  home. 

2.  Using  luggage  shipment  services:  Savvy  travelers  are  avoiding  time- 
consuming  hassles  by  shipping  their  bags  separately,  utilizing  more  than  1 7 
new  luggage-shipping  services  that  can  take  your  bags  from  house  or  office 
directly  to  the  hotel  room. 

3.  Actually  getting  some  sleep  on  the  plane:  The  major  international 
carriers  are  ripping  out  old  business  class  seats  like  there's  no  tomorrow 
and  replacing  them  with  comfy  lie-flat  beds  and  knitted  quilts. 

4.  Staying  true  to  a  hotel  group:  Sticking  with  one  hotel  group  is  allowing 
guests  to  maximize  loyalty  points  and  earn  special  perks,  all  while  building 
personal  profiles  that  lead  to  increasingly  customized  service. 

5.  Showering  at  the  airport:  There  was  a  time  when  this  might  have 
sounded  like  a  questionable  activity,  but  with  the  continuing  enhancement 
of  elite  airport  lounges,  it's  gone  from  respectable  to  de  rigueur  among 
the  most  successful  travelers. 


print  airline  boarding  passes  on  the  sp 
IHG's  new  Priority  Club  Rewards'  Hotel  Bi 
feature  allows  guests  at  Holiday  Inn  and  otr! 
IHG-branded  properties  to  view,  save,  prj 
and  e-mail  final  hotel  bills  electronica 
through  the  Club's  Web  site.  This  not  or 
allows  travelers  to  access  hotel  folios  easily  I 
activities  such  as  submitting  expense  repo, 
or  filing  taxes,  but  also  allows  them  to  byp; 
the  checkout  line,  even  if  they've  add 
charges  to  their  hotel  bill  after  checkout,  su 
as  ordering  breakfast  or  making  a  phone  cal 

It's  All  About  Preferences 

Hilton  has  invested  heavily  over  the  p 
few  years  in  a  common  property  managemc 
system  called  OnQ.  It  covers  not  only  hote 
but  also  every  one  of  the  touch  points  whe 
the  customer  interacts,  including  reservatii 
and  customer  service  centers,  providing 
common,  confidential  view  of  the  travele 
preferences  across  the  entire  group. 

"When  the  customer  gives  us  information, 
can  deliver  against  that  anywhere  and  treat  tr 
person  as  an  individual  throughout  the  journe 
Burke  notes.  "We  want  to  know  the  customers 
well  as  they  want  us  to  know  them." 

Indeed,  personalization  is  the  recurring  ther 
in  all  aspects  of  travel,  whether  in  special  amei 
ties,  loyalty  rewards  or  everyday  service  —  ai 
emerging  technology  is  allowing  both  airlir 
and  hotels  to  "get  personal"  more  effectively  th 
ever  before.  In  the  air  and  on  the  ground,  tec 
nology  is  enabling  the  power  of  choice,  ai 
"working  the  system"  is  simply  smart  strategy  • 
one  that  will  help  make  your  overall  busin> 
travel  experience  more  productive. 

Web  Directory 

British  Airways 
www.ba.com 

Hilton  HHonors" 
www.hiltonhhonors.com 

Intercontinental  Hotels  Grou 
www.ichotelsgroup.com 

South  African  Airways 
www.flysaa.com 


It's  hospitable 
to  Double  Dip 


<3? 

Dou  bleTree 


When  you  are  a  Hilton  HHonors  member,  traveling  for 
business  is  actually  a  pleasure.  As  your  HHonors  Points 
add  up,  you  can  choose  how  you  use  them.  Stay  at  more 
than  . 2, 800  participating  Hilton  Family  hotels  to  earn 
points.  Or  you  can  Double  Dip  for  a  little  of  both: 
HHonors  Points  and  HHonors  Points,  HHonors  Points 
and  Fixed  Miles,  or  HHonors  Points  and  Variable  Miles. 
Visit  hiltonhhonors.com/myway,  select  your  preference 
in  your  membership  profile  and  pack  your  bags. 


Grand  Vacations 


T heHiltonFamily       Hilton  HHonors 

be  hospitable  Poikte&kies 


HOMEWOOD 
SUITES 


Scandic 

by  Hilton 


REAL  ESTATE 


Shopping 
For  Bargains 

Mall  REITs  suddenly  are  the  laggards  in  a  hot  field. 
So  they  make  good  buys.  Better  hope  consumers 
keep  spending  freely  By  Dorothy  Pomerantz 


Group,  the  largest  mall  REIT,  has  booked  a 
respectable  7.5%  average  increase  in  earn- 
ings— in  REIT  parlance  called  "adjusted 
funds  from  operations,"  or  AFFO.  That's  net 
income  plus  depreciation  minus  upkeep. 

The  market  is  understandably  wary  of 
mall  REITs  lately.  There  are  indeed  some 
hints  that  ever  fickle  consumers  may  be 
curbing  their  free-spending  ways  at 
Americas  shopping  meccas. 

Rising  gas  prices  have  taken  a  toll  on 
consumer  outlays.  While  gas  is  down 
25%  since  the  summer,  the  pump  price 
remains  high  by  recent  standards,  and 
the  Consumer  Confidence  Index  has 
wobbled  down  since  spring.  "The  big 
question  mark  is  the  economy  potentially 


REGIONAL  MALL  TRUSTS 
are  like  the  last  horse  in 
a  field  of  Thoroughbreds. 
For  real  estate  investment 
trusts  overall,  total  re- 
turns (stock  appreciation 
plus  dividends)  are  spec- 
tacular, an  average  29%  this  year,  versus 
1 1%  for  the  S&P  500.  Mall  REITs  are  trail- 
ing the  rest,  albeit  with  a  hardly  disgrace- 
ful 18%  thus  far  in  2006.  Time  to  take  a 
look  at  the  relative  laggards. 

The  investment  insight  here:  If  you 
believe  the  economy  won't  tank  soon  and 
pull  down  mall  stocks  with  it  because  con- 
sumers curb  their  shopping,  these  less- 
favored  REITs  are  very  affordable.  Many 
mall  trusts  are  changing  hands  these  days 
at  significant  discounts  to  their  net  asset 
values,  or  NAVs,  says  Green  Street  Advi- 
sors, an  independent  research  firm  spe- 
cializing in  REITs.  The  NAV  is  what  a  REIT 
would  fetch  if  all  its  properties  were  sold 
and  the  debt  retired.  Mall  REITs  are  trad- 
ing at  an  average  5%  discount,  while  REITs 
in  total  are  at  a  7%  premium. 

The  mall  group's  NAVs  over  the  past 
five  years  have  advanced  at  a  double- digit 
clip,  thanks  to  the  hordes  of  shoppers  who 
have  thronged  the  retail  emporiums, 
credit  cards  flashing.  Mall  trusts  are  dou- 
bly blessed.  They  get  both  rents  from  the 
stores  that  lease  space  and  a  cut  of  the 
merchants'  sales.  Every  other  type  of  REIT 
makes  do  with  just  the  rent. 

Over  five  years  Simon  Property 
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slowing  further,"  says  Ross  Nussbaum,  a 
Bank  of  America  REIT  analyst.  "You 
might  expect  retailers  to  elect  to  slow 
down  expansion  plans." 

The  bearish  thinking  is  that,  if  an 
economic  slump  occurs,  malls  will  suffer 
first:  Vacancies  will  rise,  their  cut  of  the 
stores'  take  will  shrivel.  No  such  signs  of 
a  slowdown  are  apparent  in  other  REIT 
sectors. 


Look  at  apartments,  which  not  too 
long  ago  were  dogs  because  folks  pre- 
ferred to  buy  homes  with  cheap  mortgage 
money  then  available.  Rising  interest  rates 
have  ended  the  home-buying  boom  and 
made  renting  apartments  much  more 
appealing.  And  with  corporate  profits 
vibrant  for  now,  office  landlords  have  had 
no  trouble  either  filling  their  buildings  or 
raising  rents.  Even  dowdy  industrial 


TANGER  FACTORY  OUTLET  CENTERS  37.70 


TAUBMAN  CEN 


Prices  as  of  Oct.  16.  'Net  asset  value.  2Measure  of  profit:  Adjusted  funds  from  operations  are  net  income  plus  deprecia- 
tion, less  nonrecurring  items  and  maintenance-level  capital  spending.  3Debt  as  a  percentage  of  assets.  "Fair  market  value 
as  estimated  by  Green  Street  Advisors.  Sources:  Green  Street  Advisors;  Reuters  Fundamentals  via  FactSet  Research  Systems. 


REITs,  mainly  warehouses,  have  fared 
well,  with  a  25%  total  return  this  year. 

Mall  REITs'  stats  have  suffered  from  the 
blowup  of  one  prominent  member,  Mills 
Corp.  Mills,  once  known  as  one  of  the  best 
mall  developers  in  the  country,  has  run  into 
problems  with  its  giant  Xanadu  project 
under  construction  in  the  New  Jersey 
Meadowlands.  Cost  overruns  and  trou- 
bles signing  up  tenants  for  the  high- 
priced  space  have  forced 
Mills  to  try  selling  off  a 
chunk  of  the  mall  to 
other  investors.  Even 
worse,  Mills  has  had  to 
issue  financial  restate- 
ments wiping  out  $400 
million  of  the  company's 
book  equity  and  igniting 
a  Securities  &  Exchange 
Commission  investiga- 
tion. Mills'  stock  has 
fallen  45%  since  June  to 
$16  in  mid-October. 
Chief  executive  Laurence 
Siegel  recendy  resigned. 
Now  here's  the  bull- 
^m  ish  case  for  mall  REITs: 
Take  out  Mills  and  the  sector's  earnings 
are  not  bad  at  all.  For  2006  Green  Street 
projects  Simon's  AFFO  growth  to  be  6.2%, 
off  1.3  percentage  points  from  its  five-year 
average  but  hardly  a  wipeout.  Tanger  Fac- 
tory Outlet  Centers,  whose  malls  sell 
cheap  name-brand  clothing,  is  estimated 
to  be  up  7.2%,  which  is  2.7  points  better 
than  this  REIT's  five-year  record. 

Next,  retail  in  general  is  so  far  show- 
ing some  resilience  to  bad  economic 
news.  By  the  U.S.  Department  of  Com- 
merce's reckoning,  overall  sales  were  up 
5.2%  in  September  over  the  previous 
year.  Popular  mall  anchor  Nordstrom 
reported  a  13.4%  increase  in  sales  that 
same  month,  and  even  troubled  Feder- 
ated, home  to  Macy's  and  Blooming- 
dale's,  said  sales  rose  6.2%. 

One  of  the  best  buys  among  mall 
REIT  stocks  is  Taubman  Centers,  which 
Green  Street  expects  will  get  a  12.9% 
boost  in  AFFO  this  year,  or  1.7  points 
better  than  its  five-year  average.  With 
only  23  malls,  Taubman  is  among  the 
smallest  REITs  but  it  has  the  highest- 
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quality  properties.  Stores  in  Taubman 
malls  average  $508  in  sales  per  square 
foot  annually,  compared  with  $405  for 
other  malls.  As  a  result,  it  can  charge 
the  highest  rents:  $42.52  per  square  foot. 
The  average  mall  rent  is  $31.11  per 
square  foot. 

Taubman  malls  tend  to  reside  in  tony 
enclaves  like  Beverly  Hills  and  Short  Hills, 
N.J.,  and  feature  chi-chi  anchor  stores  like 
Neiman  Marcus  and  Saks  Fifth  Avenue. 
The  concentration  of  high-end  stores 
insulates  the  company  from  any  economic 
downswings  since  their  affluent  shoppers 
are  less  prone  to  scrimping. 

Even  if  sales  slow,  Taubman  execu- 
tives say  they  will  be  fine,  and  a  lot  of 
observers  like  Green  Street  agree.  "The 
great  strength  of  a  regional  mall  is  that  in 
essence  you  have  150  different  balance 
sheets,  which  means  a  lot  of  diversity," 
says  Robert  Taubman,  52,  who  in  2001 
took  over  as  chairman  from  his  father, 
Alfred,  now  82. 

The  Taubmans  are  entitled  to  their 
optimism:  They  know  about  bearing  up 
under  adversity.  Three  years  ago  they  beat 
back  a  harsh  takeover  attempt  by  Simon 
Property.  Alfred,  the  company's  founder, 
did  nine  months  in  jail  related  to  a  price- 
fixing  scandal  at  auction  house  Sotheby's, 
where  he  was  chairman. 

Say  this  for  Robert  Taubman:  He  is 
not  afraid  of  risk.  The  guy  wants  to  make 
deals  in  wild-and-woolly  Asia.  While  the 
company  has  three  U.S.  projects  under 
development,  Taubman  has  opened  a 
Hong  Kong  office  to  search  for  Chinese 
prospects.  Already  the  REIT  has  signed 
on  to  manage  a  1.2  million-square-foot 
mall  in  Songdu  International  City,  just 
south  of  Seoul.  Construction  will  begin 
next  year. 

Closer  to  home,  the  REIT  recently 
opened  the  Pier  Shops  at  Caesars  in 
Atlantic  City,  a  30%-owned  joint  venture 
(with  Gordon  Group  Holdings),  which 
includes  such  prestigious  shops  as  Gucci 
and  Burberry.  And  Taubman  will  help 
develop  500,000  square  feet  of  retail  space 
at  MGM  Mirage's  City  Center  casino  on 
the  Las  Vegas  Strip,  slated  to  open  in  2009. 
"It's  another  great  way  for  casinos  to  make 
money,"  says  Taubman.  "The  retail  spaces 
there  do  disproportionately  well."  F 
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Suzhou's  cultural  vtbr, 
shines  amid  the  city's 
economic  boom.  1 ,?L,;. 


Cecilia 


uzhou,  a  rising  industrial  powerhouse 
located  in  the  southeast  region  of  China's 
Jiangsu  Province,  stands  proud  as  the 
)dern  face  of  the  mainland,  following  rapid 
Dnomic  expansion  in  the  past  decade.  Its 
rgeoning  enterprises,  economic  development 
nes  and  the  local  government's  unrelenting 
ive  to  stimulate  foreign  investment  have 
racted  global  attention. 

et,  through  all  the  change,  Suzhou  —  an  ancient  city  built  2,500 
s  ago  —  has  retained  its  cultural  and  historic  charm  as  a  scenic  city 
captivates  the  imagination  of  millions  of  tourists  every  year. 

Feast  for  the  Eyes 

»nce  described  as  the  "Tang  Dynasty  Venice"  for  its  meandering 
votk  of  waterways,  crisscrossed  by  quaint,  humpbacked  bridges,  Suzhou 
uated  along  the  Grand  Canal,  bordering  Shanghai  on  the  east,  the  Taihu 
:  in  the  west,  Zhejiang  Province  on  the  south  and  the  Yangtze  River  in 
north.  The  city  enjoys  four  distinct  seasons,  a  mild  temperature  and 
le  rainfall  to  nourish  the  lush  green  hills  in  its  idyllic  countryside, 
nen  Wenjuan,  director  of  Suzhou  Tourism,  says,  "Suzhou  has  seen 
)oming  economy  in  recent  years,  but  it  has  managed  to  retain  its 
nation  as  an  earthly  paradise  in  this  part  of  China." 
ccording  to  official  data,  32  million  tourists  traveled  to  Suzhou  in 
5  to  see  for  themselves  what  this  vision  of  paradise  looks  like, 
rist  income  that  year  reached  US$520  million  and  accounted  for 
5  of  the  city's  total  GDP.  As  tourism  continues  to  be  a  significant 
nue  driver  for  the  province,  there  are  over  500  cultural  relics  under 
:ection  by  local  authorities. 


A  Tourist's  Eden 

Among  the  most  notable  attractions  are  Suzhou's  famed  classical 
gardens,  which  feature  miniature  mountains,  ornate  pavilions  and 
rushing  waterfalls  that  splash  into  pond-sized  lakes.  Centuries  ago,  these 
tranquil  gardens  were  built  as  retirement  homes  for  distinguished 
Chinese  mandarins  and  scholars. 

"A  classical  garden  of  Suzhou  is  a  microcosm 
of  the  world,  as  seen  through  the  basic  elements 
of  water,  stones,  plants  and  buildings  enshrined 
with  literary  allusions,"  says  Shen.  "Like  the 
freehand  brush  strokes  of  a  traditional  Chinese 
painting,  these  gardens  create  an  amicable 
environment  that  represents  harmony  between 
man  and  nature."  Recommended  attractions  are 
the  Humble  Administrators  Garden,  Lingering 
Garden,  Master-of-Nets  Garden  and  Mountain 
Villa  with  Embracing  Beauty. 

Another  favorite  activity  among  tourists  is 
sampling  the  city's  fine  cuisine.  Culinary  specialties  such  as  Dao  fish  from 
the  Yangtze  River,  silver  fish  from  Taihu  Lake  and  hairy  crabs  from 
Yangchenhu  Lake  are  not  to  be  missed.  The  same  goes  for  Suzhou's 
famous  tea,  Biluochun  tea,  known  for  its  delicate  flavor  and  aroma. 

Shopping  is  also  abundant  with  a  wide  array  of  offerings,  including 
silk  fabrics  and  embroidery,  jade  and  wood  carvings,  lacquer  screens, 
rosewood  furniture,  musical  and  writing  instruments  and  gold  and  silver 
ornaments.  And  for  those  who  are  culturally  inclined,  Suzhou's  performing 
arts  are  best  represented  in  Kunqu  Opera  and  Pingtan,  artistic  forms  of 
storytelling  and  musical  ballads. 

A  visit  to  Suzhou  will  likely  evoke  two  distinct  impressions  of  China: 
One  of  a  growing  metropolis  duly  centered  on  commerce  and  industry, 
and  secondly  of  a  haven  rich  in  culture  and  tradition  that  keeps  visitors 
coming  back  for  more. 


Shen  Wenjuan, 
Suzhou  Tourism 
Director 
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Peninsula  Play 

One  way  to  bet  on  a  regime  change 
in  North  Korea:  Buy  stocks  in  South 

Korea  |  By  Steve  Kichen 


HOW  LONG  WILL  THAT  PETTY 
tyrant  hold  North  Korea  in  his 
grip?  Well,  not  forever.  If  you  want 
to  bet  on  the  hasty  departure  of  Kim  Jong 
II,  buy  stocks  on  the  South  Korean  mar- 
ket. If  the  menace  to  the  north  goes  away 
and  his  poverty-stricken  country  turns 
capitalist,  there  ought  to  be  a  surge  in  the 
South  Korean  economy. 

Even  though  stocks  in  Seoul  recovered 
from  a  3.9%  dip  on  the  day  after  North 
Koreas  bomb  test,  they  remain  cheap  on 
the  international  scale.  The  South  Korean 
market  trades  at  just  10  times  estimated 
profits  for  the  next  fiscal  year,  versus  a  mul- 
tiple of  15  for  the  U.S.  and  17  for  Japan. 
This,  despite  the  fact  that  South  Korea's 
economy  is  growing  at  a  5%  clip  (against 
2.6%  for  the  U.S.  and  1%  for  Japan).  "North 
Korea  has  been  an  issue  that  has  gone  on 
for  20  years,"  says  Mark  Madden,  manager 
of  the  $9  billion  Oppenheimer  Developing 
Markets  Fund. 


There  are,  to  be  sure, 
economic  as  well  as  polit- 
ical issues  in  this  market. 
"Korea's  big  driver  is  ex- 
ports, and  they  are  going 
to  slow  down  because  the 
U.S.,  Europe  and  "Japan 
are  slowing  down,"  says 
Madden.  Still,  a  slowdown 
in  this  country  would  be  considered  fever- 
ish growth  anywhere  outside  Asia.  South 
Korea's  economic  growth  will  decelerate  to 
4.5%  in  2007,  according  to  the  South  Korean 
government. 

Another  caution:  "The  government  is 
still  intrusive  in  the  economy,  and  the 
actions  of  chaebols  [Korean  conglomerates] 
are  still  not  totally  fair  to  minority  share- 
holders," says  Madden,  who  notes  that 
since  the  1997  economic  crisis  there  has 
been  considerable  reform  in  South  Korea's 
banking  system  and  a  big  reduction  in  cor- 
porate debt.  Eric  Poh,  comanager  of  the 
closed-end  $93  million  Korea  Equity  fund, 
also  sees  positive  changes:  "In  the  past 
South  Korean  companies  always  aimed  for 
sales  growth,  but  after  three  financial  crises 
over  the  past  ten  years,  they  pay  more 
attention  to  margins  and  profits." 

Kookmin  Bank,  with  $180  billion  in 
assets,  the  largest  in  Seoul,  trades  as  an 
American  Depositary  Receipt  at  9.2  times 


the  consensus  earnings  forecast;  the  com- 
parable multiples  are  1 1  for  Citigroup  and 
15  for  China  Construction  Bank.  Korea 
Electric  Power  and  steelmaker  Posco  are 
among  the  other  ADRs. 

If  you  don't  mind  tangling  with  foreign 
currencies  and  red  tape,  consider  some  of  the 
many  Korean  shares  that  don't  have  ADRs. 
Hyundai  Department  Store,  which  is  off  34% 
from  its  52-week  high,  sells  for  8.5  times  its 
Thomson  IBES  consensus  earnings  forecast 
for  2007.  Security  analysts  expect  the  $2.2  bil- 
lion (revenues)  retailer  to  deliver  9%  annu- 
alized earnings  gains  over  the  next  three  to 
five  years.  Another  big  stock  with  no  ADR  is 
Hyundai  Motor,  which  is  making  big  inroads 
in  the  U.S.,  Eastern  Europe  and  India.  It  goes 
for  9  times  estimated  2007  earnings  versus  a 
multiple  of  1 5  for  Japan's  Toyota.  "The  last  few 
years  the  won  has  strengthened,  so  South 
Korean  companies,  such  as  Hyundai,  have 
focused  more  on  marketing  their  brands  than 
selling  at  a  low  price,"  says  Poh. 

Or,  sidestep  the  headaches  of  portfolio 
construction  and  buy  a  fund.  Poh's  closed- 
end  has  a  1.71%  annual  expense  and  trades 
at  a  7%  discount  to  net  asset  value.  The 
Barclays  iShare  exchange-traded  fund  for 
Korea,  akin  to  a  closed-end  with  a  fixed 
portfolio,  has  a  0.74  expense  ratio.  The 
open-end  Matthews  Korea  Fund  has  no 
load  and  runs  up  1.35%  in  expenses.  F 


A  $700  Billion  Market 

1  In  a  market  with  1,700  listed  equities,  Eric  Poh  of  the  Korea  Equity  Fund  is  bullish  on  shipbuilding  and  construction  companies, 
many  of  which  have  three  years  of  orders  on  their  books. 

ESTIMATED  2007 

ESTIMATED 

MARKET 

COMPANY/BUSINESS 

RECENT 
PRICE 

EPS 

P/E 

LONG-TERM 
EPS  GROWTH1 

VALUE 
($BIL) 

GS  ENGINEERING  &  CONSTRUCTION/construction 

$68.45 

$7.24 

9.5 

NA 

.  $3.5 

HYUNDAI  DEPARTMENT  STOREAetailing 

74.73 

8.81 

8.5 

9% 

1.7 

;  HYUNDAI  ENGINEERING  &  CONSTRUCTION/heavy  construction 

51.76 

4.47 

11.6 

NA 

5.7 

1  HYUNDAI  MIPO  DOCKYARD/shipbuilding,  repair 

124.55 

15.84 

7.9 

44 

2.5 

HYUNDAI  MOTOR/automobiles 

81.64 

9.05 

9.0 

10 

17.9 

KOOKMIN  BANK2/banking 

82.42 

9.00 

9.2 

45 

27.7 

KOREA  ELECTRIC  POWER2/electric  utility 

19.78 

1.80 

11.0 

3 

25.2 

KT2/wireless  telecom  services 

21.43 

2.85 

7.5 

9 

8.9 

j  POSCOz/steel 

68.39 

9.33 

7.3 

3 

21.9 

SAMSUNG  ELECTRONICS/consumer  electronics 

680.31 

58.38 

11.7 

8 

100.2 

1  SHINHAN  FINANCIAL  GROUPVfinancial  services 

89.12 

11.55 

7.7 

20 

15.5 

Prices  as  of  Oct.  16.  'Annualized  over  the  next  three  to  five  years.  Trades  as  American  Depositary  Receipt.  NA:  Not  available.  Sources:  Worldscope, 
Thomson  IBES  and  FI  Interactive  via  FactSet  Research  Systems. 
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MANAGEMENT 


HUMAN  CAPITAL  MANAGEMENT: 
he  C-Suite Needs  to  Know  About  HR  Tec 


HR  Technology  Comes  of  Age 


By  David  Creelman 


echnology  certainly  isn't  new  to  human  resources.  In  the  late  '90s, 
enterprise  resource  planning  vendors  including  SAP  and  the  now- 
departed  PeopleSoft  took  advantage  of  client-server  architecture  to 
deliver  complex  human  resource  management  systems.  But  those  big 
HRMS  packages  are  no  longer  at  the  center  of  the  action.  Today, 
talent-management  software  is  sweeping  the  business  world. 


ADVERTISEMENT  2 


etore  hmr;  iioin  .mo  ..Hsnnauon  casino  resort 
Wynn  Las  Vegas  could  open,  parent  compaiiy  Wynn 
Resorts  needed  to  hire  10,000  people  within  four 
months.  Complicating  matccrs  further  was  its  policy  of  treating 
every  applicant  like  a  valued  gues:. 

Wynn  Resorts  used  a  Web-based  recruitment  system  to  put 
applicants  through  a  series  of  online  tests,  helping  to  quickly 
identify  the  best  candidates.  The  software  also  automatically 
generated  letters  to  applicants  informing  them  of  their  status. 
Wynn  didn't  allow  technology  to  eliminate  the  human  touch: 
Greeters  welcomed  applicants  upon  arrival.  But  the  technology 
sped  up  the  hiring  process  and  enabled  the  casino  to  bring 
)  0,000  new  employees  onboard  in  record  time. 

Wynn  Resorts's  experience  is  a  testament  to  the  burgeoning  power 
of  HR  technology,  a  market  segment  that  Forrester  Research  estimates 
at  $9  billion,  with  the  hottest  segments  growing  at  20%  a  year.  HR 
professionals  can't  afford  not  to  keep  abreast  of  emerging  technologies. 

FROM  PROCESSING  PAYROLL 
TO  MANAGING  TALENT 

Technology  began  playing  a  big  role  in  human  resources  during 
the  early  1990s.  Enterprise  resource  planning  (ERP)  vendors 


took  advantage  of  client-server  architecture  to  deliver  comple 
human  resource  management  systems  (HRMS). 

Those  big  HRMS  packages  are  no  longer  at  the  center  of  th 
action.  Talent-management  software  is  sweeping  the  busine 
world.  These  suites  handle  everything  from  recruiting  to  pe 
formance  management  to  learning  management.  The  technolog 
can  seem  daunting,  especially  to  HR  managers  who  have  bee 
burned  before. 

"The  first-  and  second-generation  ERP  vendors  provided 
little  technology  with  an  awful  lot  of  consulting  wrappe 
around  it.  Implementation  was  painfully  slow,  very  expensiv 
and  often  disappointing.  Many  HR  departments  are  still  hurtin 
from  it,"  says  Donna  Ronayne,  vice  president  of  marketing  an 
business  development  for  Halogen,  a  performance  managemei 
software  vendor. 

That  complexity  is  leading  some  companies  to  outsource  H 
technology,  thereby  easing  administrative  headaches.  Also,  vendo 
are  providing  more  turnkey  products  to  make  HR  software  easic 
to  implement  and  use. 

"The  good  programs  make  the  sophisticated  simple  —  and  ju 
work,  without  headaches,"  says  Ronayne.  "HR  managers  are  n< 
used  to  that." 


Speeding  the  revolution  is  services-oriented  architecture 
(SO A )f  which  makes  it  easier  for  companies  to  write 
and  make  changes  to  their  software  applications. 


SilkRoad  technology's  user-friendly, Web-based  talent  management  solutions 
drastically  improve  talent  recruiting,  onboarding,  retention  and  compensation 
for  our  clients  worldwide. 

RedCarpet,  our  market-leading  onboarding  solution,  brings  consistency,  accountability 
and  efficiency  to  that  crucial  time  between  when  an  employee  accepts  a  job  offer  and  when 
he  or  she  is  contributing  fully  to  your  company's  success. 

By  engineering  every  step  of  the  onboarding  process  from  the  employee's  perspective, 
RedCarpet  helps  your  company  establish  a  foundation  for  strong  and  satisfying  relationships 
with  your  new  hires. 

From  the  employer's  perspective,  RedCarpet's  intuitive  dashboard  interface  and  highly  evolved 

content  management  system  transform  what  was  once  a 
scramble  of  tasks  and  data  gathering  into  a  well-coordinated 
symphony  that  delivers  a  positive  bottom-line  impact. 

You  work  hard  to  find  and  hire  the  best  and  brightest  people. 
If  you're  ready  to  make  them  shine,  contact  us  today  for  a 
RedCarpet  demonstration. 


SilkRoad 

technology 


ANDREW  "FLIP" 
FILIPOWSKI 

CHIEF  EXECUTIVE 
OFFICER 

SilkRoad  technology  ir 


www.silkroadtech.coil 


lude  staffing  vendors,  temporary  workers,  independent  contractors,  consulting  firms  and 


If  we  managed  their  contract  workers,  Rome 
might  have  been  built  in  a  day. 


ntact  Lisa  Quattrini,  Executive  Vice  President,  at  1-888-828-2750. 
Axium  International  Company/Certified  MBE.  ensemblemsp.com 
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TAMING  THE  TUMULT 

Speeding  the  revolution  is  services-oriented  architecture 
(SOA),  which  makes  it  easier  for  companies  to  write  and  make 
changes  to  their  software  applications. 

"This  will  be  as  big  a  change  as  was  the  move  from  client-server 
architecture  to  a  Web-based  architecture,"  says  Naomi  Bloom, 
managing  partner  of  Bloom  &  Wallace,  a  consultancy  specializing 
in  HR  systems. 

The  next  big  Oracle  product,  Fusion,  will  use  SOA,  as  will  the 
next  major  release  from  SAP. 


is  able  to  prepare  the  company  for  an  approaching  problem,  no 
just  react  when  the  problem  hits. 

"One  of  the  most  important  things  we  have  done  is  divide  th 
workforce  into  high-impact  jobs  (4%),  mission-critical  job 
(10%)  and  shared  services/administration  jobs  (86%),"  say 
Hilbert.  "We  proactively  address  projected  gaps  of  high-impac 
positions  up  to  three  years  in  advance." 

The  work  being  conducted  at  Valero  foreshadows  a  new  breed  o 
HR  professional:  one  who  is  highly  numerate,  analytical  and  at  eas 
with  technology. 


A  closely  watched  new  vendor  is  Walnut  Creek,  Calif-based 
Workday,  cofounded  by  Dave  Duffield,  who  started  PeopleSoft. 
The  company  touts  itself  as  an  alternative  to  inflexible  ERP  systems. 
Although  the  idea  of  going  up  against  SAP  and  Oracle  may  seem 
like  strategic  suicide,  SOA  may  disrupt  the  market  sufficiently  to 
give  new  entrants  a  chance  to  compete. 

Shakeouts  and  upheaval  are  common  in  the  HR  technology 
industry.  Large  ERP  vendors,  meanwhile,  are  competing  with 
niche  talent-management  providers  by  offering  modules  that 
plug  into  the  larger  enterprise  systems  they  sell. 

"There  is  a  lot  of  overlapping  functionality  from  one  talent- 
management  suite  to  the  next,  and  in  any  given  suite  some  modules 
can  be  pretty  lame,"  says  Ronayne.  "Companies  really  need  to 
understand  what  they  are  buying." 

AUTOMATE  AND  ANALYZE 

The  main  purpose  of  HR  technology  is  to  make  work  processes 
more  efficient,  although  one  byproduct  is  its  ability  to  capture  a  lot 
of  data.  This  makes  it  possible  to  do  some  serious  analysis. 

Valero  Energy  Corp.,  in  San  Antonio,  Tex.,  is  using  predictive 
modeling  to  look  for  upcoming  talent  gaps. 

"Most  books  are  saying  that  baby  boomer  retirements  will 
begin  in  a  big  way  in  2010,  but  when  we  dug  into  our  own  data 
we  found  we  are  going  to  get  slammed  in  2007,"  says  Dan 
Hilbert,  Valero's  director  of  recruiting.  "By  2011,  the  problem 
will  begin  to  drop  a 

By  applying  basic  analytical  techniques,  the  HR  department 


THE  NEXT  CHALLENGE 

Services-oriented  architecture  depends  on  applications  writtei 
in  Extensible  Markup  Language  (XML),  a  versatile  software  cod< 
that  enables  organizations  to  rapidly  change  applications  anc 
publish  updates  immediately  to  all  users.  Because  it  is  still  taking 
hold,  however,  underlying  issues  must  be  addressed  by  Hf 
organizations  seeking  to  capitalize  on  this  nascent  technology. 

For  one  thing,  off-the-shelf  software  packages  aren't  alway 
compatible  with  SOA  architectures.  Many  applications  an 
designed  to  automate  business  processes  and  make  them  repeatabl' 
and  predictable,  but  that  same  feature  can  hinder  flexible  change 
says  Mike  Foster,  chairman  and  chief  executive  officer  of  thi 
Human  Capital  Institute  in  Washington,  D.C. 

"That  was  fine  for  the  old  world  of  business,  which  was  al 
about  efficient,  replicable  processes,"  explains  Foster.  "But  th< 
new  world  is  about  change  and  disruption.  Cementing  processe 
in  place  can  actually  get  in  the  way  of  change." 

Creating  HR  systems  that  are  reliable,  efficient  and  adaptabl< 
all  at  once  is  the  next  frontier. 

It's  one  thing  to  invest  in  automating  your  recruitment  proces 
if  you  know  it  will  be  stable  for  many  years.  It's  quite  a  differen 
challenge  to  use  software  when  you  are  continually  experimenting 
with  new  processes  to  stay  aligned  with  a  changing  world.  If  HF 
technology  gets  in  the  way  of  adaptability,  then  it  could  do  mon 
harm  than  good.  Currently,  however,  the  advantages  outweigl 
the  disadvantages.  Technology  is  making  HR  faster,  more  efficien 
and,  most  of  all,  smarter  than  ever. 
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Human  Capital  Management  Resource  Directory 


HRMS  VENDORS 

ADP-Enterprisc  HR 

Roseland,  N.J. 
800-CALL  ADP 
www.adp.com 

Asccntis 

Bellevue,  Wash. 

800-229-2713 

www.ascentls.com 

Ceridian 

Minneapolis,  Minn. 

952-853-8100 

www.myceridian.com 

Kronos 

Chelmsford,  Mass. 

800-225-1561 

www.kronos.com 

Lawson  Software 

St.  Paul,  Minn. 

651-767-7000 

www.lawson.com 

Oracle  Corp. 

Redwood  Shores,  Calif. 

800-633-0738 

www.oracle.com 


Sage  Software 

Pleasanton,  Calif. 

866-308-2378 

www.sagesoftware.com 

SAP  America  Inc. 

Newtown  Square,  Pa. 

800-872-1727 

www.sap.com 

Spectrum  Human  Resource 
Systems  Corp. 

Denver,  Colo. 
800-477-3287 
www.spectrumhr.com 

Ultimate  Software 

Weston,  Fla. 
800-432-1729 

www.ultimatesoftware.com 

RECRUITING 
RESOURCES 

Authoria 

Waltham,  Mass. 

877-6AUTHOR 

www.authoria.com 


Deploy  Solutions  Inc. 

Auburndale,  Mass. 

877-GO-DEPLOY 

www.deploy.com 

DDI 

Bridgeville,  Pa. 

800-933-4463 

www.ddiworld.com 

Ensemble  Workforce 
Solutions 

(An  Axium  International 

Company) 

Los  Angeles,  Calif. 

888-828-2750 

www.ensemblemsp.com 

HireDesk 

Richmond,  British  Columbia, 

Canada 

604-278-4414 

www.hiredesk.com 

HireRight  Inc. 

Irvine,  Calif. 
800-400-2761 
www.hireright.com 

Hogan  Assessment  Systems 

Tulsa,  Okla. 
800-756-0632 

www.hoganassessments.com 


Kenexa  Corp.* 

Wayne,  Pa. 

877-971-9171 

www.kenexa.com 

Peopleclick  Inc. 

Raleigh,  N.C. 
877-820-4400 
www.peopleclick.com 

SilkRoad  Technology  Ii 

Winston-Salem,  N.C. 

866-329-3363 

www.silkroadtech.com 

Taleo  Corp. 

San  Francisco,  Calif. 

877-818-2536 

www.taleo.com 

VirtualEdge  Corp. 

Newtown,  Pa. 

215-504-5400 

www.virtualedge.com 

Vurv  Technology 

Jacksonville,  Fla. 

877-394-5644 

www.vurv.com 


*On  Oct.  6,  2006,  Kenexa  Corp.  announced  an  agreement  to  acquire  BrassRing,  a  talent-management  solutions  provider  to  multiple  vertical  markets  worldwide. 


About  Workforce  Management.  Published  twice  a  month  by  Crain  Communications,  Inc.,  Workforce  Management  (workforce.com)  is  the 
leading  business  publication  for  workforce  management  and  human  resources  professionals,  providing  news,  trends  and  analysis  to  50,000 
print  and  over  414,000  registered  online  subscribers. 


ENSEMBLE  WORKFORCE  SOLUTIONS 

Ensemble  Workforce  Solutions  simplifies  the  complexities  of  managing  a 
contract  workforce.  We  design,  implement  and  manage  vendor-neutral 
contract  workforce  programs  that  are  entirely  aligned  with  our  clients' 
business  requirements. 

Our  proprietary,  state-of-the-art  web-based  technology  provides  improved  visibility  of 
costs  across  the  entire  enterprise.  Ensemble  Workforce  Solutions  operates  in  20  countries 
and  services  many  Forbes  500  companies.  Our  clients  have  experienced  dramatic  savings  as 
well  as  improved  performance  and  controls  by  working  with  Ensemble  Workforce  Solutions. 

The  innovative  solutions  offered  by  Ensemble  are  flexible,  customizable 
and  scalable  to  meet  each  customer's  unique  workforce  needs.  The  breadth 
and  depth  of  our  service  offerings  are  unsurpassed  in  the  marketplace. 


Contact  Lisa  Quattrini,  Executive  Vice  President,  at  1-888-828-2750. 
www.ensemblemsp.com 
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A  battle  for  the 
gumey:  John 
Schulte  (in  black), 
chief  executive  of 
Spectranetics. 


MEDICINE 


Leg 
Men 


Spectranetics  has  a  cool 
device  to  clear  out 
clogged  arteries  in  the 
limbs.  So  does  a  bigger 
rival  |  By  Andy  Stone 


ICHAEL  SEVANTE,  A  69- 
year-old  retired  floor- 
covering  salesman,  had 
already  lost  his  left  leg  to 
clogged  arteries  and 
infection.  After  reduced  blood  supply  in 
his  right  limb  caused  two  toes  to  turn  gan- 
grenous, his  doctor,  cardiologist  Craig 
Walker,  pulled  out  a  new  tool:  a  laser- 
tipped  catheter  from  Spectranetics  Corp. 
that  bored  through  arterial  blockages, 
restoring  blood  flow  and  saving  the  leg. 
(Sevante  later  lost  the  diseased  toes.) 

Dr.  Walker  is  on  the  front  line  of  a  bat- 
tle waged  by  Spectranetics  Chief  John 
Schulte  to  get  his  machine  into  the  hands  of 
doctors  as  quickly  as  possible.  The  Col- 
orado Springs  company  spent  six  years 
developing  its  so-called  cardiovascular 
excimer  laser,  which  shoots  a  powerful 
beam,  up  to  2.5  millimeters  in  diameter, 
that  cuts  through  cholesterol  plaque.  The 
catheters  accounted  for  42%  of  $30  million 
in  revenue  in  the  first  half.  Now  Spectra- 


netics is  racing  to  become  the  dominant 
player  in  the  market  for  treating  peripheral 
artery  disease;  such  blockages  result  in 
1 50,000  amputations  in  the  U.S.  every  year. 

And  a  tight  race  it  is.  A  competing 
device  by  FoxHollow  Technologies  of  Red- 
wood City,  Calif,  relies  on  a  different  tech- 
nology— a  spinning  blade,  which  can  open 
a  hole  up  to  7mm  in  diameter — to  slice 
away  cholesterol  plaque.  This  contest  has  a 
little  of  the  Union  Pacific-Central  Pacific 
rivalry:  two  outfits  sprinting  toward  the 
same  goal  from  opposite  directions.  With  a 
bigger  bore,  FoxHollow's  SilverHawk 
plaque  exciser  is  well  suited  to  the  large 
arteries  of  the  upper  leg;  Spectranetics' 
machine  works  best  on  the  small  arteries  of 
the  lower  leg  and  foot,  where  most  limb- 
threatening  blockages  occur.  Each  com- 
pany has  developed  a  resized  model  that 
will  move  it  into  the  others  territory. 

Schulte  has  deputized  folks  like  Dr. 
Walker  to  promote  the  laser.  A  member  of 
Spectranetics'  board  of  directors,  Walker 
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was  one  of  the  first  cardiologists  to  use  the 
device  in  leg  arteries  and  has  since  trained 
hundreds  of  other  doctors.  (He  also  owns 
326,000  shares  of  Spectranetics,  worth  a 
recent  $3.6  million.) 

Spectranetics  had  a  rough  road  at  first. 
It  went  public  in  1992,  raising  $36  million. 
A  year  later  it  introduced  a  laser  to  open 
blocked  coronary  arteries— but  the  cath- 
eter sometimes  sliced  into  arterial  walls.  By 
the  time  Schulte  joined  Spectranetics  as  a 
director  in  1996,  a  fix  had  been  found: 
flushing  a  saline  solution  along  with  laser 
zapping.  But  the  laser  quickly  fell  out  of 
favor,  thanks  to  the  introduction  of  coro- 
nary stents.  Stented  arteries  remained  free 
of  blockages  longer. 

So  Spectranetics  sought  other  applica- 
tions. One  clinical  trial — to  show  the  supe- 
riority of  the  laser  over  balloon  angioplasty 
in  treating  arterial  blockage  in  the  upper 
legs — didn't  pan  out.  A  second  application, 
to  remove  old  pacemaker  leads  from  the 
heart,  has  generated  only  modest  revenues, 
although  Schulte  thinks  this  product's 


potential  has  scarcely  been  tapped. 

By  2002  things  got  interesting  inside 
the  company.  Schulte  and  other  members 
of  the  board  championed  a  laser  device 
that  would  treat  peripheral  artery  disease, 
but  they  collided  with  management, 
which,  he  says,  continued  to  push  for  the 
same  dead-end  approaches.  Shareholders 


launched  a  proxy  battle  in  an  attempt  to 
oust  Schulte  and  another  board  member, 
who,  they  claimed,  were  being  overcom- 
pensated  with  shares  and  options.  Schulte 
says  it  was  a  matter  of  differences  in  strat- 
egy— that  he  favored  spending  more  on 
R&D  and  less  on  marketing  old  products. 
An  arbitrator  stepped  in  and  worked  out  a 
severance  deal  with  management  for  a 


reported  $  1 .7  million.  Schulte  took  over  as 
chief  in  January  2003;  his  leg-artery  laser 
won  federal  approval  the  following  year. 

Schulte,  58,  is  a  business  guy — he  earned 
an  M.B.A.  at  Boston  University — and  he's 
worked  for  three  decades  in  medical  devices. 
In  1978  he  licensed  the  first  angioplasty  bal- 
loon catheter  approved  in  the  U.S.,  while 


heading  business  development  at  CR  Bard.  He 
did  time  at  Target  Therapeutics,  overseeing 
brain-disease  treatments;  headed  up  surgical 
products  at  Genzyme  Corp.,  the  number 
three  biotech  company;  and  ran  Somnus 
Medical  Technologies. 

His  counterpart  at  FoxHollow,  cardiol- 
ogist John  Simpson,  is  formidable.  In  the 
late  1970s  Simpson  developed  an  im- 


Medical  progress  in  cardiovascular 
disease  over  the  past  years 
could  be  just  the  beginning. 


proved  balloon  catheter  for  opening  coro- 
nary blockages.  After  founding  three 
medical-device  companies  that  he  sold  to 
Eli  Lilly  and  Abbott  Laboratories,  he  set  up 
FoxHollow  in  1994.  Last  fall,  as  chairman, 
he  tangled  with  management — an  eerie 
echo  of  Schulte's  struggles.  While  Simpson 
saw  technology  as  the  key  to  growth, 
FoxHollow's  chief  spent  more  on  his  sales 
force.  Simpson  fired  him  in  December 
and,  after  a  fruitless  search  for  a  new  head 
honcho,  took  over  in  June. 

He's  been  busy.  His  196  sales  reps  have 
moved  the  FoxHollow  blade  into  1,200 
hospitals  so  far,  more  than  double  the  pen- 
etration of  Spectranetics'  72-person  sales 
force.  FoxHollow  revenue  was  $95  million 
for  the  first  half  of  2006.  Adding  oomph  to 
that  drive,  Merck  in  September  bought 
$95  million  worth  of  FoxHollow  shares 
and  is  investing  $100  million  over  four 
years  in  the  company  to  study  plaque  cut 
by  the  blades,  with  a  view  to  developing 
drug  treatments. 

The  real  fun  is  set  to  begin,  as  the  two 


companies  approach  each  others  markets. 
In  September  FoxHollow  introduced  a 
smaller-diameter  version  that  can  operate 
in  the  narrow,  fragile  arteries  below  the 
knee,  near  the  ankle  and  foot.  Spectra- 
netics is  developing  a  larger-bore  laser  for 
the  upper  leg.  But  the  device  won't  be  out 
anytime  before  the  second  half  of  2007. 

So  which  standard  wins?  Depends  on 
whom  you  ask.  Dr.  lames  McKinsey,  a  vas- 
cular surgeon  at  NewYork- Presbyterian 
Hospital  who  has  been  involved  in  the 
early  use  of  the  small-bore  FoxHollow 
product,  uses  the  devices  in  70%  to  80%  of 
peripheral  artery  cases.  In  the  upper  leg  the 
blade's  larger  opening  lets  him  avoid  stents 
to  keep  arteries  clear  following  surgery. 
Stents  can  be  dangerous:  Constant  bending 
in  the  legs  can  cause  the  implants  to  break. 
Dr.  Ezra  Deutsch,  director  of  cardiac 
catheterization  at  Long  Islands  Southside 
Hospital,  swears  by  the  Spectranetics  laser. 
"I  live  in  fear  of  a  tear"  in  the  artery  wall, 
says  the  cardiologist.  Stents  don't  trouble 
him  as  much.  Perhaps,  as  Dr.  Walker,  the 


cardiologist  who  sits  on  Spectranetics' 
board,  says,  "There  is  going  to  be  a  role  for 
both." 

Schulte  would  prefer  not.  In  an  effort  to 
gain  the  upper  hand  he  now  gives  away  the 
$75,000  motors  that  power  his  system. 
(So  far  he's  handed  out  25.)  In  return  hospi- 
tals agree  to  buy  five  disposable  catheters 
per  month,  at  $2,250  apiece,  but  with  no 
minimum  time  commitment.  In  May 
Spectranetics  raised  $48  million  in  a  second 
stock  offering,  partly  to  fund  the  freebies. 
Ryan  Rauch  at  Jefferies  &  Co.  thinks  that 
because  the  machines  are  amortized  over 
three  to  five  years,  generosity  shouldn't  have 
a  big  impact  on  future  earnings. 

In  the  end  the  rivalry  could  move 
science  forward.  Both  companies  are  devel- 
oping fiber-optic  technologies  to  allow 
doctors  to  see  inside  tiny  arteries,  which 
might  make  catheters  more  effective  in 
opening  arterial  blockages  in  the  heart,  as 
well.  Medicine's  enormous  progress  in  com- 
bating cardiovascular  disease  in  the  past  30 
years  could  be  just  the  beginning.  F 
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Every  part,  every  feature,  every  detail  of  the  Accord  is 
ingeniously  designed  to  bring  comfort,  safety  and  peace 
of  mind  to  the  driver.  From  the  standard  side  curtain 
airbags  to  the  available  navigation  system  to  the  highly 
efficient  engine*  every  piece  is  deeply  contemplated. 


houghtful,  through  and  through. 


The  Accord  Sedan 
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4-cvlinder  model  shown.  ©2006  American  Honda  Motor  Cxi.,  Inc. 


SPINNING  ON  THE  WEB 

Candid 
Camera 

Damage  control  in  the  age  of  YouTube: 
Ford  Motor  Co.  bares  its  soul  in  a  novel 
Web  campaign  |  By  Jonathan  Fahey 
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Fist  Full  of  Doubters 

8/23/2006  t  40  59  PM  -  As  news  of  Cordis  disaooomting,  financial  performance 
hits  Wall  Street  once  agam.  the  compansbocOes  to  accclorate  the  Way 
Forward  plan  Can  Ford  ma<c  the  twr.     mc  haooer  ir  time7 


comments  I  rate  this  *  *** 


'Even  if  you  assume  that 
everything  that  can  go  wrong 
goes  right,  it's  going  to  be  a  very 
long  struggle.  And  if  some  things 
do  go  wrong,  there  is  no  recovery. 


HE  MUSIC  IN  A  DOCUMENTARY-STYLE  FILM 
about  Ford  Motor  Co.  is  ominous  and  dark, 
befitting  the  company's  troubles — and  the 
mood  among  the  many  Ford  watchers  inter- 
viewed in  this  film.  "The  cars  that  are  being 
produced  now  have  no  style  to  them;  they  all  look  the 
same,"  grumbles  Anthony  Dettore,  a  Ford  collision 
repair  center  owner. 

Ford  dealers  pile  on,  too.  "Our  pricing  is  totally 
irrational,"  says  Vincent  Sheehy,  who  sells  Fords  from 
dealerships  in  Virginia  and  Maryland. 

Even  Ford  executives  bare  all:  "Were  in  trouble  because 
we  lost  touch  with  the  consumer^'  says  Robert  Shanks,  Ford 
vice  president  and  controller,  the  Americas. 

Part  mea  culpa,  part  rallying  cry,  Ford  is  trying  to 
gin  up  empathy  among  customers  and  investors 
through  a  series  of  four-minute  films  it  is  producing 
and  putting  up  on  the  Web.  Called  Bold  Moves:  The 
Future  of  Ford,  the  15-part 
series,  accompanied  by  arti- 
cles and  links  to  blogs,  is 
remarkable  in  its  reality- 
TV-style  candor.  It  features 
Ford  executives,  dealers, 
customers  and  industry 
watchers,  many  of  whom 
are  critical  of  the  belea- 
guered company  and  pes- 
simistic about  its  future. 
"This  is  a  company  that 
really  could  go  down,"  says 
Dorinda  Elliott,  a  former 
business  editor  at  Time  and 
one  of  six  journalists  who 
appear  so  far  in  the  warts- 
and-all  effort,  which  will 
include  30  episodes  by  the 
end  of  the  year. 

The  campaign,  airing  on 
www.fordboldmoves.com, 
was  conceived  by  JWT  Detroit, 
Ford's  ad  agency,  as  a  way  for 
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—Mark  Fields,  Ford 
president,  the  Americas 
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the  company  to  own  up  to  its  challenges,  including  market-share 
declines  and  lackluster  products,  while  promoting  its  upcoming 
offerings.  The  idea  was  to  inject  a  bit  of  a  Michael  Moore-like  ex- 
pose into  the  marketing  campaign,  which  includes  features  on  Fords 
design  history  and  behind-the-scenes  footage  of  new  vehicles  com- 
ing together  in  design  meetings  and  on  the  assembly  line.  But  the 
bad  news  from  Ford  accelerated  this  year.  Now,  along  with  fea- 
tures about  the  2007  Edge,  a  so-called  compact  utility  vehicle  due 
out  in  November,  the  103-year-old  company's  latest  troubles  also 
get  aired. 

"We  can't  hide  behind  a  veil,"  says  Mary  Lou  Quesnell,  Ford 
marketing  director  for  the  project.  "We  want  to  be  transparent. 
We  want  to  be  candid." 

The  scriptless  films,  which  first  hit  the  Web  in  June,  some- 
times take  on  the  look  of  a  car  wreck  in 
slow  motion.  Cameras  were  rolling  as 
Wall  Streeters  responded  to  Bill  Ford's  sec- 
ond-quarter earnings  announcement  last 
July  20  before  the  then  chairman  handed 
the  chief  executive  title  to  Alan  Mulally. 
Mark  Fields,  Ford's  North  American  chief, 
was  captured  on  that  same  stressful  day 
addressing  Ford  employees.  "Time  is  up," 
he  tells  them  in  episode  ten.  "We've  got  to 
fix  the  business  and  we've  got  to  fix  it 
now."  Fields,  the  telegenic  star  of  this 
effort,  gets  all  the  good  lines:  "Change  or 
die,  baby.  That's  what  it's  all  about,"  he  pro- 
nounces operatically  at  the  end  of  the  first 
episode. 

It's  becoming  clear  that  change  will  take 
longer  than  Ford  executives  anticipated  a 
few  months  ago.  Even  though  Fields  tells 
his  camera  crew  that  Ford  will  "continue  to 
get  battered  in  the  marketplace  for  its 
financial  performance,"  he  didn't  know 
then  how  right  he  would  be.  In  a  film 
posted  in  June,  Fields  promised  that  Ford, 
whose  auto  operations  are  expected  to  lose 
$5  billion  this  year,  would  turn  profitable 
by  2008.  The  company  has  since  pushed 
the  date  back  to  2009  or  later. 

This  being  a  marketing  campaign,  there's  plenty  of  positive 
spin.  Viewers  might  think  its  "turnaround,"  a  term  tossed  around 
repeatedly  in  the  Web  films  and  articles  that  Ford  commissioned 
to  accompany  them  on  the  site,  is  in  full  swing.  Ford  is  featured 
as  heroic— "America's  car  company."  In  one  flick  the  flag-waving 
is  literal:  An  American  flag  is  seen  snapping  in  the  wind.  There's 
heart-tugging  music  that  makes  the  brand  seem  heroic.  There  are 
also  copious  plugs  that  mention  Ford  in  the  same  sentence  as 
"legend"  and  "breakthrough  products."  One  film  tries  to  make 
the  case  that  Ford's  Fusion  midsize  sedan  is  better  than  the  more 
popular  Toyota  Camry. 

The  Web  series  is  being  filmed  by  Radical  Media,  the  produc- 
tion company  behind  The  Fog  of  War,  the  Oscar-winning  2003 


"I  wish  Ford's  product 
development  program 
was  more  nimble.  At 
times  it  seems  like  a  huge 
ship  that  takes  forever 
to  turn." 
Ford  dealer 


documentary  about  the  moral  complexities  of  modern  warfare, 
as  told  by  former  U.S.  Secretary  of  Defense  Robert  S.  McNamara. 

"There  is  tremendous  conversation  about  Ford  going  on," 
says  JWT  Detroit  President  and  Chief  Executive  George  Rogers, 
who  says  no  one  has  been  paid  to  appear  in  the  films.  "This  is 
our  way  of  engaging  in  the  conversation." 

The  site  is-getting  traffic.  There  have  been  1.2  million  visitors 
who  spend,  on  average,  10  minutes  perusing  the  available  con- 
tent, says  Ford.  Twenty  percent  return,  and  70,000  people  have 
clicked  through  to  the  company's  sales  Web  site.  Folks  who  have 
been  to  the  Bold  Moves  site  spend  12%  more  time  looking  at 
cars,  configuring  them  and  searching  dealer  inventory  than 
other  visitors  to  the  sales  site. 

"Ford  is  proving  that  there  is  an  advantage  to  admitting  and 
revealing  weaknesses  so  that  an  audience 
feels  it  has  a  stake  in  the  outcome  of  the  cri- 
sis," says  Lanny  J.  Davis,  a  lawyer  and  part- 
ner at  Orrick,  Herrington  &  Sutcliffe  in 
Washington,  D.C. 

A  few  longtime  Ford  bashers  are  cheer- 
ing. "It  was  a  courageous  move  for  Ford  to 
open  the  door  to  its  critics,"  says  Jennifer 
Krill  of  Rainforest  Action  Network,  which 
does  all  it  can  to  publicize  the  contribution 
of  SUVs  to  atmospheric  carbon. 

But  the  image  campaign  is  also  attract- 
ing skeptics.  Ford  includes  a  daily  roundup 
of  selected  blogs  and  Internet  chatter  while 
touting  its  good  deeds,  such  as  providing 
retirement  and  education  programs  for  ex- 
employees.  In  September  the  company 
announced  it  would  ax  14,000  white-collar 
workers  and  offer  buyouts  to  75,000  hourly 
workers.  One  respondent,  identified  as  Ron 
J.,  a  Ford  retiree,  bashes  the  Web  spin  as  just 
another  ho-hum  program  conceived  by  "by 
high-priced  Ford  consultants."  In  an  anony- 
mous posting  another  contributor  offers: 
"Ford  will  not  survive  this  one." 

Ford's  ad  agency  is  calling  the  come- 
clean  campaign  "brand  journalism."  Others 
say  it's  little  more  than  marketing  junk.  One  Ford  employee  com- 
plains that  the  films  are  too  grim  to  help  sell  cars.  And  for  all  the 
talk  of  candor,  Ford  reviews,  edits  and  kills  comments  before 
posting  them,  sometimes  days  after  they  are  submitted.  It  also 
refuses  to  say  what  it's  spending  on  the  campaign.  Ford  execu- 
tives say  only  that  it  costs  a  lot  less  than  they  spend  to  produce 
and  buy  time  for  a  30-second  TV  commercial. 

"It's  more  Madison  Avenue  manipulation,  and  it  offends  me," 
says  Lawrence  Weber,  chairman  of  W2  Group,  a  Boston  public 
relations  and  marketing  outfit  that  focuses  on  digital  media. 

But  in  their  new  view  of  communications,  Ford  executives 
seem  to  think  even  naysayers  may  help  the  company  navigate  a 
comeback.  Says  Fields  on  camera:  "The  American  people  love 
the  truth  and  they  love  an  underdog.  That's  us."  F 
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THE  TOUR  Championship  presented  by  Coca-Cola  began  in  1987  anc 
was  conceived  as  a  way  of  adding  an  exclamation  mark  to  the  end  o 
the  official  PGA  TOUR  season  —  which  it  has  done  very  admirably.  Bu 
beginning  next  year,  it  will  assume  even  greater  importance  as  i 
becomes  the  culminating  event  in  the  new  FedExCup  competition. 


The  FedExCup  is  a  season-long,  bonus-point  competition  that  will 
conclude  with  THE  TOUR  Championship  at  the  historic  East  Lake 
Golf  Club  in  Atlanta,  September  10-16,  The  top  30  players  in 
FedExCup  points  will  qualify  for  the  final  event  in  the  first  ever 
four-tournament  PGA  TOUR  Playoffs  for  the 
FedExCup.  As  it  has  been  since  its  inception,  this 
year's  championship  will  continue  to  have  a  select 
field,  with  only  the  top  30  players  on  the  TOUR  s 
Official  Money  List  making  it  into  the  tournament. 
Since  it  is  the  final  official  event  of  the  year,  it  has 
the  potential  to  determine  who  will  receive  the  Jack 
Nicklaus  Trophy  as  the  TOUR's  Player  of  the  Year. 

Over  the  years,  THE  TOUR  Championship  has 
been  played  on  some  of  the  nation's  finest  courses,  such  as  U.S.  Open 
venues  like  the  Pebble  Beach  Golf  Links,  Champions  Golf  Club, 
Pinehurst  No.  2,  The  Olympic  Club  and  Southern  Hills  Country  Club. 

While  East  Lake  has  never  hosted  the  Open,  it  earned  a  place  in 
golf  history  as  the  club  where  the  immortal  Bobby  Jones  (pictured 
above)  learned  the  game,  alongside  his  friend  AJexa  Stirling,  who 
won  the  U.S.  Women's  Amateur  in  1916,  '19  and  '20.  East 
Lake  was  also  where  Jones,  who  was  suffering  from  the  early 
stages  of  the  degenerative  and  ultimately  fatal  nerve  disease 
syringomyelia,  played  his  final  round  of  golf. 

East  Lake  measures  7,154  yards  from  the  champi- 
onship tees  and  plays  to  par  70. The  most  famous  (or 


infamous,  depending  on  your  point  of  view)  hole  on  the  front  nine  l 
the  165-yard,  par-3  sixth  hole,  which  plays  from  an  elevated  tee  to  , 
diagonally  angled  peninsula  green  reaching  out  into  East  Lake.  Jone 
was  particularly  bewitched  by  the  hole. 

"What  do  you  use  on  this  hole?" Jimmy  Demare 
once  asked  The  Great  Man  during  a  casual  round. 
"A  water  ball,"  said  Jones. 

East  Lake  is  something  of  a  rarity  in  that  the  closinj 
hole  is  a  par  3,  albeit  a  monstrous  one,  playing  23; 
yards,  uphill  and  generally  into  the  wind.  It  has  provec 
a  stern  test,  particularly  under  final-round  pressure. 

Here's  a  bit  of  trivia:  East  Lake  is  the  only  coursi 
in  the  U.S.  to  have  produced  two  British  Amateu 
champions:  Jones  in  1930  and  Charlie  Yates  in  1938. 

It  has  also  produced  Hal  Sutton,  Phil  Mickelson,  Vijay  Singh 
Retief  Goosen  and,  last  year,  Bart  Bryant  as  winners  of  THI 
TOUR  Championship. 

And  as  for  Tiger  Woods,  the  game's  dominant  player  won  the  chain 
pionship  in  1999  at  Champions  Golf  Club  in  Houston  but  has  finishec 
second  three  times  at  East  Lake. 
Like  his  chances  this  time  around? 


Thursday,  November  2:  12-5  p.m.  ESPN 


SBmBB  Friday,  November  3: 12 -5  p.m.  ESPN 


Saturday,  November  4:  3:30-7  p.m.  ABC 
Sunday,  November  5:  12-1  p.m.  ESPN2  and  1-5  p.m.  AB' 
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ments,  and  they're  turning  to  biology.  Half 
a  dozen  companies  are  working  on  ways 
to  regrow  cartilage  to  repair  knee  injuries, 
offering  quicker  and  less  painful  recover- 
ies. "The  future  of  sports  medicine  is  bio- 
logic," says  Scott  Rodeo,  cohead  of  the 
sports  medicine  sen/ice  at  New  York  City's 
Hospital  for  Special  Surgery. 

The  most  common  reason  for  knee 
surgery  is  to  repair  a  torn  meniscus, 
the  cartilaginous  shock  absorber 
between  leg  bones.  In  current  practice 
surgeons  remove  as  little  of  a 
damaged  meniscus  as  possible  or 
replace  it  with  a  graft  from  a 
cadaver  in  a  technically  chal- 
lenging operation.  A  Baltimore 
biotech,  Osiris  Therapeutics,  is 
starting  early  clinical  trials  on  a 
new  procedure  that  might  regen- 
erate the  meniscus  using  adult  I 
donor  stem  cells,  but  its  approach 
may  take  years  to  reach  the  mar- 
ket, assuming  it  even  works. 

Most  of  the  imminent  innova- 
tion in  knee  surgery  has  to  do  with 
replacing  articular  cartilage,  the 
dense  layer  of  protective  tissue  at 
the  tips  of  the  tibia  and  femur 
bones.  This  type  of  work  began  a 
decade  ago  at  Boston  biotech  firm 
Genzyme  with  a  procedure  called 
Carticel,  which  implants  the 
patient's  own  cartilage  cells  back 
into  the  damaged  area.  The  sur- 
geon first  draws  out  some  300,000 
chondrocyte  cells,  precursors  to  BBj 
mature  cartilage,  from  the  patient's 
knee  and  sends  them  off  to  Genzyme. 
Within  four  weeks  Genzyme  returns  12 
million  cultured  cells  to  the  surgeon,  who 
injects  them  under  a  thin  patch  of  mem- 
brane taken  from  a  healthy  section  of  the 
patient's  upper  shin  bone. 

Some  1,400  Carticel  procedures  are 
performed  each  year,  at  a  cost  of  $30,000 
to  $35,000  apiece.  While  surgeons  like  the 
results  of  the  Genzyme  procedure,  it  is  a 
cumbersome,  hours-long  operation,  and 
the  new  cells  may  leak  out  if  the  patch 
happens  to  shift  inside  the  knee. 

The  surgery  that  Mirzayan  is  perform- 
ing, which  involves  TruFit  plugs  from  the 
OsteoBiologics  division  of  devicemaker 
Smith  &  Nephew,  is  one  of  several  updates 


to  the  Carticel  idea.  Once  tamped  into  the 
-bone,  the  plugs  soak  up  blood  and  bone 
marrow,  and  the  mixture  encourages  new 
>ne  and  cartilage  to  grow  into  the  plug 
material— no  patch  required.  The  proce- 
dure is  approved  to  fix  cartilage  in  Europe 
and  to  fix  bone  in  the  U.S. 

Surgeons  at  Ohio's  Cleveland  Clinic 
are  testing  a  procedure  from  Austrian 
company  Ars  Arthro  that  promises  to 
regrow  cartilage  much  the  way  hair  plugs 
work  (sometimes)  for  bald  men.  A  safety 
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By  the  Numbers 


19  million  Visits 

to  doctors'  offices  due  to  knee 
problems  in  2003. 

13  million  Number 

of  Americans  with  knee 
osteoarthritis. 


3,481,977  Projected 

total  knee  replacements  in  2030 


268,200  Projected 

total  knee  replacement  redo 
surgeries  in  2030. 

10%  Annual  growth  in 
dollar  cost  of  a  total  knee 
replacement. 

Sources:  American  Academy  of 
Orthopedic  Surgeons;  Mako 
Surgical;  Exponent  Lazard 
Capital  Markets. 


study  by  the  Food  &  Drug  Administra- 
tion began  last  year  and  will  conclude  by 
year's  end.  In  the  procedure  a  surgeon 
takes  cartilage  cells  from  a  patient's  knee 
and  sends  the  cells  to  be  grown  in  a  thin, 
wafer-shape  matrix  of  collagen  that 
comes  from  the  tails  of  rats.  Two  weeks 
later  the  surgeon  cuts  the  wafer  to  fit  the 
patient's  injured  joint  and  reimplants  it 
into  the  knee.  The  idea  is  that  the  colla- 
gen will  hold  the  regrown  cartilage  cells 
in  place  while  they  reintegrate  into  the 
knee.  Anthony  Miniaci,  an  orthopedic 
surgeon  working  on  the  project  who 
heads  the  clinic's  sports  medicine  depart- 
ment, says  the  procedure  has  garnered 
favorable  results  in  Europe.  Last  year 


Genzyme  bought  Verigen,  which  has  a 
similar  product  on  the  market  in  Europe. 
Genzyme  will  seek  approval  for  U.S. 
trials  in  2007. 

Despite  the  new  advances,  doctors 
don't  plan  to  give  up  on  replacing  knees. 
New  laser-guided  surgery  software  now 
helps  surgeons  position  implants  cor- 
rectly, a  process  Barry  Boden,  an  ortho- 
pedic surgeon  in  Rockville,  Md.,  calls 
"checking  your  work."  Zimmer  Inc.  in 
April  released  the  first  implant  for 
women,  who  get  two-thirds  of  all 
replaced  knees.  Of  23  aspects  of 
a  knee,  19  are  different  between 
women  and  men,  says  Raymond 
Elliott,  Zimmer's  chairman.  In  the 
past,  Elliott  says,  implant  sellers 
"were  saying  to  women,  'You're 
just  small  men.'" 

One  new  implant  procedure, 
from  Mako  Surgical  in  Fort  Lau- 
derdale, Fla.,  targets  young  osteo- 
arthritis sufferers  with  less-severe 
damage.  Mako's  $750,000  robot  pre- 
pares the  ends  of  the  tibia  and 
femur  for  an  implant  by  shaving  off 
millimeters  of  bone.  Because  the 
surgery  involves  a  2-inch  incision 
and  a  small  area  of  bone,  much  less 
than  a  traditional  knee  replacement, 
patients  go  home  in  two  days  and 
regain  their  range  of  motion  in  a 
week,  says  physician  Maurice  Ferre, 
Mako's  chief  executive. 

Mako's  product,  launched  in 
June,  has  FDA  clearance.  Now 
offered  in  only  one  Florida  hospi- 
tal, it  will  be  available  in  ten  sites  in  the 
next  year,  Ferre  says.  Russell  Warren,  for- 
mer head  surgeon  at  the  Hospital  for  Spe- 
cial Surgery,  tested  the  robot  on  a  cadaver 
knee,  using  its  reading  of  a  CT  scan  to 
navigate.  "It  can  make  much  more  pre- 
cise, smaller  incisions,"  Warren  says.  (His 
son  Russell  Jr.'s  venture  fund,  Ivy  Capital 
Partners,  has  invested  in  Mako.) 

Eventually  only  older,  more-debilitated 
patients  may  get  their  knees  replaced. 
"Within  10  to  20  years,  the  number  of 
knee  replacements  we  do  will  decrease 
gradually  and  the  number  of  biological 
replacements  will  gradually  increase,"  says 
Michael  Trice,  a  surgeon  at  Johns  Hopkins 
in  Baltimore.  F 
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e  all  have  financial  goals  we  want  to  achieve.  Living  well  in  retirement  is  one  of  them.  More  than  in  any 
evious  era,  retirement  today  holds  the  potential  to  be  a  period  of  true  golden  years.  With  average  life 
[pectancy  on  the  rise,  there  certainly  is  time  to  pursue  passions,  both  new  and  old.  By  developing  a  solid 
lancial  plan,  you  raise  your  chances  of  living  the  life  you  wish  in  retirement. 
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Moderately  Conservative      Moderately  Aggressive 


Aggressive 


Real 
Estate 


Equities 


ities 


Fixed 
Income 


Fixed 
Income 


Fixed 
Income 


Real 
Estate 


Fixed 
Income 


Equities 


Equities 


There  is  no  magic  to  investing  well  for  retirement.  Time-tested  principles  and  a  view  for  the 
long  term  are  some  of  the  best  ways  to  avoid  chasing  faddish  investments  that  do  little  for  a 
person's  portfolio.  According  to  Scott  Evans,  chief  investment  officer  for  the  TIAA-CREF 
group  of  companies,  you  should  observe  two  basic  rules  that  can  help  you  become  a  success- 
ful investor.  One  rule  is  to  diversify  your  holdings.  Simply  put,  this  means  you  don't  want  your 
lancial  health  to  depend  on  any  one  stock  or  small  group  of  stocks. 

Diversifying  effectively  means  balancing  your  portfolio  among  asset  sectors,  like  stocks,  bonds  and  real 
tate.  That  provides  the  opportunity  for  your  portfolio  to  benefit  from  the  strong-performing  sectors  and 
ay  help  buffer  the  effects  when  the  cycle  of  the  markets  inevitably  brings  the  highfliers  down  to  earth. 
The  other  basic  rule  for  long-term  investing  is  to  rebalance  your  portfolio  regularly.  Once  you've  deter- 
ined  the  blend  of  assets  you  are  comfortable  with  for  your  portfolio,  the  work  isn't  done.  Each  asset  class 
Jl  grow  (or  decline)  at  different  rates,  which  means  in  as  little  as  a  year,  your  target  asset  balance  can  be 
it  of  whack.  You  diversified  your  assets  to  help  reduce  risk,  but  not  rebalancing  every  year  or  so  allows 
at  risk  to  creep  back  into  your  portfolio.  (Rebalancing  and  diversification  do  not  protect  against  losses.) 
There's  no  one  secret  to  good  investing.  Too  often,  investors  can  become  overwhelmed  by  the  hype  of  a 
:ndy  investing  scheme.  Before  chasing  a  popular  sector  think  about  a  long-term  strategy.  Adds  Evans,  "The 
ality  is  you  have  the  potential  to  get  ahead  if  you  diversify,  rebalance  and  avoid  chasing  yesterday's  returns." 


EVALUATE 
YOUR  RISK 
TOLERANCE 
ON 
REVERSE 
SIDE 


FINANCIAL  SERVICES 
FOR  THE  GREATER  GOOD' 


tiaa-cref.org/myretlrement 


f.DVfcf.  -■SEMENT  2 


EVALUATE  YOUR  RISK  TOLERANCE 

The  following  quest  car  help  you  gauge  your  risk  tolerance.  Add  up  the  points  from  your  answers  to  the  questioi 
below.  There  is  no  right  or  wrong  answer,  just  what's  right  for  you. 

^  Which  of  the  following  three  hypothetical  investment  portfolio 
returns  over  a  one-year  period  are  you  most  comfortable  with? 

A.  A  potential  return  of  6%  a  year 


£  Protectin  ;inal  investment  (the  principal)  is  more 

impoi  tant  than  achieving  significant  growth.  Do  you: 

A.  Strongly  agree?  0 

B.  Agree?                                                      .  4 

C.  Disagree?  1 1 

D.  Strongly  disagree?  16 

Points  


with  a  slight  chance  of  losing  value 

B.  A  potential  return  of  10%  a  year 

with  a  moderate  chance  oflosing  value 

C.  A  potential  return  of  14%  a  year 

with  a  significant  chance  oflosing  value 


Which  of  the  following  investment  strategies  best  suits  you? 

A.  One  that  seeks  to  avoid  loss  0 

B.  One  that  has  potential  for  both 

moderate  gain  and  moderate  loss  9 

C.  One  that  maximizes  potential  gain 

regardless  of  die  potential  for  loss  18 

Points  


Points 


^  Which  of  die  following  hypothetical  portfolio  average  annual 
returns  over  a  three-year  period  are  you  most  comfortable  with? 

A.  Between  0%  and  10% 

B.  Between  -5%  and  18% 

C.  Between -10%  and  26%  1 

Points  


You  own  a  stock  fund  that  has  lost  15%  of  its  value  over  the 
past  year,  despite  previous  years  of  solid  performance.  This 
loss  is  consistent  with  those  of  similar  funds  during  the  past 
year.  At  this  time  would  you: 

A.  Sell  all  of  your  fund  shares? 

B.  Sell  some  —  but  not  all  —  of  your  fund  shares? 

C.  Continue  to  hold  all  of  your  shares? 

D.  Buy  more  shares  to  increase 
vour  investment  in  the  fund? 


TOTAL  POINTS 


12 


Points 


Inflation  can  greatly  reduce  the  real  rate  of  return  on  invest- 
ments over  time.  Which  of  the  following  best  describes  how 
you  feel  about  investment  risk  with  respect  to  inflation?  I  am 
willing  to  accept: 

A.  Significant  potential  for  loss  and  high  volatility 

in  trying  to  greatly  exceed  the  rate  of  inflation  18 

B.  Moderate  potential  for  loss  and  lower  volatility 

in  trying  to  exceed  the  rate  of  inflation  9 

C.  Minimal  potential  for  loss,  although  my 

investment  may  only  keep  pace  with  inflation  0 

Points   


HOW  DO  YOU  SCORE? 

0  -  26:  Conservative 

Conservative  investors  wish  to  avoid  short-term  losses  even  if 
they  get  a  lower  return,  but  they  still  aim  to  beat  inflation  ovei 
the  long  term. 

27  -  48:  Moderately  Conservative 

Moderately  conservative  investors  want  to  preserve  the  value 
of  their  investments  but  are  wilhng  to  accept  some  risk  in 
exchange  for  potentially  higher  returns. 

49  -  70:  Moderately  Aggressive 

Moderately  aggressive  investors  are  willing  to  accept  significant 
risk  and  volatility  in  exchange  for  added  growth  potential. 

71  -  100:  Aggressive 

Aggressive  investors  look  to  maximize  long-term  returns  and 
are  willing  to  accept  short-term  losses  to  do  so. 


FINANCIAL  SERVICES 
FOR  THE  GREATER  GOOD 


C36812:  TIAA-CREF  Individual  &  Institutional  Services,  LLC,  and  Teachers  Personal  Investors  Services,  Inc.,  distribute  securitii 
products.  You  should  consider  the  investment  objectives,  risks,  charges  and  expenses  carefully  before  investing.  Plea: 
call  800-223-1200  or  visit  www.tiaa-cref.org  for  a  prospectus  that  contains  this  and  other  information.  Please  read  tf 
prospectus  carefully  before  investing.  TIAA-CREF  or  its  affiliates  do  not  provide  tax  advice.  Please  consult  your  tax  advise 

The  tax  information  herein  is  not  intended  to  be  used  and  cannot  be  used  by  any  taxpayer  for  the  purpose  of  avoiding  tax  pens 
ties.  It  was  written  to  support  the  promotion  of  products  distributed  by  TIAA-CREF  Individual  &  Institutional  Services  LLC.Taxpaye 
should  seek  advice  based  on  their  own  particular  circumstances  from  an  independent  tax  advisor. Teachers  Insurance  and  Annui 
Association  (TIAA),  New  York,  NY,  and  TIAA-CREF  Life  Insurance  Co.,  New  York,  NY,  issue  insurance  and  annuities. 


tiaa-cref.org/myretirement 


YOUNG,  INVINCIBLE 
AND  POOR 

IS  NO  WAY  TO  60  THROUGH  LIFE.  « 

So  the  sooner  you  start  planning  for  retirement,  the  better  your 
chances  of  retiring.  .. 

We  are  TIAA-CREF,  With  more  than  85  years'  experience  working 
with  people  in  the  academic,  medical,  cultural  and  research  fields, 
we  have  the  expertise  and  investment  options  to  match  you  with 
the  financial  products  and  services  that  best  serve  vour  lift3 

From  the  day  you  sign  up  with  us,  we'll  work  with  you  to  provide 
personalized,  objective  advice,  seminars  and  the  online  tools 
to  help  build  a  retirement  savings  plan  that  works  best  for  you, 
all  through  your  fife. 

Start  planning  your  future  today  at  tiaa-cref.org/myretirement. 


FOR  THE  GREATER  GOOD 


RIGHT:  RON  SACHS  /  REX  USA;  VICTOR  CAIVANO  /  AP,  MICHAEL  APPLETON  I  NEW  YORK  DAILY  NEWS.  VICTOR  CAIVANO  /  AP 
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M  MIXING  WITH  A  SKETCHIER  <-nu  „„,„„« 

1TB  t"1  natlonal  r,r  a  oeriod  of  ten  days,  in  Detron,  Providence, 

was  planning  to  run  roi  t 
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announced  in  New  Hampshire.  Is  the  outcome  in  doubt? 

Giuliani  is  the  closest  thing  in  America  to  a  mythic  hero.  His 
reputation  was  forged  in  the  refiner's  fire  of  Sept.  11,  which 
burned  away  the  dross  of  what  had  been  a  successful  but  con- 
tentious two  terms  as  New  York  City's  mayor,  a  guy  who  reduced 
crime,  yet  picked  fights  with  squeegee  men  and  jaywalkers.  In  the 
aftermath  of  the  attacks  Giuliani  rose  to  become  a  transcendent 
figure  o(  compassion  and  strength  whose  courage  was  acknowl- 
edged by  Queen  Elizabeth  II,  who  gave  him  an  honorary  knight- 
hood, and  Time  magazine,  which  made  him  its  "Person  of  the 
Year"  in  2001.  That  image  has  helped  Giuliani  become  the  most 
popular  politician  in  the  U.S.;  recent  polls  show  him  leading  all 
contenders— Republicans  and  Democrats— who  are  contemplat- 
ing a  run  at  the  White  House. 

Since  leaving  office  in  early  2002,  Giuliani  has  been  winning 
more  than  political  capital.  While  battling  prostate  cancer  (he 
won  that  war)  and  raising  hell  in  a  very  public  divorce  (he  is  now 
married  to  Judith  Nathan,  his  third  wife),  he  has  been  banking 
millions  of  dollars  a  year.  His  Leadership  (Talk  Miramax  Books, 
2002)  figured  in  an  estimated  $3  million  in  advances  for  two 
books.  He  earns  as  much  as  $8  million  a  year  on  the  speaking 
circuit  (FORBES  hired  him  to  speak  at  a  conference  last  year). 
Giuliani  Partners,  a  management  consultancy  that  oversees 
Giuliani  Security  &  Safety  and  Giuliani  Capital,  has  nabbed 
tens  of  millions  of  dollars  in  contracts  and  deals. 

Rudy  is  hardly  the  first  ex-pol  to  cash  in  on  his  name.  The 
revolving  door  between  the  government  and  the  private  sector 
has  always  moved  briskly  (see  box,  p.  142).  Giuliani  Partners  was 
set  up  to  make  money  and  "do  good,"  says  Michael  D.  Hess,  a 
partner  and  a  former  Giuliani  administration  official.  "I  think 
people  are  attracted  to  the  organization  because  of  the  image  of 
leadership  and  trust  and  integrity,"  says  Steven  D.  Oesterle,  a 
partner  and  managing  director  of  the  firm.  Question  is,  have 
Giuliani's  moneymaking  efforts  buffed  or  tarnished  the  gold- 
plated  name? 

There  have  been  white-shoe  clients.  Giuliani  Partners  has 
advised  the  likes  of  insurer  Aon,  CB  Richard  Ellis,  the  real  estate 
services  firm,  and  Entergy,  the  giant  New  Orleans  utility.  Nextel 
Communications  paid  Giuliani  Partners  1.2  million  stock 
options  with  an  exercise  price  of  $4.50.  The  firm  says  it  sold  out 
at  a  profit,  but  before  the  shares  rose  to  $33  in  August  2005,  when 
Nextel  was  bought  by  Sprint.  It  also  points  to  its  work  for 
U.S.  Foodservice,  helping  the  unit  of  the 
disgraced  Dutch  grocery 


so 


chain  Royal  Ahold  overcome  its  accounting  and  legal  headaches. 

But  there  have  also  been  plenty  of  scuffed- 
shoe  customers.  Giuliani  Partners  and  its  units 
have  repeatedly  become  entangled  in  petty 
deals  that  seem  unworthy  of  someone  with 
national  aspirations.  It  has  accepted  fees 
from  companies  with  over-the-counter 
penny  stocks,  made  alliances  that  have  gone 
nowhere  or  made  little  financial  sense  and 
KlQ         engaged  w  ith  businesses  and  individuals 
who  have  come  under  scrutiny  by  regula- 
tory and  law  enforcement  officials.  Such 
associations  are  astonishing  for  this  tough,  Brooklyn- 
born  prosecutor  who  nailed  gangsters  like  Paul  Castellano  and 
white-collar  felons  like  Marc  Rich,  Ivan  Boesky  and  Michael 


OF 
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Milken.  It's  the  sort  of  carelessness  that  suggests  either  poor  judg- 
ment or  inattention.  "We  do  this  very  careful  due  diligence,"  says 
i  Hess.  "We  would  never  get  involved  in  anything  that  is  at  all 
shady  or  risky  or  questionable." 

Perhaps  Rudy  Giuliani  the  businessman  delegates  too  much. 
At  the  firm,  he  relies  on  a  tight  inner  circle:  Most  of  the  nine  part- 
ners are  veterans  of  the  Giuliani  administration.  One  former 
1  executive,  onetime  NYPD  Commissioner  Bernard  Kerik,  has  been 
j  a  conspicuous  embarrassment.  Kerik  joined  Giuliani  Partners  in 
,  2002  and  headed  the  security  unit,  then  known  as  Giuliani- 
i  Kerik.  President  Bush  in  2004  nominated  Kerik  to  head  up  the 
|  Department  of  Homeland  Security.  Kerik  withdrew  his  name  on 
the  pretext  of  having  once  hired  a  nanny  who  may  have  been  an 
i  undocumented  alien.  He  resigned  and  sold  his  shares  of  Giuliani- 
!  Kerik.  In  June  Kerik  pleaded  guilty  to  two  misdemeanors,  admit- 


ting that  while  he  was  a  public 
official  he  accepted  $165,000 
in  apartment  renovations  from 
a  contractor.  He  also  admitted 
that  he  failed  to  report  a 
$28,000  loan  from  a  real  estate 
developer  and  agreed  to  pay 
$221,000  in  fines. 

Still,  Giuliani  has  contin- 
ued to  permit  those  closest  to 
him  to  drag  his  name  into 
potentially  compromising  situ- 
ations. Example:  the  agreement 
with  Lighting  Science  Group,  a 
Dallas  firm  whose  shares  trade 
on  the  o-t-c  bulletin  board. 
The  deal  came  to  Giuliani  last 
year  through  Roy  W.  Bailey,  the 
former  finance  chairman  of  the 
Texas  Republican  Party  and 
current  Giuliani  Partners  man- 
aging director.  "I  have  known 
Roy  for  20  years,"  says  Ronald 
Lusk,  Lighting  Sciences  chief, 
who  agreed  to  pay  Giuliani 
Capital,  for  help  in  raising 
money  and  finding  clients, 
$150,000,  plus  a  warrant  to 
purchase  1.6  million  shares  at 
60  cents. 

Shares  of  the  company, 
which  proposes  to  finance  LED 
(light-emitting  diode)  lights 
for  parking  garages,  recently 
traded  for  25  cents.  Lighting 
Science  and  Giuliani  Capital 
have  also  set  up  a  joint  venture 
to  split  whatever  energy  say- 
ings parking  garages  eke  out 
on  their  utility  bills  from  LEDs 
the  company  gives  them  gratis.  This  is  the  third  incarnation  of 
Lusk's  enterprise  (it  lost  $412,000  on  $137,000  of  revenue  for  the 
six  months  ending  June  30):  It  started  out  as  a  nursing  home 
operator,  then  morphed  into  a  data  management  business  that 
wound  up  in  bankruptcy  court  in  2002  before  finding  new  life  in 
lights.  "We  like  the  technology,"  says  Oesterle. 

Friendship  also  dragged  Giuliani  into  Command  Security, 
another  o-t-c  bulletin  board  stock,  which  rents  out  security 
guards  and  lost  $100,000  on  $85  million  of  revenue  in  the  year 
ended  Mar.  31.  Bruce  Galloway,  Command's  chairman  and  chief 
backer,  also  runs  the  $45  million  (assets)  Galloway  Capital  Man- 
agement in  New  York.  To  snag  Giuliani,  Galloway  turned  to  a 
business  associate,  Richard  Chwatt,  co-owner  of  Jericho  State 
Capital  in  Boca  Raton,  Fla.  "Richard  Chwatt's  wife  is  very,  very 
dear  friends  with  [Rudy  Giuliani's  wife]  Judith  Nathan,  and  that's 
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how  we  got  the  relationship,"  says  Galloway.  Not  so,  says,  Giulianis 
Hess:  "The  business,  I  do  know,  did  not  come  about  through  the 
social  relationship  of  the  two  women." 

For  a  year's  work— revising  the  employee  manual,  introduc- 
ing new  clients,  having  Giuliani  host  a  breakfast  at  Manhattan's 
Yale  Club— Giuliani  Security  &  Safety  will  earn  $2.1  million. 
Chwatt  was  rewarded  for  making  the  introduction:  Jericho  State 
Capital  got  $90,000  and  a  warrant  for  350,000  shares  exercisable 
at  $2  (shares  now  trade  for  $2.60),  and  will  receive  $7,500  a 
month  and  a  warrant  for  150,000  additional  shares  if  the  contract 
is  renewed,  which  is  "likely,"  says  Galloway. 

Giuliani  Capital,  a  magnet  for  many  deals  with  niggling  com- 
panies and  Giuliani  Partners'  largest  unit,  hasn't  exactly  blown  the 
braces  off  Wall  Street.  Acquired  from  Ernst  &  Young  in  Novem- 
ber 2004  for  $9.8  million,  the  investment  bank  was  already  a  bit 
of  a  shambles,  recording  a  loss  of  $28  million  on  $17  million  in 


revenue  in  the  five  months  before  the  sale.  By  the  end  of  last  year 
the  bank  had  improved  a  dismal  situation — losing  $1.4  million  on 
$48  million  in  revenue.  Oesterle  points  out  that  absent  transi- 
tion expenses,  the  firm  would  have  been  profitable. 

Some  Giuliani  alliances,  announced  with  great  fanfare,  have 
fizzled  to  virtually  nothing.  Back  in  2003  the  firm  announced 
that  it  would  advise  Bear  Stearns  Merchant  Banking  on  $300  mil- 
lion in  security- related  investments.  The  goal,  Giuliani  said,  was 
"helping  companies  as  they  seek  to  supply  products  and  services 
that  will  make  the  U.S.  and  the  world  a  safer  place."  But  three 
years  on,  the  results  of  the  alliance  are  modest:  a  single  invest- 
ment, which  is  in  trouble. 

In  November  2003  Bear  Stearns  Merchant  put  down  $100 
million  in  a  $210  million  leveraged  buyout  of  CamelBak,  a 
Petaluma,  Calif,  maker  of  a  hands-free  canteen,  popular  with 
Marines  in  Iraq  and  weekend  warriors.  In  the  fiscal  year  ended 


The  former  President  has  done 
good  (working  on  behalf  of 
tsunami  and  AIDS  victims)  and 
done  very  well  (for  himself)  since 
leaving  the  White  House  in 
January  2001,  when  his  legal  bills 
topped  $10  million.  Last  year  he 
reportedly  pulled  in  at  least  $7.5 
million  giving  43  speeches.  His 


advance  for  the  auto- 
biography My  Life 
(Random  House,  2004) 
probably  ran  to  $10 
million.  Still,  Clinton's 
biggest  windfall  may  be 
his  role  as  an  adviser  to 
Yucaipa  Cos.,  the  pri- 
vate equity  funds  run 
by  billionaire  Ronald 
Burkle.  His  role:  In  exchange  for 
a  piece  of  the  action,  he  adds 
credibility  to  Burkle's  social- 
change  funds,  which  raise  money 
from,  say,  California's  pension 
plan  and  invest  in  supermarkets 
in  poor  neighborhoods. 

AL  GORE 

Since  his  near-election  six  years 
ago  the  former  veep  has  pulled 
in  lots  of  cash.  In  2001  he  be- 
came a  senior  adviser  to  Google. 
If  any  part  of  his  compensation 
was  in  stock  and  options,  it  is 
worth  an  immense  sum  today.  As 
founder  and  chief  executive,  Gore 
also  owns  a  large  chunk  of  Cur- 
rent TV,  an  interactive  cable  net- 
work, which  just  cut  a  deal  with 
Yahoo  to  enable  its  audience,  cur- 


rently 30  million 
households,  to 
upload  YouTube- 
like  video  via 
eight  Web-based 
channels.  (A  new 
deal  with  the 
U.K.'s  BSkyB  net- 
work could  add 
another  8.2  mil- 
lion.) Gore  also 
sits  on  the  board 
of  Apple  Computer  and  owns 
60,000  options  worth  S2  million. 
Gore's  book,  An  Inconvenient 
Truth,  has  600,000  copies  in 
print;  the  movie  version  has 
raked  in  $24  million  at  the  box 
office.  Proceeds  from  both  go  to 
charity. 

MADELEINE   

ALBRIGHT 

The  nation's  first 
female  Secretary  of 
State  left  public  life 
in  early  2001.  Today 
the  Albright  Group 
in  Washington,  D.C. 
brokers  agreements 
between  corpora- 
tions and  govern- 
ments, helps  raise 


money  for  acquisitions  and 
assesses  political  and  economic 
risks — for  example,  in  the  Middle 
East.  When  Latvia  decided  to  ban 
junk  food  and  sweets  from  its 
schools,  Albright  protested  on 
behalf  of  client  Coca-Cola  in  a 
letter  she  wrote  to  President 
Vaira  Vike-Freiberga.  (She  didn't 
cave,  however.)  Albright  has 
penned  two  bestsellers,  Madam 
Secretary  (Miramax  Books,  2003) 
and  The  Mighty  and  the 
Almighty  (HarperCollins,  2006). 
Her  fee  on  the  podium 
averages  $80,000. 


Ex-counterterrorism  czar  under 
Clinton  and  Bush,  he  advises  on 
cybersecurity  and  protection  for 
proposed  LNG  terminals  and 
other  infrastructure  via  his  Good 
Harbor  Consulting. 
His  Against  All 
Enemies  (Free 
Press,  2004)  has 
sold  well.  Yet  his 
biggest  money- 
maker to  date  has 
to  be  his  blind  pool 
offerings — empty 
shells  that  go  public 
and  use  the  pro- 
ceeds to  buy  un- 
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June  30,  2004  it  recorded  $31  million  in  operating  profit  (earn- 
ings before  interest,  taxes,  depreciation  and  amortization).  In 
March  2004  Giuliani  Partners  announced  it  was  becoming  a 
"strategic  investor"  in  CamelBak;  it  now  describes  its  invest- 
ment as  "de  minimus."  Bernie  Kerik,  then  a  Giuliani  Partners 
vice  president,  hopped  on  CamelBak's  board.  It  was  the  start 
of  a  steep  decline.  In  2005  Bear  Stearns  Merchant  got  Camel- 
Bak to  pay  owners  a  $24  million  dividend,  saddling  the  com- 
pany with  unsustainable  debt;  in  fiscal  2006  operating  profit 
dropped  to  $18  million.  This  year  CamelBak  replaced  its  chief 
executive  and  broke  loan  covenants;  its  second-lien  bank  debt 
fell  in  price  to  80  cents  on  the  dollar.  Standard  &  Poor's 
recently  pointed  to  CamelBak  as  an  example  of  how  LBOs, 
combined  with  debt-funded  dividends,  put  companies  "in 
danger  of  going  belly-up."  Says  Oesterle,  "We  have  not  shared 
in  any  of  the  dividends." 


The  most  controversial  deal  ever  made  by  Giuliani  Partners 
was  struck  in  mid-2004  with  Applied  DNA  Sciences,  then  backed 
by  Richard  Langley  Jr.  Its  main  asset  was  a  licensing  deal  with  a 
Taiwanese  outfit  that  could  supposedly  outsmart  counterfeit- 
ers by  inserting  plant  genes  into  products  such  as  cosmetics  and 
pills.  In  2002  the  company  had  done  a  reverse  merger  with 
ProHealth  Medical,  an  o-t-c  bulletin  board  stock,  that  resulted 
in  Langley  s  RHL  Management  getting  5.5  million  shares.  For  a 
while  Langley  worked  as  Applied  DNA  s  vice  president  in  charge 
of  p.r.  He  left  that  job  but  was  still  the  company's  largest  share- 
holder when  Giuliani  Partners  signed  on  to  help  develop  and 
market  the  technology.  The  firm  accepted  $2  million  and  prom- 
ises of  stock;  Applied  DNAs  shares  traded  for  as  much  as  $1.89. 
But  in  March  2005  USA  Today  reported  on  Langley  s  sordid  past: 
In  1999  he  had  pleaded  guilty  to  conspiracy  to  commit  wire 
fraud  and  commercial  bribery  in  connection  with  a  penny  stock 


specified  busi- 
nesses. Clarke 
is  chairman  of 
Good  Harbor 
Partners 
Acquisition 
Corp.,  raising 
$55  million  in 
March  at  up  to 
$10  a  unit.  The 
main  buyers  were  hedge  funds, 
one  of  which,  unpropitiously,  was 
the  ill-starred  Amaranth.  Good 
Harbor  has  yet  to  make  an 
acquisition.  Clarke  has  warrants 
for  2  million  shares  at  $5  each. 

DAN  QUAYLE  


The  onetime  number  two  to 
George  H.  W.  Bush  left  Washing- 
ton in  1992  to  write  memoirs: 
Standing  Firm  (HarperCollins, 
1994),  The  American  Family 
(HarperCollins,  1996)  and  Worth 
Fighting  For  (W  Publishing 


Group,  1999).  He  took  to  speechi- 
fying (fee:  $30,000)  during  the 
late  1990s.  In  2000  he  joined 
Stephen  Feinberg's  hedge  fund 
Cerberus  Capital  Management  as 
nonexecutive  chairman  of  the 
board.  He  sealed  the  2003  pur- 
chase of  Nippon  Credit  Bank.  As 
a  rainmaker  he  has  likely  made 
tens  of  millions  of  dollars,  given 
that  the  fund's  assets  under  man- 
agement are  up  80%  from  2003 
to  $16.5  billion  at  year-end  2005. 

JOHN  ASHCRQFT 

The  U.S.  Attorney  General  in  the 
first  Bush  term  is  now  deploying 
his  connections  at  the  Depart- 
ments of  Justice  and  Homeland 
Security  as  chief  consultant  for 
the  Ashcroft  Group.  The  company 
reportedly  earned  $1.4  million  in 
lobbying  and  consulting  fees 
between  February  and  August  for 
work  related  to  issues  of  security, 
government  relations,  antitrust 
regulation  and  corporate  ethics. 
Clients  include 
Oracle,  Choicepoint, 
Ebay,  Israel  Aircraft 
Industries  Interna- 
tional, AT&T,  VeriSign 
and  the  American 
Institute  of  Certified 
Public  Accountants. 
Ashcroft's  political 
memoir,  Never 
Again  (Hachette, 
2006),  just  hit  the 


shelves.  He  does  a  few  dozen 
speeches  a  year  at  a  reported  fee 
of  $75,000  apiece. 

COLIN  POWELL 

Since  resigning  as  secre- 
tary of  state  in  late  2004, 
Powell  has  been  a  popular 
public  speaker  (fee:  in  the 
neighborhood  of  $90,000). 
The  former  U.S.  Army  gen- 
eral and  Chairman  of  the 
Joint  Chiefs  did  well  the 
first  time  out  of  political 
office,  pulling 
in  a  reported  $6.5 
million  advance  for 
his  autobiography, 
My  American 
Journey  (Random 
House,  1995),  which 
has  sold  2.1  million 
copies.  Such  sums 
I  are  probably 
eclipsed  by  his 
middleman's  take  as 


a  limited  partner  with  Kleiner 
Perkins  Caufield  &  Byers,  the 
Silicon  Valley  venture  titan. 

WILLIAM  COHEN 

A  Republican  who  served  as 
President  Clinton's  Secretary  of 
Defense,  Cohen  left  office  in 
2001  with,  reportedly,  tens  of 
thousands  of  dollars  in  credit- 
card  debt.  He's  probably  out  of 
the  red  now.  The  Cohen  Group 
helps  defense  contractors  and 
biotech  firms  get  business. 
Among  others,  Iridium  has  re- 
portedly anted  up  $400,000 
since  2004  for 
lobbying 
Congress  and 
the  Pentagon; 
the  city  of 
Jacksonville,  Fla. 
paid  a  reported 
$490,000  to 
fight  job  cuts 
from  a  proposed 
base  closing. 
Cohen's  private 
equity  group,  TCG  Financial, 
focuses  on  M&A  in  the  defense 
industry.  Cohen  is  a  regular,  paid 
CNN  contributor  on  world  affairs 
and  sits  on  several  boards,  such 
as  CBS.  He  is  also  a  prolific 
writer:  Ten  books,  including  two 
volumes  of  poetry,  have  been 
published.  As  a  money  generator, 
though,  the  sword  is  mightier 
than  the  pen. 
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called  Pollution  Controls  International.  Court  documents  show 
Langley  had  tried  to  bribe  a  law  enforcement  official  posing  as 
a  broker  willing  to  pump  up  Pollution's  shares.  It  also  turned 
out  that  Applied's  investment  bank,  Vertical  Capital,  had  twice 
been  fined  by  the  National  Association  of  Securities  Dealers. 
Giuliani  Partners  quietly  deep-sixed  its  contract  but  still  col- 
lected $1.3  million  through  June  30, 2005.  "It  was  more  admin- 
istrative problems  that  caused  us  to  terminate  with  them,"  says 
Hess.  Applied  DNAs  stock  now  trades  for  10  cents. 

Giuliani  threw  in  his  lot  with  a  questionable  chain,  We  the 
People  USA,  which  sells  do-it-yourself  services  for  bankruptcy, 
divorce,  wills  and  trusts.  It  all  started  with  a  walk-in  visit  to  a 
store  by  Michael  Hess,  who  was  so  impressed  he  eventually 
arranged  for  Ira  Distenfield,  the  chains  owner  at  the  time,  to 
meet  his  boss.  "Who  in  America  would  not  want  to  sit  down  with 
Rudy  Giuliani?"  asks  Distenfield.  The  tete-a-tete  led  to  a  2003 
consulting  agreement  and  a  press  release.  "We  the  People  helps 
individuals  navigate  the  complex  and  often  daunting  legal  system," 
Giuliani  said. 

Those  navigating  skills  caught  the  attention  of  Deirdre 
Martini,  the  U.S.  Trustee— a  Depart 
ment  of  Justice  af- 


mm 


filiate  that 

upholds  the  integrity  of  the 
bankruptcy  process — in  New  York.  In  2004  Martini 
sued  We  the  People  for  engaging  in  deceptive  conduct  that  put  its 
clients'  homes  at  risk.  The  company  settled  the  case,  agreeing  to 
change  its  business  practices.  That  didn't  end  it.  U.S.  bankruptcy 
trustees,  affiliates  of  the  Department  of  Justice,  have  filed  at  least 
13  lawsuits  across  the  nation  against  We  the  People  and  its  fran- 
chises for  the  unauthorized  practice  of  law.  In  addition,  the  chain 
paid  a  $286,000  penalty  to  settle  charges,  brought  by  the  Federal 
Trade  Commission,  of  selling  franchises  without  disclosing  the  U.S. 
Trustee  lawsuits.  Giuliani  Partners  severed  its  contract  with  the  com- 
pany last  year,  as  Distenfield  was  selling  out  to  Dollar  Financial  for 
$14  million.  "I  think  the  concept  and  the  theory  of  doing  that  kind 
of  work  is  still  a  good  one,"  says  Hess. 

Some  of  Giuliani  Capital's  most  lucrative  work  has  been  pro- 
viding financial  advice  to  failing  airlines.  The  firm  deploys  1 1 
employees  at  Delta  Air  Lines,  which  has  been  operating  under 
bankruptcy  protection  since  September  2005;  for  eight  months 
of  consulting,  ending  May  31,  Giuliani  Capital  pocketed 
$3.2  million.  It  billed  $2.3  million  last  year,  when  it  worked  on 
the  US  Airways  bankrupt 

But  its  contract  with  Aloha  Airgroup,  parent  of  the  distressed 
airline,  has  brought  angry  char;.       Teed  Cutting  a  deal  with  Aloha 


Chief  David  Banmiller  in  December  2004,  Giuliani  Capital  agreed 
to  work  for  a  flat  fee  of  $125,000  a  month  and  what  amounted  to 
a  $1  million  restructuring  bonus  if  the  company  got  out  of  bank- 
ruptcy court  alive.  Seven  Giuliani  advisers,  led  by  Marc  Bilbao, 
obtained  a  $65  million  loan  and  helped  negotiate  the  sale  of  the 
carrier  to  a  group  led  by  billionaire  Ronald  Burkle. 

Then  last  -November,  on  the  eve  of  Aloha's  exit  from  Chapter 
11,  Giuliani  Capital  decided  it  deserved  a  bigger  payday.  It  persuaded 
Banmiller  to  amend  the  original  contract  in  order  to  give  Giuliani 
a  $1.5  million  restructuring  bonus  and  a  total  compensation  of 
$2.9  million.  Giuliani  Capital  argued  that  it  all  added  up  to  a  mere 
$369  an  hour.  No  way,  cried  the  flight  attendants  union,  which  was 
in  the  process  of  persuading  420  members  to  accept  deep  cuts  in 
wages  and  benefits.  The  union  petitioned  the  court  to  "soundly  con- 
demn" the  request.  Backing  that  position  was  Steven  Katzman,  a 
U.S.  Trustee.  Judge  Faris  awarded  the  flat  fees  and  the  $  1  million 
bonus.  But  he  deferred  making  a  decision  on  the  extra  bonus.  In 
February  2006  Aloha  withdrew  the  request.  Giuliani  Capital  says 
it  acted  appropriately. 

Giuliani  is  still  renting  out  his  name.  But  these  days 
it's  with  a  political  goal  in  mind.  Last  year  he  signed  on 
as  a  senior  partner  at  a  Texas  law  firm  known  for  its 
energy  sector  work  and  ties  to  the  Republican  Party. 
Bracewell  &  Patterson  got  something  out  of  it,  too, 
besides  a  name  change  (to  Bracewell  &  Giuliani):  a 
branded  New  York  office.  Giuliani  joined  the 
nation's  121st-largest  law  firm,  in  terms  of  revenue, 
and  copped  a  fee  that  Lynn  Mestel,  a  legal  recruiter, 
estimates  at  $1  million  a  year.  And  he  gained 
something  much  more  valuable.  "The  alliance 
with  law  groups  in  Texas  gives  him  a  network  he  didn't 
have,"  says  Frederick  Siegel,  a  former  Giuliani  campaign  consult- 
ant and  biographer.  "It's  the  contacts  he  is  making  that  are  going 
to  be  the  backbone  of  the  presidential  campaign." 

Just  as  Giuliani  contemplates  that  important  decision  comes  a 
reminder,  courtesy  of  the  New  York  tabloids,  that  political  and 
business  relationships  can  sometimes  collide.  Nearly  two  years 
after  leaving  Giuliani  Partners,  Bernie  Kerik  is  still  embarrassing 
his  old  boss.  The  contretemps  involves  former  Westchester 
County  district  attorney  Jeanine  Pirro,  recorded  by  the  police 
talking  with  Kerik  last  year  about  bugging  her  husband's  boat  to 
expose  an  affair.  Kerik  called  an  employee  of  Giuliani  Security  & 
Safety  to  get  a  recording  device.  Pirro  insists  the  boat  was  never 
bugged  but  reportedly  had  her  husband  followed  by  Giuliani 
Security  employees.  "It  was,  for  lack  of  a  better  term,  'freelance' 
work,"  says  Sunny  Mindel,  Rudy  Giuliani's  spokesperson.  "Jea- 
nine Pirro  was  not  a  client." 

There  is  another  Giuliani  connection  to  this  mess.  According 
to  the  New  York  Post,  in  2004  Pirro  strong-armed  the  Great 
Atlantic  &  Pacific  Tea  Co.'s  A&P  stores  to  hire  Giuliani-Kerik  to 
settle  allegations  of  the  chain's  selling  alcohol  to  minors.  "All  the 
background  that  went  on  between  Jeanine  Pirro  and  A&P  we 
don't  know,"  says  Giuliani  Partners'  Hess. 

No  doubt.  Still,  it  pays  to  know  something  about  the  com- 
pany you  keep.  F 
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MUTUAL  FUND 

Cashback  program2 


C  f-SHBACK 


THAN  THE  A 


5.30%  apy 

ONE  YEAR  CD' 


Sign  up  today  for  a  t^P  (800)398-7854 

free  portfolio  review  '-M*  etrade.com/switchtoday 

Click      Call  Visit 


)u  should  consider  the  investment  objectives,  risks,  charges  and  expenses  of  a  mutual  fund  carefully  before  investing, 
le  fund's  prospectus  contains  this  and  other  important  information.  For  a  current  mutual  fund  prospectus,  please  visit 
:rade.com/mutualfunds.  Read  the  prospectus  carefully  before  investing. 

CDs  offered  by  E*TRADE  Bank.  Annual  Percentage  Yield  (APY)  as  of  September  29.  2006.  Minimum  balance  of  $1,000.00  required  to  open  account.  Substantial  penalty  for  early 
!:hdrawal  on  Certificates  of  Deposit. 

For  details  and  important  information  about  the  Mutual  Fund  Cashback  program,  please  visit  etrade.com/fundrebate  for  a  list  of  participating  funds  and  specific  restrictions 
ich  as  account  eligibility,  potential  tax  consequence,  and  payment  schedules.  There  is  no  assurance  that  this  program  will  continue  indefinitely. 

:  nking  and  lending  products  and  services  are  offered  by  E*TRADE  Bank,  a  Federal  savings  bank,  Member  FDIC,  or  its  subsidiaries.  Bank  deposits  are  FDIC  insured  up  to  $100,000. 
jcurities  products  and  services  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC,  are  not  insured  by  the  FDIC,  are  not  guaranteed  deposits  or  obligations  of  E*TRADE  Bank, 
d  are  subject  to  investment  risk,  including  possible  loss  of  the  principal  invested. 

TRADE  Securities  LLC  and  E*TRADE  Bank  are  separate  but  affiliated  companies.  Member 
2006  E*TRADE  FINANCIAL  Corp.  All  rights  reserved.  FDIC 


Night  view  of  downtown  Seoul 

Mesmerizing,  Attractive  Seoul... 

Seoul,  soon  to  become  a  new  legend  amongst  world-class  cities 


Heart  of  Northeast  Asia 


'Land  of  Morning  Calm'  can  no  longer  define  Korea.  2002 
World  Cup  Games  became  a  turning  point  in  global  percep- 
tion of  Korea  -  its  attitude  and  energy  better  deserves  to  be 
called  'Dynamic  Korea'.  Seoul,  Korea's  capital,  is  trans- 
forming itself  with  economic  vitality  that  attracts  investment 
opportunities  for  foreign  enterprises  that  wish  to  have 
access  to  Northeast  Asian  market. 

The  city  is  600  years  old,  environmentally  friendly  and  cul- 
turally diverse,  neighbored  with  43  cities  that  have  over  I 
million  population  within  3-hour  flight  distance.  Its  neigh- 
boring metropolitan  area  comprises  population  of  25  mil- 
lion, 81  universities,  with  40%  of  the  employed  having  col- 
lege education  or  higher.  To  top  it  off',  it  is  equipped  with 
one  of  the  most  impressive  global  standard  IT  infrastruc- 
ture. 


Reborn  as  a  Northeast  Asian  financial  hub 
through  Seoul  International  Finance  Center 
(SIFC) 


Seoul  recently  seized  the  opportunity  to  construct  Seoul  International 
Finance  Center(SIFC),  partnered  with  globally  recognized  financial 
services  company  AIG,  as  a  stepping  stone  to  become  a  financial  hub  of 
Northeast  Asia  in  the  near  future.  Located  in  Yeouido.  the  financial  center  of 
Seoul.  SIFC  is  expected  to  have  a  state-of-the-art  complex  that  will  accommo- 
date international  financial  institutions  and  financial  services  companies  to 
form  an  international  financial  cluster  by  2010.  Former  FRB  Chairman  Alan 
Greenspan  stated  that  Seoul  has  a  great  growth  potential  in  the  financial  servic- 
es industry  and  SIFC  will  be  at  the  forefront  attracting  valuable  foreign  compa- 
nies to  invest  in  Seoul. 


Russia  145  million 


o 


BMC 


Singapore  }.3-Tji!Son 


Indonesia  120  million 


Seoul  International  Finance  Center 


Magok  R&D 
City(MRC) 

High-tech  R&D  center 

Magok  District,  the  last  devel- 
oping area  of  Seoul,  covers 
3.4 lorr  of  land.  It  will  be 
developed  into  a  world-class  R&D 
complex  focusing  on  merging  cutting- 
edge  technologies  such  as  IT,  BT  and 
NT  from  2008.  MRC  is  expected  to 
create  synergic  energy  by  networking 
with  DMC  and  Technopolis  in  Seoul. 
LG  Philips  LCD  complex  in  Paju, 
Samsung  Electronics  Research  Center  in 
Giheung  and  Free  Economic  Zone  in 
Incheon. 


Digital  Media  City  (DMC)-  Media  &  Entertainment 
Cluster,  the  Future  of  Digital  World 


DMC  is  where  you  can  experience 
digital  technology  of  Korea,  the 
world's  leader  in  high-speed  Internet 
service.  TRUMPF  GmbH  of  Germany, 
Stanford  Hotel  and  a  number  of  domestic 
companies  such  as  LG  Telecom  and  the 
Korea  Broadcasting  System(KBS)  are  among 
prospective  tenants  at  DMC.  With  hopes  to 
provide  the  most  outstanding  digital  media 
complex  in  Northeast  Asia,  the  complex  will 
provide  attractive  incentives  for  foreign  enter- 
prises and  research  institutes  in  broadcasting. 


movies,  games,  animations  and  music  indus- 
tries. For  more  information,  please  visit 


Digital  Media  City 


Yongsan  International  School  d  Seoul 

Invest  in  your  future, 
come  to  Seoul! 

Seoul  is  a  land  of  opportunity  and  it  is  becoming 
more  attractive  for  foreign  companies  as  corpo- 
rate governance  is  striving  to  meet  the  interna- 
tional standard  via  incentive  and  performance 
based  corporate  environment  and  fair  business 
opportunities  for  all  companies.  Seoul  also 
offers  tax  incentives  such  as  exemption  or 
reduction  of  corporate  tax,  income  tax,  acquisi- 
tion tax.  etc.  and  good  living  environment  for 
foreigners  and  establishment  of  international 


Magok  R&  D  City 


schools  and  rent  apartments  for  foreigners,  etc. 
For  companies  that  want  to  explore  Asian  mar- 
ket, Seoul  has  clear  competitive  advantage  than 
other  cities  in  terms  of  location,  marketability, 
human  capital,  scale  of  economy,  finance,  IT, 
safety  and  culture.  Invest  in  Seoul,  and  secure 
your  future. 
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Inside 
America's 

Richest 
Insurance 

Racket 


Title  insurance  firms 
rake  in  $18  billion  a  year 
for  a  product  that  is  outdated, 
largely  unneeded — and  protected 

by  law  By  Scott  Woolley 
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PARKER  KENNEDY'S  ROOTS 
run  deep  in  the  California 
company  his  family  founded 
112  years  ago.  Through  four 
generations  the  clan  (unre- 
lated to  the  Massachusetts 
political  dynasty)  has  run 
what  today  is  First  American,  the  largest  title- 
insurance  company  in  the  nation.  It  collects 
$5.8  billion  a  year  selling  this  age-old  main- 
stay ot  homeownership. 

All  that  cash — for  an  outdated  product 
that  should  have  been  all  but  wiped  out  by 
digital  technology. 

Title  companies  appeared  a  century  ago, 
helping  to  protect  home  buyers  from  being 
swindled  by  crooks  who  sold  properties  they 
didn't  own.  A  title  insurance  policy  protects 
the  buyer  in  case  the  deed  turns  out  to  be 
defective  but  the  seller  cannot  be  collared  to 
refund  the  purchase  price.  It  is  far  less  neces- 
sary in  these  days  of  computerized  records, 
online  searches  and  rare  instances  of  title 
fraud  or  hidden  liens. 

Yet  First  American  and  its  two  main 
rivals — number  two  Fidelity  National  (no 
relation  to  Fidelity  mutual  funds)  and  third- 
ranked  LandAmerica — are  fat  and  thriving  in 
an  $18-billion-a-year  business  that  has 
quadrupled  in  ten  years. 

First  American  has  doubled  its  prices  in  a 
decade,  to  an  average  charge  of  $1,472  per 
home  for  a  title  search  and  insurance.  Mean- 
while, thanks  to  computerized  record-keeping, 
the  cost  of  searching  for  a  home's  ownership 
records  online  has  fallen  to  as  low  as  $25.  Tech- 
nology also  has  helped  make  mistakes  rarer; 
now  only  $74  of  each  policy  goes  to  pay 
claims— that  is,  make  home  buyers  with  defec- 
tive deeds  whole.  That  leaves  a  $1,373  spread 
for  overhead  and  for  profit. 

Fancy  this:  racetracks  that  keep  93%  of 
your  money  and  return  only  5%  in  winning 
tickets.  They  wouldn't  last  long,  not  unless 
they  could  somehow  rig  the  rules  to  both  for- 
bid price  competition  and  make  the  purchase 
of  race  bets  mandatory.  That's  more  or  less 
what  the  title  insurance  industry  has  done  to 
American  homeowners. 

Kennedy  attributes  his  profits  to  the  long 
housing  boom  and  the  efforts  his  company 
has  made  to  deploy  technology  and  move 
jobs  offshore.  "Nobody's  cutting  a  fat  hog," 
he  says. 

But  the  title  industry's  halcyon  days  owe 
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CORRUPTION  101 

AS  TITLE  AGENTS'  PROFITS  HAVE  SOARED,  SO  HAS  THE  VALUE  OF  CONVINCING  A 
real  state  broker  (or  mortgage  broker  or  builder)  to  steer  business  their  way. 
Paying  for  such  referrals  is  illegal,  so  title  agencies  design  other  ways  to  cam- 
ouflage kickbacks.  In  an  old-fashioned  kickback  they  simply  slip  the  referrer  a 
free  meal  or  other  favor.  To  pass  along  bigger  sums  title  agents  create  phony 


front  companies  that  are  co-owned  with  the  referrer.  The  front  company  does 
no  work,  it  just  collects  profits  and  splits  them  with  the  referrer.  In  the  reinsur- 
ance ruse,  the  referrer  owns  a  reinsurance  company,  which  reinsures  title 
policies  at  grossly  inflated  rates. 

If  cash  referral  payments  were  legalized,  referrers,  who  operate  in  com- 
petitive markets,  would  be  pressured  to  lower  prices  for  consumers.  So  it's  no 
surprise  that  the  title  industry  lobby  supports  the  antikickback  laws,  even  as 
its  members  routinely  violate  them. 


much  to  antiquated  state  laws  that  thwart 
new  competition,  allow  prices  to  soar 
despite  declining  costs  and  force  almost 
every  home  buyer  to  pay  for  insurance 
that  most  of  them  will  never  need.  In  all 
but  a  handful  of  states,  laws  bar  insurance 
giants  in  other  fields,  such  as  AIG  or  State 
Farm,  from  offering  title  insurance  and 
undercutting  incumbents'  prices.  It  also 
is  illegal  for  anyone  to  offer  guarantees 
that  provide  the  same  protection  as  title 
insurance. 

Home  buyers  can't  get  mortgages 
without  buying  title  insurance;  nor  can 
banks  themselves  legally  offer  it  as  part  of 
a  loan.  (Otherwise,  the  banks  could 
demand  high-volume  discounts.)  A  hand- 
ful of  states  set  prices  title  firms  may 
charge;  others  regulate  prices  and  rubber- 
stamp  the  prices  title  firms  request. 

The  industry  has  boomed  on  such 
you-gotta-have-it  conditions— especially 
in  the  refinancing  craze  of  recent  years.  In 
2000  some  2  million  refinancings  went 
through;  that  grew  to  7  million  in  2005.  A 


homeowner  refinancing  a  mortgage  pays 
for  new  title  insurance,  despite  the  utter 
absence  of  any  new  risk  in  the  deed. 

The  title  industry's  perennial  protec- 
tionism has  had  a  predictable  side  effect: 
corruption.  Shielded  by  law  from  having 
to  compete  on  price,  insurers  resort  to 
bribes  and  gifts  to  real  estate  agents  and 
mortgage  brokers  for  steering  business 
their  way,  deceptive  front  companies, 
phony  "reinsurance"  deals  and  other  cre- 
ative chicanery  (see  above). 

Regulators  in  Washington  State  just 
revealed  that  First  American  spent 
$120,000  a  month  courting  real  estate 
agents  with  season  tickets  to  University  of 
Washington  football  games,  tickets  for 
Seattle  Supersonics  basketball  games, 
shopping  sprees  and  other  goodies.  The 
state  report  says  the  firm  was  "the  worst 
offender"  and  committed  more  than  a 
hundred  violations  a  month  in  the  18- 
month  period  studied.  It  adds:  "First 
American  offers  a  prime  example  of  how 
illegal  inducements  can  help  a  company 


attain  superior  market  share." 

Kennedy  says  that  despite  pressure  to 
keep  up  with  crooked  competitors  he 
never  approves  such  schemes:  "All  you  can 
do  is  try  to  hire  honest  people." 

Now  some  forces  are  working  to  rein 
in  this  rapacious  industry.  Officials  in 
dozens  of  counties  are  working  to  stan- 
dardize homeownership  for  digital  access 
by  the  public.  The  U.S.  Department  oil 
Housing  &  Urban  Development  is  mulling 
ways  to  force  more  competition  on  the 
industry,  though  previous  efforts  have 
failed  utterly.  Some  politicians  who  have 
been  stalwart  allies  of  the  business  now  are 
reversing  course.  In  California  the  chiel 
regulator  has  just  called  for  a  23%  price 
cut.  This  summer  New  York  mandated  a 
15%  cut  in  rates. 

Yet  regulators  in  most  states  have 
blithely  acquiesced  as  consumers  bills 
have  risen.  This,  despite  insurers'  low  risk 
of  payouts  and  the  tech-fueled  decline  ir 
costs.  Sifting  through  property  records  tc 
ensure  that  a  title  is  clear  of  old  claims 
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costs  them  all  of  $25  to  $125  if  the 
records  are  digitized. 

The  industry's  high-tech  muscle  is 
flexed  at  First  Americans  offices  in  Santa 
Ana,  Calif,  a  few  miles  from  where  Parker 
Kennedy's  great-grandfather,  Charles 
Parker,  started  the  company.  A  cavernous 
data  center  overflows  with  details  on  prop- 
erty in  counties  encompassing  98%  of  the 
U.S.  population.  Packed  with  supercom- 
puters and  suspended  on  massive  pylons  to 
keep  them  running  in  an  earthquake,  the 
facility  soon  will  hold  data  on 
virtually  every  building  in  the 
country,  Kennedy  vows. 

When  Kennedy's  great- 
grandfather started  out  in 
1894  he  would  hire  stenogra- 
phers to  go  to  the  county 
courthouse  and  copy  owner- 
ship records  by  hand  into 
ledgers  and  then  deliver  that 
information  to  clients  by 
horse  and  buggy.  People  who 
didn't  have  the  desire,  time  or 
knowledge  to  do  it  them- 
selves happily  paid  for  these 
title  surveys.  In  1924  he  guar- 
anteed his  copies  were  accu- 
rate, turning  his  product  into 
title  insurance. 

That  process  hadn't 
changed  much  by  the  time  Parker 
Kennedy  joined  First  American  in  1977. 
He  had  been  working  as  a  lawyer  when 
his  father,  Donald,  chief  executive  at  the 
time,  persuaded  him  to  join  the  family 
business.  Parker  would  trek  to  court- 
houses and  assessor  offices  in  southern 
California  and  tediously  page  through 
musty  volumes  of  property  records;  a 
single  title  search  could  take  all  day. 

Kennedy,  now  58,  rose  to  chief  exec- 
utive in  2003,  though  he  began  steering 
the  company  into  the  digital  age  a 
decade  ago.  The  tech  overhaul  has  let 
him  close  48  of  50  offices  in  his  home 
state  of  California  in  five  years,  replacing 
people  and  paper  with  databases  and 
offshore  data  entry  clerks.  The  online 
automation  also  has  reduced  errors.  If 
the  title  searcher  misses  a  contractor's 
lien  and  the  builder  who  should  have 
paid  cannot  be  made  to  pay,  the  insur- 
ance steps  in.  Its  a  rarity. 


"We  get  a  little  more  automated  every 
■  day,"  Kennedy  says.  "In  the  old  days,  if  you 
wanted  to  double  your  business  you  had 
to  double  your  people.  Now  you  can  dou- 
ble your  business  and  increase  your  staff 
maybe  10%." 

The  tech  push  must  continue,  he  says, 
because  one  day  economic  rationality  and 
digital  reality  will  catch  up  to  the  title 
industry.  Real  estate  ownership  records, 
always  open  to  the  public,  are  going 
online,  alongside  all  sorts  of  other  data. 


collect  all  manner  of  real  estate  skinny  and 
sell  it  to  banks,  insurers,  real  estate  agents 
and  direct  marketers. 

Title  insurance  accounts  for  70%  of 
First  America's  $8  billion  in  annual  rev- 
enue, with  newer  and  unregulated  serv- 
ices providing  the  rest.  Kennedy  says  that 
this  unregulated  part  of  the  business  will 
be  as  lucrative  as  the  legally  armored  one 
he  now  runs.  "When  I  look  out  5,  10,  20 
years,  I  just  see  data  becoming  a  very 
powerful  thing  to  own." 


Today  anyone  can  instantly  learn  a  prop- 
erty's square  footage,  its  sales  price  history, 
even  view  satellite  photos,  at  virtually  no 
cost.  If  records  are  instantly  accessible  and 
accurate,  the  need  for  title  insurance  will 
fade  away.  "Eventually  insurance  won't  be 
an  important  component  of  the  product," 
he  allows. 

So  Kennedy  hopes  to  harness  digital 
technology  to  create  a  new  business. 
Rather  than  broker  one  piece  of  informa- 
tion for  an  exorbitant  cost,  he  hopes  to 

Laws  ostensibly 
designed  to  help 

consumers 
instead  outlawed 
competition. 


It  wasn't  until  after  the  Great  Depres- 
sion that  big  insurers  started  eyeing  title- 
industry  profits,  and  the  title  firms 
found  a  clever  way  to  fight  back — not  by 
lowering  prices  but  with  state  laws  that 
walled  off  the  industry  from  outside 
competition. 

They  invoked  consumer  protection:  In 
the  Depression  many  insurers  had  gone 
bust,  including  a  few  that  also  offered  title 
insurance.  The  title  industry,  and  many 
regulators,  argued  that  insurers  that  also 
sold  life  or  car  insurance  were  more  likely 
to  go  broke  and  stick  their  customers  with 
unpaid  title  claims. 

Most  states  responded  by  passing  laws 
dictating  that  only  dedicated  title  insurers 
could  sell  home  buyers  title  policies. 
Decades  later  many  of  the  banned  multi- 
line insurers  are  far  more  financially 
secure  than  most  title  insurers  in  the  eyes 
of  credit-rating  agencies,  but  the  states 
haven't  done  much  to  raze  the  barriers. 
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Private  insurers  have  become  so  over- 
priced that  Iowa,  the  one  state  govern- 
ment to  not  only  maintain  property 
records  but  guarantee  their  accuracy,  can 
offer  a  vastly  better  deal.  The  typical 
Iowan  pays  the  state  $1 10  for  title  insur- 
ance when  buying  a  home,  92%  less  than 
the  average  First  American  customers  bill. 

Having  insulated  themselves  from 
outside  rivals,  the  title  companies  then 
won  state  support  to  limit  competition 
among  themselves.  A  small  number  of 
states  passed  laws  fixing  prices  of  title 
insurance.  Other  states  enacted  a  pastiche 
of  rate  regulations  that  let  insurers  set 
their  own  rates,  routinely  granting  them 
increases. 

Spared  from  having  to  compete  on 
price,  title  firms  large  and  small  vied  for 
customer  referrals  from  real  estate  agents, 
mortgage  brokers  and  builders  by  brib- 
ing them,  in  violation  of  federal  law.  The 


de  and  tidy  little  kickback.  In  one  type  of 
arrangement  LandAmerica  paid  them 
35%  of  its  revenue  to  assume  half  the  risk; 
yet  the  newly  minted  "reinsurers"  were 
never  asked  to  pay  up  in  the  rare  instances 
when  a  title  search  missed  an  old  claim, 
Colorado  state  regulators  say.  LandAmer- 
ica says  the  deals  were  legal,  but  it  agreed 
to  halt  the  practice  last  year. 

Rivals  copied  LandAmerica's  pre- 
mium-sharing scheme.  First  American 
followed  suit,  though  some  state  regula- 
tors say  it  is  the  least  dirty  of  a  bad 
bunch.  "They  were  the  last  company  to 
engage  in  these  practices,  the  first  to  stop 
and  the  most  cooperative,"  says  Erin  Toll, 
Colorado's  former  deputy  commissioner 
of  insurance,  who  investigated  the 
industry. 

In  Minnesota  police  stumbled  upon  an- 
other scam  after  a  burglar  alarm  kept  ring- 
ing in  one  shell  company's  office  building. 


"I  have  to  enforce  these  laws,  even  though 
they  are  wrong  and  should  be  changed  " 


i 


insurance  agents  who  woo  the  customers 
are  also  compensated  handsomely.  Of  the 
cash  First  American  collects  for  title 
searches  and  accompanying  insurance,  it 
hands  80%  to  its  own  agents  and  to 
independents. 

In  the  old  days  title  agents  looking  to 
attract  more  business  paid  kickbacks  that 
were  modest  and  in-kind— baseball  tick- 
ets, spa  trips,  free  meals,  luxury  boxes  at 
concerts  (the  type  of  favors  that  First 
American  continues  to  hand  out,  in  vio- 
lation of  state  and  federal  rules).  But  in 
recent  years,  as  the  gross  profit  per  cus- 
tomer topped  $1,200  in  many  cases,  title 
agents  have  devised  new  ways  to  sluice 
larger  sums  to  the  partners  that  send 
business  their  way. 

LandAmerica,  the  number  three  title 
company  in  the  U.S.,  allegedly  arranged 
for  sales  agents,  mortgage  brokers  and 
developers  around  the  country  to  start 
their  own  "reinsurance"  companies.  Then, 
every  time  one  of  them  sent  a  customer  to 
LandAmerica,  it  would  pay  his  newly 
formed  shop  to  reinsure  the  policy,  a  sub- 


No  one  was  there  to  shut  it  off,  the  cops 
eventually  realized,  because  no  one  was  ever 
there.  Such  fronts  typically  are  run  by  the 
large  tide  companies  but  are  co-owned  by 
real  estate  agents  and  mortgage  brokers,  who 
get  a  cut  of  the  profits. 

Elsewhere  many  title  insurance  fronts 
don't  even  bother  to  create  a  real  office. 
When  investigators  in  Colorado  recently 
sent  out  letters  to  the  state's  500  title  agen- 
cies, more  than  a  hundred  came  back 
stamped  "no  such  address." 

First  American  participated  in  such 
scams,  too,  though  to  a  lesser  degree.  Last 
year  HUD  accused  the  firm  of  creating  nine 
sham  outfits  that  were  owned  by  real  estate 
brokers  and  lending  agents  but  which  did 
no  work  The  company  closed  the  fronts  and 
paid  a  $680,000  fine. 

But  attempts  at  more  fundamental 
reform  have  faltered.  In  2002  a  company 
called  Radian  concocted  a  clever  new 
product  it  dubbed  "lien  protection."  The 
firm  targeted  refinancings  of  homes  that 
already  had  tide  insurance  and  aimed  the 
product  not  at  home  buyers  but  at  their 


mortgage  lenders,  looking  to  cut  prices  in 
half  and  still  make  a  good  profit. 

But  California's  state  insurance  com- 
missioner, John  Garamendi,  leaped  to 
the  title  industry's  defense,  banning  lien 
protection  in  his  state.  Garamendi  says 
he  had  no  choice:  "I  have  no  option  but 
to  enforce  those  laws  even  though  I  thmk 
they  are  wrong  and  should  be  changed." 

The  leaders  of  Radian  were  stung,  says 
the  company's  former  general  counsel, 
Howard  Yaruss.  The  old  "monoline"  law 
ostensibly  had  been  designed  to  protect 
consumers;  yet  Radian's  product  was  to  be 
sold  to  Bank  of  America  and  its  ilk. 

In  July  Garamendi  himself  took  on  the 
title  industry,  proposing  cuts  in  title  insur- 
ers' regulated  prices  of  23%.  He  says  it  will 
save  California  homeowners  $1  billion  a 
year.  A  better  solution  would  be  to  throw 
open  the  market  to  products  like  the  one 
Radian  offered,  he  admits,  but  he  doesn't 
see  that  as  likely.  "The  title  insur- 
ance industry  is  very  politically 
powerful.  It  has  tens  of  thousands 
of  agents  in  California,"  he  sighs. 

In  2004  the  title  industry 
stared  down  another  threat,  this 
one  in  Washington,  D.C.  HUD 
had  pushed  for  rules  that  would  allow 
lenders  to  package  title  insurance  with  a 
mortgage,  something  federal  law  currently 
forbids.  The  title  industry,  fearing  the 
power  of  banks  to  negotiate  lower  title 
insurance  rates,  was  violently  opposed  to 
the  rules  and  found  a  key  ally  in  Senator 
Richard  Shelby,  the  Alabama  Republican 
who  is  chairman  of  the  Senate  Banking, 
Housing  &  Urban  Affairs  Committee — 
and  who  owns  the  Tuscaloosa  Title  Co.  (A 
Shelby  spokesman  says  the  senator's  atti- 
tude toward  HUD's  proposals  is  unrelated 
to  his  sideline  business.)  HUD  is  now 
considering  other  options  for  reforming 
the  industry. 

Yet  another  movement  for  change 
comes  from  efforts  by  the  nation's  county 
recorders  to  agree  on  a  uniform  way  to 
store  property  records  online,  which  could 
severely  curtail  the  need  for  tide  insurers. 
But  even  if  they  succeed,  most  state  legisla- 
tures would  have  to  lift  a  thicket  of  creaky 
old  laws  that  have  enriched  the  title  indus- 
try for  decades — and  bilked  home  buyers 
out  of  billions  of  dollars.  F 
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SKIN  IN  THE  GAME 


■  N  1519  HERNAN  CORTES  SCUTTLED  HIS  SHIPS  UPON 
I  arrival  in  Veracruz,  Mexico.  Vastly  outnumbered,  his  600 
I  soldiers  decided  that  they  would  either  defeat  the  Aztecs 
I  or  perish  trying.  By  making  defeat  worse,  Cortes  increased 
I  his  chance  of  victory.  And  conquer  he  did. 
While  we  can't  all  scuttle  our  ships,  we  can  use  this  same  type 
of  commitment  strategy  to  help  us  lose  weight,  stop  smoking, 
exercise  more  or  achieve  just  about  any  goal. 

Imagine  a  Commitment  Store  that  offered  a  financial  incen- 
tive to  lose  weight.  You  promise  to  lose  a  pound  a  week  for  the 
next  20  weeks  and  then  keep  the  20  pounds  off  for  the 
remainder  of  the  year.  You  back  up  the  promise  with  a  $1,000 
weight-loss  bond.  Weigh-ins  are  biweekly.  Every  time  you  meet 
your  goal,  you  get  back  $60.  Over  the  course  of  the  year  you 
could  earn  back  $1,560.  Of  course,  each  time  you  miss,  that 
costs  you  $60. 

Here's  a  diet  system  that  literally  pays  you  to  lose  the  weight. 
If  you  miss  your  goal  weight  one  week,  you  still  have  an  incentive 
to  get  back  on  track  to  collect  the  next  payout.  If  $60  a  weigh-in 
isn't  enough  to  get  your  attention,  then  buy  two  or  more  bonds. 

The  56%  interest  rate  might  seem  high,  but  the  fact  is  that 
more  than  95%  of  dieters  fail  to  keep  their  weight  off  for  a  year. 
Even  if  half  the  dieters  succeed  under  this  new  regime,  the  store 
can  still  turn  a  healthy  profit.  Putting  aside  the  interest  it  could 
earn  on  deposited  funds  (and  the  overhead  costs),  it  would  be 
taking  in  $2,000  from  a  pair  of  dieters  and  paying  out  $1,560  to 
one  of  them. 

We're  not  the  first  to  suggest  the  idea  of  financial  incentives. 
This  seasons  edition  of  NBC's  The  Biggest  Loser  will  pay  $250,000 
to  the  person  who  loses  the  largest  percentage  of  his  or  her  body 
weight.  We  tried  something  like  this  ourselves  with  ABC's  Prime- 
time.  Five  volunteers  were  photographed  in  bikinis.  Unless  they 
lost  15  pounds  in  two  months,  those  photographs  would  be 
splashed  on  Primetime  and  the  Web.  As  one  of  the  dieters, 
Cynthia  Nacson-Schechter,  explained,  she  knew  all  about  the 
dangers  of  being  overweight— the  increased  risk  of 
diabetes,  heart  attack  and  death— and  yet  that  wasn't 
enough  to  scare  her  into  action.  What  she  feared 


Why  Not?  I  Ian  Ayres  &  Barry  Nalebufl 


most  was  the  possibility  that  her  ex-boyfriend  would  see  her 
hanging  out  of  a  bikini  on  national  TV.  She  lost  the  weight  and 
then  some. 

The  stick  is  mightier  than  the  carrot.  People  hate  losing  their 
own  money  even  more  than  they  love  gaining  a  windfall  of  the 
same  amount.  Psychologists  call  this  phenomenon  loss  aversion. 
The  great  thing  about  the  weight-loss  bonds  is  that  the  over- 
weight investors  have  put  their  own  skin  in  the  game. 

You  might  be  worried  that  it's  unethical  to  profit  from 
people's  failure  to  lose  weight.  But  the  Commitment  Store 
would  publish  detailed  statistics  on  the  distribution  of  results. 

You'd  know  going  in  the  chance  of  losing 
money.  And  you  might  rationally  decide 
that  getting  halfway  to  your  goal  is  not  a 
bad  outcome — you'd  lose  some  of  your 
principal  but  lose  some  pounds,  too.  Even  if 
weight-loss  bond  buyers  lose 
$200  on  average,  if  the  dieters 
lose  ten  pounds  this  would  be 
a  bargain.  And  those  buyers 
who  lose  the  full  20  make  out 
like  bandits,  earning  interest 
rates  that  would  make  loan 
sharks  proud. 

Of  course,  financial  incen- 
tives aren't  for  everyone.  The 
idea  of  putting  a  dollar  price  on 
every  morsel  of  food  that  you 
put  in  your  mouth  might  ruin 
the  pleasure  of  eating.  (For 
some  people  that  might  be  the 
point.)  The  store  can  serve  peo- 
ple who  react  better  to  financial 
incentives  than  to  other  types  of 
encouragement.  Indeed,  finan- 
cial incentives  have  been  shown  to  help  drug  addicts  abstain. 
Prizes  of  cash,  computers  and  even  iPods  are  being  used  in 
Vacaville,  Calif,  and  elsewhere  to  reward  school  attendance. 

This  needn't  be  a  question  of  either  financial  incentives  or 
nonfinancial  weight-loss  support.  It  can  be  both.  Right  now 
people  spend  about  $10  a  week  to  attend  Weight  Watchers 
weigh-ins.  Weight  Watchers  should  offer  people  the  option  of 
paying  $1,000  up  front  and  then  to  be  paid  $15  a  week  for  every 
time  they  come  over  the  next  year. 

The  commitment  idea  isn't  just  about  weight  loss.  Any  action 
that  can  be  monitored  can  be  subject  to  commitment  contracts. 
The  American  Cancer  Society  should  offer  nonsmoking  bonds. 
You  invest  $10,000  and  agree  to  have  your  hair  tested  for  nicotine 
over  the  course  of  the  year.  If  your  hair  is  nicotine  free,  you  get 
your  money  back  with  interest;  if  not,  your  money  is  forfeited  to 
the  charity.  The  Cancer  Society  is  a  winner  either  way.  F 


This  season's 
edition  of 
"The  Biggest 
Loser"  will 
pay  $250,000 
to  the  person 
who  loses 
the  largest 
percentage  of 
his  or  her  body 
weight. 


Forbes 


Ian  Ayres  and  Barry  Nalebuff  are  professors  at  Yale  Law  School  and 
Yale  School  of  Management.  Ian  drives  a  Prius,  and  Barry  walks  to  work. 
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FUNDAMENTAL  STRENGTH  -CAPITAL  A  NO  PEOPLE 


Statoil  plans  to  find  oil  and  gas  riches  in  the  Arctic.  It  will  face  harsh 
weather  and  surly  Russians  | 


FROM  EDVIN  B.  YTREDAL'S  WIN- 
dow  on  an  island  in  Hammer- 
fest,  Norway,  the  vast  Barents  Sea 
looks  placid  on  a  recent  sunny 
morning.  But  soon  the  sun  will 
set  and  not  rise  again  for  months.  The 
temperature  will  drop  to  well  below  freez- 
ing, and  steady  gale-force  winds  will  howl 
in  for  the  winter.  Ytredal's  understatement: 
"It  is  a  challenging  environmental  area." 

Hard  to  fathom  that  it  is  also  the 
hottest  battleground  on  the  planet  for  vast 


untapped  energy  reserves.  Here,  at  70 
degrees  latitude,  well  inside  the  Arctic  Cir- 
cle, Ytredal  runs  the  day-to-day  operations 
of  a  vital  project  for  Statoil  ASA,  the  $66 
billion  (trailing  12  months  sales)  company, 
Norway's  largest.  Geologists  say  at  least 
25%  of  the  world's  undiscovered  oil  and 
gas  reserves  could  lie  underneath  these  icy 
waters — a  claim  that  has  spurred  a  race  to 
the  Arctic  by  oil  companies  like  Eni,  Total 
and  ConocoPhillips,  followed  quickly  by 
oil  services  firms  and  ship  manufacturers. 


For  Statoil  the  stakes  are  enormous.  The 
company  now  gets  83%  of  its  production  rev- 
enue from  the  Norwegian  continental  shelf, 
a  region  that  many  industry  analysts  say  has 
already  reached  or  passed  its  peak  By  2010 
production  along  the  shelf  is  expected  to  hit 
5  million  barrels  per  day  of  oil  equivalent, 
then  drop  to  3.5  million  barrels  by  2015  and 
to  1  million  barrels  by  2030.  Statoil  execu- 
tives know  the  company's  long-term  success 
rides  on  exploring  the  frontier  regions  in 
the  Barents  Sea,  and  they're  counting  on  the 


project  Ytredal  manages,  known  as  Snohvit, 
to  secure  an  Arctic  foothold  to  establish  the 
company  as  the  preeminent  player  in  the  re- 
gion. "Statoil  has  been  a  pioneer  in  the  Bar- 
ents Sea,"  its  chief,  Helge  Lund,  said  earlier 
this  year,  "and  we  want  to  play  a  central  role 
in  the  further  development  of  the  far  north." 

Yet  exploiting  the  Arctic  is  a  staggeringly 
risky  proposition.  Snohvit  has  6.8  trillion 
cubic  feet  of  natural  gas  (the  equivalent,  in 
energy,  to  1.2  billion  barrels  of  oil)  plus  113 
million  barrels  of  light  oil,  but  it  is  situated 
90  miles  offshore  and  1,000  feet  underwa- 


ICE  CAPADES 

Exiled  from  Iceland  for  manslaughter,  Erik 
(the  Red)  Thorvaldsson  explored  Green- 
land, circa  980,  and  founded  the  first 
European  settlement  on  the  island,  which 
is  now  part  of  Denmark.  The  second  son 
of  this  native  Norwegian,  Leif  Eriksson, 
may  have  been  the  first  European  to  reach 
North  America,  landing  in  what  is  thought 
to  be  today's  Newfoundland. 


ter.  Statoil  must  work  alongside  the  fishing 
industry — an  important  sector  of  Norway's 
economy — and  face  off  against  environmen- 
talists, while  managing  the  technical  complex- 
ity of  the  project.  Ytredal  and  his  staff  must 
also  contend  with  gnarly  winter  storms  and 
freezing  seawater.  In  years  past  there  have 
been  avalanches  from  the  hills  surrounding 
the  Hammerfest  harbor. 

Still  more  challenging  is  that  the  future 
depends  upon  Russia — a  prickly  partner  with 
an  unsteady  grasp  of  Western  property 
rights.  Statoil  has  long  banked  on  gaining 
access  to  a  monster  field  called  Shtokman, 
one  of  the  most  prized  assets  in  the  energy 
world,  with  1 13  trillion  cubic  feet  of  reserves. 
Companies  from  the  U.S.  and  France  have 
also  vied  for  access.  The  state-controlled 
Russian  behemoth  Gazprom  was  cagey 
about  its  plans.  Then,  after  mondis  of  growl- 
ing and  temporizing,  Gazprom's  enigmatic 


chief,  Alexei  Miller,  stunned  the  energy  world 
-last  month  by  announcing  that  the  company 
would  go  it  alone,  without  foreign  equity 
partners.  "Yes,  it  was  disappointing,"  says 
Henrik  Carlsen,  a  senior  vice  president  who 
oversees  Statoil's  Barents  strategy.  "But  that 
does  not  change  the  basic  strategy"  • 

In  heading  to  the  High  North,  as  Norwe- 
gians call  it,  Statoil  executives  will  join  the 
legions  of  explorers  who  have  sought  fortune 
and  renown  in  this  tough  climate  over  the  cen- 
turies (see  box).  These  hardy  men  suffered  ice 
and  isolation,  while  fighting  off  scurvy  and 


On  four  separate  journeys,  beginning  in 
1607,  Englishman  Henry  Hudson  tried  to 
find  a  route  from  Europe  to  Asia  through 
the  Arctic  Ocean.  He  made  many  discov- 
eries, the  Hudson  River  among  them;  his 
crew  mutinied  on  the  voyage  home  in 
161 1,  casting  off  Hudson,  his  son  and 
seven  others  in  the  Hudson  Bay  in 
Canada.  The  crew  came  home;  the 
Hudsons  were  never  heard  from  again. 

mutinous  crewmen,  but  they  ushered  in  the 
modern  era  of  Arctic  exploration  at  the  turn 
of  the  20th  century  with  the  insight  that  the 
key  to  success  there  lay  in  working  with  the 
weather  rather  than  fighting  against  it.  They 
largely  kept  quiet  about  their  territorial  dis- 
coveries, at  least  in  part  to  fend  off  competi- 
tion for  walrus  from  foreign  vessels,  and  later 
because  the  Norwegians — always  great  sea- 
farers and  once  brutal  warriors— wanted  to 
avoid  disputes  with  other  nations.  Meantime, 
Norway's  Arctic  north  enjoyed  a  lively  trade 
with  Russia,  exchanging  fish  for  flour  in  Ham- 
merfest, the  Arctic  city  with  the  ice-free  har- 
bor, thanks  to  the  Gulf  Stream. 

Trade  ended  with  the  October  Revo- 
lution. By  the  Brezhnev  era  Russia  and 
Norway  had  become  embroiled  in  a  still-sim- 
mering dispute  over  a  piece  of  the  Barents  Sea 
that  measures  540,000  square  miles— roughly 
four  times  the  size  of  modern  Germany — and 


is  believed  to  hold  vast  energy  reserves.  Ter- 
ritorial beefs  elsewhere  were  resolved  more 
amicably.  In  1965  Norway  and  the  U.K.  drew 
a  line  down  the  geographic  center  of  the 
North  Sea.  The  same  year,  after  decades  of 
drilling  dozens  of  dry  wells,  energy  compa- 
nies discovered  large  oil  and  gas  deposits,  set- 
ting off  a  race  to  tap  a  region  that  would  later 
be  hailed  as  "the  biggest  play  of  them  all." 
Phillips,  BP  and  others  drilled  on  both  the 
Norwegian  and  British  sides  of  the  North  Sea, 
but  in  the  mid-1960s  few  Norwegians  knew 
much  about  exploration  and  production. 


English  explorer  Sir  John  Franklin  gets 
credit  for  having  proved  the  existence  of 
the  Northwest  Passage  in  1845.  But  it  cos 
him  his  life.  His  two  boats,  the  Erebus 
and  the  Terror,  became  trapped  in  the 
Canadian  Arctic.  Franklin  and  23  crew 
members  died  there,  while  the  remaining 
crew  of  105  made  a  harrowing  attempt 
to  hike  to  safety,  surviving  initially  by 
cannibalism;  eventually  they  all  died. 


Finally,  in  1972  the  Oslo  parliament  set  up 
Statoil  ("state  oil")  to  exploit  the  first  big  dis- 
covery on  Norway's  continental  shelf. 

Over  the  next  three  decades  the  state- 
owned  company  worked  its  way  north  along 
the  shelf,  gaining  experience  in  harsh  climates, 
while  also  expanding  internationally.  A  1990 
alliance  with  BP  gave  it  access  to  exploration 
licenses  in  such  places  as  Angola  and  Azer- 
baijan. It  later  took  stakes  in  the  production 
of  oil  and  gas  in  Algeria,  China,  the  U.K.  and 
Venezuela  In  2001  Statoil  was  partially  pri- 
vatized and  listed  on  the  Oslo  and  New  York 
stock  exchanges.  The  government,  which  now 
owns  a  70.9%  stake,  doesn't  get  deeply  involved 
in  operations.  By  law,  rights  to  the  gas  and  oil 
reserves  in  the  Norwegian  parts  of  the  sea  are 
owned  by  the  state,  which  then  puts  up  for 
bid  licenses  to  explore  and  produce  in  certain 
areas.  Statoil  and  competitors  all  bid  equally 
for  the  concession. 
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The  government  couldn't  shield  it  from 
one  of  the  biggest  scandals  in  the  history  of 
Norwegian  business.  In  2002  news  reports  un- 
covered allegations  of  bribery — that  Statoil 
had  used  an  intermediary  to  pay  $15.2  mil- 
lion to  officials  in  Iran  in  order  to  get  access 
to  oil  fields  there.  Statoil  paid  a  $3  million  fine 
to  Norway,  without  admitting  or  denying  guilt, 
and  later  agreed  to  shell  out  another  $  1 8  mil- 
lion to  the  U.S.  The  affair  forced  the  resigna- 
tions, in  the  fall  of  2003,  of  three  executives: 
the  chairman,  the  chief  executive  and  a  vice 
president  for  exploration.  In  March  2004  the 


global  demand  was  weak,  and  Statoil,  like  the 
rest  of  the  industry,  lacked  the  financial  and 
technological  know-how  to  transport  gas  over 
long  distances.  Two  attempts  at  tapping  the 
field  failed.  In  2001  Statoil  faced  further  de- 
lays when  greenies  persuaded  the  Norwegian 
parliament  to  halt  Barents  Sea  exploration 
until  further  study.  After  a  heated  debate  and 
a  series  of  environmental  reports  the  govern- 
ment allowed  the  Snohvit  project  to  proceed 
a  year  later,  but  it  only  fully  lifted  the  ban  on 
exploration  earlier  this  year,  with  some  strict 
regulations.  "It  was  quite  a  hard  fight,"  says 


While  most  offshore  projects  extract  oil  and 
gas  via  above-water  platforms,  the  company 
placated  environmentalists  and  trimmed 
costs  by  placing  its  platforms  on  the  seabed, 
running  pipes  back  to  Melkoya  and  oper- 
ating the  wells  remotely.  In  so  doing  the 
company  found  it  could  cut  capital  expenses 
by  half  and  labor  by  90%.  In  addition  Sta- 
toil expects  the  experience  will  help  in  fu- 
ture cold-climate  operations,  especially  in 
avoiding  icebergs.  Still,  frigid  conditions  are 
a  constant  challenge  in  pipes  that  take  in 
water,  gas  and  condensate.  At  certain  tem- 


In  1893  Norwe- 
gian Fridtjof 
Nansen 

allowed  his 
boat,  the  Fram, 
to  freeze  in  ice 
and  let  the  cur- 
rent carry  him 
and  his  crew 
north  from 
Siberia.  For 
two  years  they 
lived  with  their 
vessel  packed 
in  ice,  but  at 

4  degrees  latitude,  Nansen  and  a  crew 
member  set  off  for  the  North  Pole  with  a 
hack  of  dogs  on  a  15-month  journey.  He 
[sached  a  latitude  of  86°  14',  the  ship 
rifted  to  85°  59'.  They  all  made  it  home 
pr  a  hero's  welcome. 

board  appointed  as  chief  executive  Helge 
Lund,  a  then-4 1  -year-old  onetime  McKinsey 
&  Co.  consultant  who  had  most  recently 
j  served  as  head  of  Aker  Kvaerner,  a  Norwe- 
I  gian  engineering  and  construction  firm, 
i  That  August  he  gave  a  presentation  confirm- 
!  ing  that  the  future  of  the  company  lay  in  the 
I  High  North. 

Lund's  tenure  has  been  aided  by  high  oil 
prices.  Between  2003  and  2005  Statoil 
roughly  doubled  earnings  to  $4.8  billion;  at 
the  end  of  last  year  it  had  4.3  billion  barrels 
(equivalent)  of  proved  oil  and  gas  reserves. 
Recently,  Statoil,  along  with  Chevron  and 
Devon  Energy,  announced  a  find  in  the  Gulf 
of  Mexico  that  appears  to  hold  between  3  bil- 
lion and  15  billion  barrels  (equivalent)  of  oil 
and  gas  reserves. 

Yet  its  big  project  in  the  north,  Snohvit, 
has  run  into  snags.  The  company  first  dis- 
covered natural  gas  and  oil  there  in  1981,  but 


In  1903  Norwegian  Roald  Amundsen 

and  his  crew  of  six  became  the  first  to 
successfully  navigate  the  Northwest 
Passage  aboard  his  47-ton  sloop,  Gjoa. 
Later  he  fooled  the  world,  purportedly 
heading  to  the  North  Pole  in  Nansen's  old 
boat,  the  Fram.  In  fact,  he  set  sail  south  to 
the  Antarctic,  where  he,  along  with  four 
companions  and  52  sled  dogs,  became  the 
first  explorer  to  arrive  at  the  South  Pole 
on  Dec.  14,  1911. 


Arvid  Jensen,  head  of  Petro  Arctic,  a  trade 
association  for  energy  developers  in  the  re- 
gion. "You  have  to  drill  for  10,000  years  to 
get  an  accident  in  the  Barents  Sea.  But  the 
risk  is  not  zero.  It's  point  zero,  zero,  zero  some- 
thing. But  it's  not  zero." 

Poor  planning  also  took  its  toll.  Statoil  in- 
creased capacity  at  the  gas  liquefaction  plant 
by  30%  but  failed  to  calculate  all  trie  neces- 
sary changes.  The  company  had  bought  from 
a  Hammerfest  family  a  small  island  called 
Melkoya,  built  a  1 .5-mile  underwater  tunnel 
to  it  from  Hammerfest  and  intended  to  ship 
in  prefabricated  parts.  But  drawings  and 
schedules  were  late,  and  by  the  time  the  parts 
arrived,  executives  found  that  they  were 
poorly  or  improperly  constructed  and  needed 
to  be  repaired.  Delays  set  the  project  back  by 
a  year  and  put  the  $8.6  billion  project  50% 
over  budget. 

Statoil  also  faced  technical  challenges. 


American 
Robert  E. 
Peary  is  usually 
credited  with 
leading  the  first 
expedition  to 
the  North  Pole 
in  1909.  On  the 
verge  of  bank- 
ruptcy and  with 
a  contract  from 
the  New  York 
Times  for  rights 
to  the  story,  he 
set  out  with 
24  men  and  133  dogs,  heading  north  at 
a  staggering  pace  until  Apr.  6,  when  he 
said  he  had  reached  the  Pole.  His  claim 
was  questioned  by  other  explorers  at  the 
time,  and  has  been  mired  in  controversy 
ever  since.  — M.F. 

peratures  the  water  and  gas  mesh  together 
and  create  hydrates,  or  icy  sludge,  that  can 
block  the  pipes.  Antifreeze  is  needed. 

Despite  the  obstacles  Statoil  is  now  con- 
vinced Snohvit  will  be  up  and  running  by  the 
end  of 2007.  At  current  natural  gas  prices  that 
means  an  estimated  $1.4  billion  annual  kick 
to  the  company's  top  line.  Hans  M.  Gjenne- 
stad,  who  runs  the  day-to-day  strategy  in  the 
Barents  Sea,  argues  that  the  lessons  learned 
in  Hammerfest  will  give  Statoil  credibility  to 
take  on  other  projects  in  the  region.  To  go 
deeper  into  the  Arctic,  he  says,  the  company 
is  developing  ways  to  work  with  or  around 
the  ice.  Example:  partnering  with  Aker 
Kvaerner  to  build  ice-breaking  vessels  that  can 
bring  oil  and  liquefied  natural  gas  through 
ice  that  is  6.5  feet  thick  Gjennestad  says  the 
plan  is  to  be  able  to  go  "anywhere  in  the 
Arctic  by  2030." 

That  is,  if  its  big  neighbor  to  the  east  co- 
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operates.  Russia  enjoys  (if  you  can  call  it  that) 
the  largest  Arctic  coastline  of  any  country,  the 
worlds  largest  natural  gas  reserves,  with  1,680 
trillion  cubic  feet,  and  60  billion  barrels  of 
proved  oil  reserves.  Yet  foreign  companies 
have  had  a  tough  time  getting  access  to  any 
of  it.  High  energy  prices  have  emboldened 
the  Kremlin  and  encouraged  it  to  revisit  a 
number  of  projects  with  Western  oil  com- 
panies. In  what  has  been  widely  viewed  as 
an  attempt  to  renegotiate  or  cancel  existing 
exploration  and  production  licenses  and 
agreements,  Russia  is  now  accusing  Royal 
Dutch  Shell  and  BP  of  violating  its  environ- 
mental and  regulatory  standards. 

Until  very  recently  Gazprom,  Russia's 
biggest  company,  seemed  eager  to  accept  for- 
eign help  in  its  largest  field,  Shtokman,  located 
300  miles  offshore  in  the  Russian  Barents  Sea. 
Though  Gazprom  is  one  of  the  ten  most  valu- 
able companies  in  the  world,  with  a  market 
capitalization  of  $264  billion,  it  lacks  the  tech- 
nological expertise  to  tap  the  field  on  its  own. 
Earlier  this  year  it  suggested  as  much  by 
announcing  a  list  of  potential  equity  partners 
that  included  Chevron  and  ConocoPhillips, 
Total,  Statoil  and  Norsk  Hydro.  Eager  to  take 
part,  Statoil  hoped  its  offshore  experience  at 
Snohvit  would  score  points  with  the  Russians. 
Arild  Moe,  deputy  director  at  the  Fridtjof 
Nansen  Institute,  an  energy  and  environmen- 
tal think  tank  in  Oslo,  says  in  return  for  an 
equity  stake  in  Shtokman,  Statoil  would  have 
given  up  a  piece  of  Snohvit,  which  would 
have  allowed  Gazprom  to  begin  selling  gas 
to  the  U.S.  while  acquiring  knowledge  about 
offshore  projects  that  would  pay  off  in  its  own 
Arctic  efforts.  Later  on,  Moe  says,  Statoil 
might  have  given  it  access  to  Europe  through 
prospective  Arctic  pipelines. 

Shtokman  has  been  a  key  piece  of  Stat- 
oil's  Arctic  strategy.  It  has  said  that  during 
even  the  first  phase  of  development  the 
Russian  field  could  produce  3.5  times  as 
much  natural  gas  as  Snohvit,  and,  later  on, 
nearly  as  much  as  all  Norwegian  fields 
were  producing  in  2005.  The  High  North, 
Statoil  has  said,  is  "a  natural  meeting  area 
for  long-term  cooperation." 

Maybe  one  day.  Gazprom's  bombshell 
announcement  provoked  astonishment, 
confusion  and  anger.  Was  it  a  part  of  the 
negotiation— an  attempt  by  a  Russia  and  its 
powerful  state-controlled  company  to  extract 
more?  Or  yet  another  example  of  resource 
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Geologists  believe  that  at  least  25%  of  the  world's  undiscovered  oil  and  gas  reserves 
are  locked  in  the  icy  waters  above  the  Arctic  Circle.  Getting  at  it  will  take  decades. 
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nationalism — "petro-arrogance,"  as  some 
put  it?  "The  Shtokman  decision  is  a  serious 
blow  for  both  Statoil  and  Hydro,"  observes 
Moe.  "Both  Statoil  and  Hydro  are  looking  at 
other  options  in  Russia,  but  clearly  they  will 
evaluate  their  strategies  now" 

A  flummoxed  Statoil  issued  a  six-sentence 
press  release  expressing  surprise,  as  well  as  an 
abiding  commitment  to  a  long-term  presence 
in  Russia.  Executives  say  they  are  looking  at 
other  gas  and  oil  fields  there;  they  are  still  hop- 
ing, perhaps  naively,  that  Shtokman  is  not 
completely  off  the  table.  "When  you  deal  with 
the  Russians,  you  have  to  be  very  patient,"  says 
Oystein  Noreng,  a  professor  of  petroleum 
economics  at  BI  Norwegian  School  of  Man- 
agement. "The  worst  thing  you  can  do  is  push 
them,  because  then  they  will  react." 

Jonas  Gahr  Store,  Norway's  foreign 
minister,  has  made  collaboration  with  Rus- 
sia a  top  priority  over  the  last  two  years.  At 
the  request  of  Statoil  and  Norsk  Hydro  he 
has  discussed  the  Shtokman  field  with  his 
counterpart  and  the  energy  minister  in  Rus- 
sia and  planned  to  do  so  again  at  a  meet- 
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ing  in  western  Siberia;  another  get-together 
is  planned  in  Moscow.  A  day  after  the 
Shtokman  announcement  Store  delivered 
a  planned  speech  in  Brussels,  amending  it 
in  light  of  the  news.  "I  continue  to  believe 
that  the  Norwegian  experience — technolog- 
ically, industrially  and  managerially — could 
benefit  Russia  in  its  quest  to  develop  its  re- 
sources in  the  Barents  Sea,"  he  said,  sound- 
ing like  a  scorned  suitor  still  in  shock. 

Meantime,  back  to  plan  B:  exploring 
the  Norwegian  continental  shelf  and  its 
own  part  of  the  Barents.  There's  the  other 
unpredictable  beast  to  deal  with — nature. 
At  the  plant  in  Snohvit,  builders  installed 
breakwaters  around  Melkoya  island  to  pro- 
tect against  a  millennial  45-foot  wave,  as  well 
as  weatherproofing  and  insulation  to  with- 
stand the  45mph  winter  gusts  from  the 
north  and  west.  In  January  a  hurricane  with 
freezing  temperatures  and  lOOmph  winds 
forced  Statoil  to  evacuate  1,100  workers  to 
the  mainland.  "That's  why  it  was  so  cold," 
muses  a  Statoil  executive.  "Cold  winds  blow 
from  Russia."  F 
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A trend?  Arguably,  that 
capital  expenditure 
number  is  only  going 
up,  for  dozens  of  rea- 
sons, but  the  main  one 
is  electricity  use  across  the  country  is 
due  to  rise  anywhere  from  1 1  %  to 
17%  by  2015,  according  to  the 
Energy  Information  Administration 
(EIA).  Among  other  things,  that  will 
require  more  than  50  gigawatts 
(GW)  of  new  generation  capacity.  By 
2030,  demand  will  have  risen  1.5% 
every  year,  and  the  nation  will  need 


a  total  of  347  GW  of 
new  capacity  —  almost 
a  third  more  than  what 
we  currently  have.  To 
build  it  all  will  likely 
require  a  total  invest- 
ment of  more  than  $300 
billion  (in  2005  dollars). 

Energy  efficiency  efforts 
and  investment  will  help 
keep  those  demand 
totals  where  they  are; 
without  efficiency  gains, 
they  could  be  a  good 
200  GW  greater. 
It's  not  difficult  to  figure  out 
where  the  demand  comes  from. 
The  Census  Bureau  projects  that 
the  U.S.  population  will  expand 
almost  18%  from  2010  to  2030. 
All  customers  will  use  more  elec- 
tricity. For  example,  due  to  our 
reliance  on  electricity  to  power  an 
increasing  number  of  appliances, 
average  electricity  use  per  hour  per 
household  will  rise  to  1.45  kilo- 
watts (KW)  in  2030,  up  from  1.30 
KW  in  2003,  says  The  Brattle 
Group.  The  consulting  firm  also 


points  out  that  commercial  electri< 
ity  use  will  jump  more  than  15° 
per  square  foot  of  commerce 
space.  And  those  statistics  alread 
account  for  greater  efficiencies  i 
future  equipment  —  your  new  P 
and  lighting  system,  for  example. 

Utilities  also  face  the  need  fc 
strengthened  system  reliability,  mat 
dates  on  renewable  energy,  nc 
environmental  issues  and  volati 
energy  prices  —  all  with  significai 
impact  on  investment. 

GOOD  FUEL, 
EXPENSIVE  TO  CLEAN 

Right  now,  coal  provides  moi 
than  half  of  U.S.  electricity  gener; 
tion,  and  most  agree  that  it  wi 
remain  dominant  over  the  next  sc 
eral  decades.  Even  so,  there 
tremendous  uncertainty  about  cu 
rent  emissions  regulation,  not  1 
mention  evolving  policies  regardir 
greenhouse  gas  emissions.  To  encou 
age  investment,  the  Energy  Policy  A 
of  2005  (EPAct)  provided  (amor 
other  things)  new  investment  t£ 
credits  for  clean  coal  facilitie 
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merica  depends  on  a  reliable  and  affordable  electricity  supply.  The  nation's  electric  compani' 
are  building  the  foundation  that  will  meet  this  demand  throughout  the  21st  century. 
Rising  costs  are  affecting  all  energy  sources  today,  including  electricity.  The  nation's  electric  comp 
nies  are  responding  with  both  short-  and  long-term  strategies.  A  major  short-term  focus  is  reduci 
volatility  in  natural  gas  prices.  We're  urging  Congress  to  increase  supplies  that  can  be  recover 
consistent  with  environmental  protections.  We're  also  advocating  that  Congress  simplify  the  multip 
overlapping  air  regulations  that  now  discourage  new  coal-based  power  plants. 

Longer-term,  the  industry  will  be  investing  in  new  plants,  infrastructure  and  environmental  contrc 
to  keep  pace  with  the  country's  growing  demand  for  electricity  —  government  estimates  call  for 
45%  increase  by  2030.  New  regulatory  approaches  that  recognize  the  realities  of  procuring  electr 
ity  and  building  generation  in  today's  competitive  markets  will  also  be  needed.  We're  working  w 
federal  and  state  regulators  to  create  them. 

The  nation's  electric  utility  industry  also  recognizes  that  energy  efficiency  is  a  crucial  part  of  the  solutii 
to  today's  volatile  energy  prices  and  formidable  environmental  challenges.  Critical  to  that  task  is  develo 
ing  state  regulatory  policies  that  make  energy  efficiency  a  sustainable  business  for  utilities.  EEI  and 
members  also  look  forward  to  working  with  industry  allies  to  develop  and  promote  advanced  technc 
gies  that  can  give  utility  customers  more  ways  to  save  energy  and  take  control  of  their  energy  costs 

EDISOiS  El  FCTRIC  Our  goal  is  clear:  We're  investing  in  America's  electric  future.  For  more  information,  plea 
INSTITU*  visitwww.eei.org. 


Protecting  the  environment  while  ensuring  our  current  and  future  energy 
needs  is  a  challenge  American  Electric  Power  is  facing  squarely.  In  addition  to 
spending  more  than  $4  billion  on  environmental  improvements  at  our  existing 
coal-fired  plants,  AEP  plans  to  build  the  first  fully  commercial  Integrated 
Gasification  Combined  Cycle  plants  in  the  U.S.  This  pioneering  step  will  keep 
coal  -  America's  most  abundant  energy  source  -  as  a  viable  energy  option 
while  significantly  reducing  emissions.  AEP  is  committed  to  introducing 
technologies  that  allow  coal  to  be  used  in  a  more  environmentally  responsible 
way.  When  it  comes  to  finding  cleaner,  more  efficient  ways  to  generate  the 
power  we  all  rely  on,  AEP  is  there,  always  working  for  you. 
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For  more  information  visit  AEP.com. 
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including  credits  for  integrated  coal 
gasification  combined-cycle  (IGCC) 
and  advanced  combustion  facilities. 

The  investment  in  IGCC  and 
clean-coal  technologies  has  already 
taken  off.  Duke  Energy  and  Ameri- 
can Electric  Power,  for  example, 
have  plans  to  build  IGCC  plants. 
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Southern,  TXU  and  several  other 
companies  are  exploring  different 
gasification  technologies.  JGCC 
plants  can  be  20%  more  expensive 
than  conventional  ones,  but  the 
technology  is  substantially  cleaner 
than  regular  coal  technologies. 

EIA  projects  that  nuclear  generat- 
ing capacity  will  increase  from 
about  100,000  MW  in  2004  to 
109,000  MW  in  2030.  Along  with 
other  incentives,  EPAct  provided  a 
production  tax  credit  for  electricity 
produced  at  new,  advanced  facilities. 
No  one  has  built  a  nuclear  plant  in 
more  than  15  years,  but  two  groups 
of  companies  plan  to  apply  for 
operating  licenses  in  2007:  a 
Dominion-led  consortium,  with 
vendor  partners,  and  NuStart  Energy 
LLC,  with  eight  utility  partners  and 
two  vendor  partners. 

Progress  and  investment  have 
occurred  on  the  natural  gas  front 
too.  With  EPAct  spurring  investment 
in  natural  gas  delivery  facilities  and 
expediting  the  federal  permit  process, 
several  new  liquefied  natural  gas 
(LNG)  terminals  and  expansions  at 
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three  of  the  four  existing  ones  hav 
been  approved,  and  the  capacity  o 
these  is  equivalent  to  double  th 
output  from  the  Alaskan  pipeline. 

Other  than  hydropower,  renewabl 
energy  sources  account  for  onl 
2.4%  of  U.S.  electricity  needs.  But  X 
states  and  the  District  of  Columbi 
have  mandatory  renewable  portfoli' 
standards,  directing  utilities  to  gener 
ate  or  purchase  some  portion  of  elec 
tricity  from  renewable  source- 
Renewable  costs  remain  high  an» 
integrating  these  technologies  int< 
the  grid  is  expensive,  but  EPAc 
extends  the  tax  credit  for  wind,  bic 
mass,  geothermal  and  similar  facili 
ties.  There  are  also  tax  credits  fo 
solar  energy  and  fuel  cells. 

THE  ENVIRONMENTAL 
INVESTMENT 

Environmental  protection  ha 
long  been  a  driver  of  industr 
investment,  and  that  investment  ha 
paid  dividends  in  terms  of  cleane 
air,  water  and  land  —  but  the  capi 
tal  requirements  are  great.  For  jus 
three  new  emissions  regulations 
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More  and  more  people  move  to  the  South  each  day.  In  fact,  the  U.S.  Census  Bureau  estimates  the 
by  the  year  2030,  40%  of  Americans  will  live  in  the  region  that  stretches  from  Texas  to  Virginia 
And  many  of  these  new  neighbors  will  look  to  Southern  Company  to  serve  their  energy  needs. 

At  Southern  Company,  we're  poised  to  meet  rising  demand  by  pursuing  a  balanced  approach  t 
energy.  We  are  planning  to  build  new  nuclear  power  —  a  clean,  safe  and  economical  form  of  gene 
ating  electricity.  And  we're  developing  new  technologies  that  will  allow  us  to  use  coal,  our  nation' 
most  abundant  energy  resource,  in  a  cleaner,  more  efficient  manner.  Natural  gas,  the  fuel  of  choic 
for  electric  generation  in  recent  years,  remains  an  important  option  for  us,  as  does  renewable  ene 
gy.  Though  currently  limited  by  supply  and  reliability,  we're  assessing  biomass  and  wind  as  possibi 
ities,  and  we  continue  to  promote  energy  efficiency  by  working  with  our  customers  to  reduce  energ 
use  in  their  homes  and  businesses. 

Energy  needs  are  growing,  and  Southern  Company  is  implementing  the  most  effective  solutions  t 
keep  up  with  that  growth.  The  nation's  economy,  quality  of  life  and  ability  to  compete  in  the  world' 
markets  will  depend  on  a  reliable  and  affordable  energy  supply  —  and  one  that  can  meet  the  con 
mitments  of  ever-increasing  environmental  standards. 

For  more  information,  please  visit  www.southerncompany.com. 
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The  other  guys  fought  clean. 
We  fought  dirty. 


Rather  than  fight  against  strict  federal  emissions  laws  for  coal-burning  power  stations,  Dominion  went 
above  and  beyond  the  requirements  to  lead  the  fight  for  a  cleaner  environment.  Cleaner  emissions 
make  for  cleaner  air,  which  is  good  for  the  millions  we  serve  in  more  than  20  states  —  communities 
where  our  own  families  and  friends  live  and  work.  True  to  our  commitment,  Dominion  employees  have 
volunteered  more  than  50,000  hours  with  Trout  Unlimited,  The  Nature  Conservancy  and  other 
conservation  groups  since  2000-  In  all,  Dominion  has  committed  more  than  $3.2  billion  to  fighting  dirty. 
And  that,  when  you  come  right  down  to  it,  is  a  perfectly  fair  way  to  fight. 


You  can  learn  more  about  Dominion  at  www.dom.com 
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covering  sulfur  dioxide,  nitrogen 
oxides  and  mercury,  electric  compa- 
nies will  invest  about  $3  billion  per 
year  in  2010,  rising  to  $6  billion  per 
year  in  2020,  according  to  the  Envi- 
ronmental Protection  Agency. 

The  possibility  of  carbon  restric- 
tions creates  a  whole  new  set  of 
uncertainties.  It's  difficult  to  esti- 
mate, says  The  Brattle  Group,  but 
the  investments  required  would 
probably  be  much  greater  than 
those  for  the  four  other  emissions. 

MAKING  ENERGY 
EFFICIENCY  WORK 

The  more  technology  becomes 
energy  efficient  and  the  economy 
embraces  it,  the  less  pressure  is  on 
building  new  generation  and  impact 
of  potential  carbon  restrictions. 
Electric  utilities  have  traditionally 
promoted  energy-efficiency  improve- 
ments: Industry  programs 
have  saved  nearly  750  billion 
kilowatt-hours  in  the  past  15 
years,  enough  to  power 
almost  69  million  homes  for 
one  year.  Between  2001  and 
2004  alone,  electric  utilities 
invested  more  than  $6  billion 
in  energy-efficiency  programs 
and  services. 

Edison  Electric  Institute 
(EEI)  points  out  that  meter- 
ing and  energy  management 
systems,  home  appliances  and 
generating  and  delivery  tech- 
nologies are  becoming  increas- 
ingly sophisticated.  These  can 
provide  more  ways  to  save 
energy  and  reduce  emissions. 
Combining  smart  meter  and 
electric  system  technologies 
with  innovative  rate  making 
and  rate  design  can  create  a 
demand-responsive  market, 


further  empowering  customers  t< 
take  control  of  energy  costs.  Ne\j 
efficiency  technologies  for  buildin 
advanced  plug-in  hybrid  vehicle 
and  strengthened  appliance  stan 
dards  all  help  save  energy,  reduc 
emissions  and  keep  costs  down. 

GETTING  THE  JUICE 
FROM  HERE  TO  THERE 

The  transmission  system  facili 
tates  the  bulk  wholesale  powe 
markets  and  serves  as  a  conduit  c 
reliable  electric  power,  but  it  wai 
not  originally  intended  to  perforr 
both  duties.  Traffic  on  the  system  i 
heavy,  and  in  1998,  a  total  of  30 
transactions  were  cancelled  du 
to  congestion,  while  in  2005,  ther 
were  more  than  2,400  cancella 
tions.  Congestion  strains  reliabilit 
and  also  limits  access  to  les 
expensive  power. 


There 


is  a  river. 
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strong.  It's  steady. 


It  flows  through  all  of  our  lives 


The  river  powers  the  South. 


And  we  make  it  run. 


With  nearly  39,000  megawatts  of  electric  generating 
capacity  in  the  Southeast,  our  total  commitment  has  made 
e  region's  top  rated  electric  utilities  in  customer  satisfaction. 


Alabama  Power  •  Georgia  Power  •  Gulf  Power  •  Mississippi  Power 
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According  to  the  North  American 
Electric  Reliability  Council,  the 
system  will  need  12,500  miles  of  new 
transmission  by  2014  in  order  to 
lessen  congestion  costs  and  meet 
reliability  requirements  and  market 
realities.  From  2006  to  2009,  utilities 
plan  to  invest  $31.5  billion  for  the 
transmission  system  —  nearly  a  60% 
increase  over  the  previous  three  years. 

Also,  population  and  demand 
growth,  coupled  with  the  need  to 
replace  aging  infrastructure,  will 
require  continued  distribution 
enhancements.  If  recent  trends 
persist,  distribution  investment  will 


average  $14  billion  per  year 
over  the  next  10  years,  probably 
exceeding  generation  and  environ- 
mental capital  spending,  according 
to  The  Brattle  Group. 

INVESTMENTS  ON  SURE 
FOOTING 

To  build  new  facilities,  launch 
new  technologies  and  implement 
efficiency  initiatives,  utilities  need 
access  to  substantial  amounts  of 
capital.  Most  observers  agree  that 
plenty  of  it  exists,  but  investors  need 
to  know  they  will  get  an  adequate 
return  and  regulatory  certainty. 
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So  utilities  —  particularly  in  a 
environment  of  rising  prices  anl 
infrastructure  spending  —  ar 
working  with  regulators,  Wal 
Street  and  customers  to  get  tha 
certainty  and  show  how  th 
investments  benefit  the  socia 
good.  This  involves  testimon 
before  commissions,  getting  stat 
regulators  and  Wall  Street  togeth 
er  to  discuss  their  needs,  workin 
with  federal  regulators  to  impk 
ment  new  market  and  reliabilit 
rules,  and  partnering  with  govern 
ment  agencies  and  industry  t 
boost  efficiencies.  For  utilities 
it's  an  investment  in  the  nation 
electric  future. 
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CHAIRMAN,  PRESIDENT  AND  CHIEF  EXECUTIVE  OFFICER 
AMERICAN  ELECTRIC  POWER 

American  Electric  Power  (AEP)  is  one  of  the  largest  electric  utilities  in  the  U.S.,  delivering  electri 
ity  to  more  than  5  million  customers  in  11  states.  AEP  is  one  of  the  nation's  largest  generatoi 
of  electricity,  owning  more  than  36,000  megawatts  of  generating  capacity  in  the  U.S.  AEP  als 
owns  the  nation's  largest  electricity  transmission  system,  a  nearly  39,000-mile  network  that  include 
more  765-kilovolt  extra-high-voltage  transmission  lines  than  all  other  U.S.  transmission  systerr 
combined. 

AEP  has  long  been  an  industry  leader,  completing  the  nation's  first  major  mine-mouth  power  plan 
the  first  long-distance  high-voltage  transmission  line  and  developing  the  world's  largest  coal-fire 

generating  units. 

AEP  is  leading  again  through  its  commitment  to  build  the  first  large-scale  integrated  gasificatic 
combined  cycle  (IGCC)  clean-coal  plants  in  the  U.S.  These  plants  will  help  keep  coal  as  a  vital  ene 
gy  option  by  improving  its  environmental  performance. 

AEP  assures  continued  value  for  its  shareholders  by  focusing  on  bringing  comfort  to  on 
customers,  supporting  business  and  commerce  and  building  strong  communities.  The  compar 
marks  its  100th  anniversary  in  2006. 

For  more  information  about  AEP,  visit  www.AEP.com. 


From  the  Hudson  Valley  to  the  Silicon  Valley  —  and  everywhere  in  between  —  as  the  American  economy 
rows,  so  does  our  need  for  safe,  reliable  electricity.  A  need  which  will  grow  45%  by  2030* 

This  is  why  America's  shareholder-owned  electric  companies  are  investing  billions  of  dollars  in  next 
eneratidn  power  plants,  environmental  improvements,  and  enhanced  electric  delivery  systems.  We  are  building 
keep  America's  electric  future  shining  brightly.  For  more  information,  visit  www.eei.org. 


^America's  Shareholder-Owned  Electric  Companies"^ 
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Divorce 


As  soon  as  the  divorce  papers  are  served, 

the  asset  shuffling  begins. 

It's  amazing  what  angry  spouses  try  to  do — and  what  tl 


I  N  1997  NANCY  AND  LUKE 
I  Weinstein,  a  Connecticut  couple 
I  with  a  young  daughter,  decided 
HHR  to  go  their  separate  ways.  They 
weren't  rich,  it  seemed.  Nancy  was  a  stay- 
at-home  mom;  Luke's  base  salary  was 
$48,000  a  year  at  Product  Technologies, 
which  developed  software  for  smart  cards. 
On  his  asset  disclosure  sheet  he  valued  his 
19.4%  stake  in  the  firm  at  $40,000.  The 
judge  ordered  Luke  to  pay  his  wife 
$100,000  as  a  divorce  settlement. 

The  Weinstein  marriage  was  dissolved 
in  1998.  Five  months  later  Lukes  firm  was 


sold  for  $6  million  (with  financing),  and 
he  ultimately  pocketed  $1.45  million  for 
his  shares.  A  sudden  run  of  luck?  Not 
exactly;  it  later  came  out  that  Luke  and 
another  principal  had  turned  down  a  $2.5 
million  offer  for  the  company  that  was 
made  while  the  divorce  was  still  pending. 

Nancy  went  back  to  court,  saying  that 
her  ex  had  fraudulently  understated  the 
value  of  his  stock.  But  recompense  was 
slow  and  meager.  Four  months  ago — 
after  a  decade  of  pursuit — an  exhausted 
Nancy  Weinstein  settled  with  Luke.  Her 
net  settlement,  after  legal  and  expert  fees, 


was  marginally  over  $200,000. 

It's  a  quirk  of  our  society:  Fudge  any 
number  in  a  publicly  traded  corporation 
and  Sarbanes-Oxley  will  have  you  behind 
bars.  But  fudge  an  asset  figure  in  a  divorce 
battle  and  nothing  much  happens.  It's  just 
accepted  as  part  of  the  rough  play  that  is 
expected  in  a  bitter  lawsuit. 

The  very  wealthy  have  long  used 
Liechtenstein  or  Cayman  Islands  trusts  to 
keep  assets  squirreled  away  out  of  the 
reach  of  enemy  spouses.  In  the  1990s 
Denise  and  Marc  Rich  fought  a  divorce 
battle  of  epic  proportions  as  she  tried  to 
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get  away  with  1  By  Richard  C.  Morais 


prove  he  was  hiding  assets  from  his  base 
in  (where  else?)  Switzerland.  Denise  initi- 
ated an  unproductive  criminal  investiga- 
tion by  authorities  in  Canton  Zug  and 
tried  to  freeze  Marc's  assets;  in  the  U.S.  she 
filed  a  suit  alleging  he  had  fraudulently 
misused  their  children's  trusts.  The  Riches 
finally  settled,  and  Denise  famously  went 
on  to  help  her  fugitive  ex-husband  get  a 
presidential  pardon  from  Bill  Clinton. 

But  asset-hiding  in  divorces  is  no  longer 
exclusively  a  tycoon's  game.  Not  uncommon: 
husbands  who  give  interest-free  loans  to 
their  girlfriends  or  have  their  businesses  hire 


their  love  interests  at  unreasonably  high 
salaries.  There  was  the  fellow  in  Missouri 
who  stopped  paying  the  mortgage  on  a 
property  he  owned  with  his  wife,  let  the 
banks  seize  it  and  then  had  his  parents  buy 
it  back  at  the  foreclosure  sale.  The  wife  won 
custody  of  the  children,  child  support, 
maintenance  and  attorneys'  fees,  plus  her 
share  of  the  marital  assets.  A  husband  in  Illi- 
nois stopped  soliciting  new  clients  for  the 
couple's  cleaning  business,  driving  it  to  the 
wall;  he  was,  at  the  same  time,  attracting 
clients  to  his  new  competing  business. 
The  Equitable  Distribution  of  Property, 


a  900-page  treatise  on  assets  in  divorces, 
dedicated  3  pages  to  "dissipation  of  marital 
assets"  when  it  was  first  published  in 
1982.  Twelve  years  later  the  revised  treatise 
needed  22  pages  to  discuss  the  issue. 
Today  "asset-protecting"  techniques  are 
available  to  the  masses:  A  trawl  through 
cyberspace  spits  up  countless  sites  like 
divorcesource.com,  divorcenet.com  and 
assetprotection-guide.com,  all  outlining 
various  asset-hiding  tactics  (or  ways  of 
finding  a  spouse's  hidden  wealth)  during  a 
gloves-off  fistfight  over  marital  property. 
How  common  are  asset-hiding  tricks 
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Til  Death  Did  They  Spar 


T 

I  i 
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Ihere  is  something  profoundly  tragic  about  the  final  years  of 
Neuberne  and  Catherine  Brown.  By  their  own  accounts  happily 
married  for  most  of  their  25  years  together,  the  couple  somehow 
lost  their  way  when  they  were  both  in  their  70s,  and  in  the  summer 
of  2001  they  filed  for  divorce. 

The  Browns  were  worth  $35  million,  and  they  owned,  among  other 
things,  Greenbriar  Farm,  a  2,000-acre  buffalo  ranch  in  West  Virginia.  A 
court-overseen  mediation  began  to  divide  their  assets  evenly:  Neuberne 
got  the  cockatiel  and  the  guns,  Catherine  the  grey  parrot  and  the  furs. 

Before  the  ink  was  dry,  however,  Neuberne  was  back  in  court  trying  to 
overturn  the  agreement  on  the  basis 
that  he  was  coerced  into  signing. 
From  then  on  it  was  war.  Catherine's 
lawyers  alleged  her  husband  was 
hiding  assets  and  siphoning  bison  off 
Greenbriar  Farm  into  a  parallel 
entity  he  controlled.  His  attorneys 
counterclaimed  she  wasn't  paying 
her  fair  share  of  the  expenses  and 
that  most  of  his  wealth  was 
created  before  the  couple  were 
married  and  shouldn't  be  consid- 
ered part  of  the  marital  estate. 

The  next  years  were  hell — for 
both  of  them.  Catherine — per- 
haps a  "fragile"  woman  on 
Zoloft,  as  she  claimed,  but  also 
hell-bent  on  putting  the 
squeeze  on  her  husband — showed  up  at 
Greenbriar  in  June  2003,  with  a  possible 
buyer  for  the  farm,  a  camera  and  an  off- 
duty  policeman.  But  Neuberne  had  locked  the  farm's  gates  and  wouldn't  let 
them  in.  Two  days  later  Catherine  did  get  onto  the  ranch  with  the  court's 
help,  but  Neuberne  still  barred  her  from  entering  certain  rooms,  and  he  fol- 
lowed her  through  the  halls  hurling  insults:  She  was  "greedy"  and  looked 
"as  old  as  the  house."  Must  have  stung.  The  Manor  House  was  built  in  1820. 

The  Browns  never  divorced.  A  few  weeks  after  this  incident  Neuberne 
dropped  dead  next  to  one  of  their  swimming  pools.  Turns  out  Neuberne 
had  hidden  assets — including  nearly  $500,000  in  silver  bullion  at  a  ware- 
house at  the  airport  in  Zurich,  Switzerland — but  the  enraged  wife  never 
got  what  she  wanted,  either.  Neuberne  left  his  worldly  goods  to  his 
brother,  and  Catherine  was  still  in  court  fighting  her  husband's  estate 
when,  on  April  Fool's  Day  2005,  she  herself  dropped  dead.  Catherine's 
attorney,  Russell  Ferraro  Jr.,  estimates  the  divorcing  couple  ran  up  over 
$3  million  in  legal  fees.  Their  estates  continue  to  battle.  — R.CM. 


Society  split:  The  couple's  squabble 
makes  Palm  Beach  Post  Feb.  22,  2004. 


today?  Marilyn  Chinitz,  a  divorce  attor- 
ney in  New  York,  guesses  that  such 
schemes  occur  in  at  least  half  of  all 
|  divorces.  If  the  lawyer  for  one  spouse  sus- 

pects that  the  other  spouse  is  playing 
dirty,  he  and  a  forensic  accountant  might 
spend  years  in  legal  discovery  pawing 
through  tax  records,  accounting  ledgers, 
credit  card  bills,  bank  statements  and 
share  transfers.  At  every  step  of  the  way  a 
foot-dragging  spouse  can  try  to  wear  the 
other  side  down  with  delays.  This  is  not 
something  lawyers  necessarily  object  to, 
since  their  meters  are  ticking. 

In  these  battles  the  law  is  stacked 
against  the  financially  weaker  spouse.  "It's 
like  suing  the  Devil  in  Hell.  By  the  time 
you  get  the  judges  to  rule,  half  the  assets 
have  disappeared,"  says  Aaron  Richard 
Golub,  the  fabled  New  York  litigator  who 
represented  Denise  Rich  during  her 
divorce.  He  goes  on:  "Everything  but  cash 
requires  valuations.  That's  the  real  game  in 
all  this.  It's  not  so  much  locating  [hidden] 
assets,  it's  the  complexity  of  how  you  play 
the  valuation." 

Jackson  v.  Jackson,  a  case  decided  by 
the  Appellate  Court  of  Connecticut  in 
1984,  involved  a  husband  who  neglected 
to  mention  that  a  stock  had  split  three-for- 
one,  with  the  result  that  his  wife  got  only  a 
sixth  of  his  $400,000  worth  of  shares, 
rather  than  the  half  she  was  entitled  to.  He 
eventually  had  to  cough  up  the  difference. 

If  judges  do  a  flabby  job  catching  chis- 
elers  or  making  them  pay  penalties,  that's 
in  part  because  they  don't  have  the  time, 
i  In  Connecticut  21  full-time  judges 

(backed  up  by  superior  court  judges, 
magistrates  and  retired  jurists)  are  spread 
across  13  judicial  district  courts  and 
resolved  32,496  family  cases  in  the  year 
ending  June  2006.  There  were  13,895  new 
divorce  cases  filed  in  Connecticut  in  the 
same  year.  Says  Golub:  "You  explain  to  the 
judge,  who  is  so  overworked  and  busy, 
that  the  spouse  is  lying,  and  the  judge  says, 
'So  what  if  he  is  lying?  Prove  it.'" 

Detecting  fraud  is  labor-intensive  and 
hugely  expensive,  and  the  burden  is  on  the 
cash-poor  spouse  to  prove  any  allegations. 
"Too  many  husbands  are  able  to  min 
their  assets  at  the  time  of  divorce  and  get 
away  with  it,"  a  doctor,  duped  by  he 
band  with  a  lowball  asset  valuation,  \ 


to  Nancy  Weinstein.  "[But]  I  was  beaten 
down  emotionally. ...  So,  I  agreed  to  a  set- 
tlement rather  than  continuing  with  a 
lengthy  trial  that  might  not  have  gotten 
me  much  more  than  I  settled  for." 

The  Connecticut  Supreme  Court  ruled 
last  year  that  Luke  Weinstein's  failure  to  dis- 
close the  buyout  offer  for  Product  Technolo- 


gies was  fraud.  (His  attorney  at  the  time, 
Karen  Dowd,  says  this  is  an  unfair  judgment 
because  the  buyout  offer  came  from  a  com- 
petitor and  appeared  to  be  no  more  than  a 
rival's  attempt  to  look  inside  the  company.) 
Even  then  Nancy  did  not  have  a  clear  win. 
The  case  went  back  to  the  lower  courts  for 
reconsideration.  Luke  filed  more  appeals 
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after  the  Supreme  Court  verdict  and  claimed 
that  it  was— wait  for  it— Nancys  lawyers 
who  committed  the  fraud  by  not  asking  the 
right  questions. 

It  was  at  this  point  FORBES  met  Nancy 
and  her  lawyer,  Lori  Welch- Rubin.  Nancy 
appeared  tired  and  worn  down.  Nine 
years  after  she  started  her  divorce,  she  was 
deep  in  debt,  with  a  still  climbing  legal 
and  accounting  bill  of  $226,000.  The 
original  $100,000  settlement  from  Luke 
didn't  go  very  far.  And  Nancy  was  finally 
forced  to  take  a  job  as  a  bank  teller.  "Here's 
the  dynamic  of  why  people  who  hide 
assets  get  away  with  it,"  said  Welch-Rubin. 
This  summer  the  Weinsteins  reached  a 
final  settlement  in  which  Luke  gave, 
according  to  Welch -Rubin's  accounting, 
half  the  1998  aftertax  value  of  his  shares. 
It's  a  sum  from  which,  however,  must  be 
subtracted  a  set-aside  for  the  child  and  the 
bills  for  Nancy's  lawyers  and  accountants. 

"The  courts  don't  punish  the  bad  person," 
says  Gaetano  Ferro,  a  lawyer  in  New  Canaan, 
Conn,  and  new  president  of  the  American 
Academy  of  Matrimonial  Lawyers.  "To  that 
extent,  they  have  an  incentive.  'Hey,  if  I  get 
away  with  it,  I  am  ahead,  and  if  I  don't  get 
away  with  it,  it  costs  me  some  legal  fees.  But 
all  she  is  going  to  get  is  what  she  would  have 
gotten  anyway" 

Today  Nancy,  44,  is  working  and  try- 
ing to  become  financially  independent. 
Luke,  52,  is  pursuing  an  advanced  degree. 
Neither  has  remarried,  and  they  share 
custody  of  their  daughter. 

Even  Ferro,  who  has  been  practicing 
divorce  law  in  Connecticut  since  1978, 
didn't  know  the  extent  to  which  the  state's 
divorce  courts  favored  the  powerful 
spouse.  It  only  became  clear  when  he  rep- 
resented Jane  Welch  in  her  well-publicized 
breakup  with  General  Electrics  former 
boss,  Jack  Welch  Jr.  Shortly  after  he  took 
on  the  case,  Ferro  was  approached  by  a 
senior  court  clerk  and  told  there  would  be 
a  conference  to  discuss  a  "Level  1"  seal  for 
the  Welch  divorce. 

Ferro  had  never  heard  of  such  a  thing. 
Apparently  Connecticut's  judges  had  for 
years  been  secretly  making  divorce  cases 
involving  a  few  prominent  people  disappear 
entirely  (no  name  or  docket  file)  through 
this  Level  1  seal.  This  secret  procedure  was 
finally  exposed,  but  as  the  public  hue  and 


cry  forced  the  rulemaking  judges  to  stop 
this  backroom  practice,  the  judges  pushed 
through  a  new  rule  that  automatically 
sealed  (except  when  the  information  was 
contested)  all  previously  accessible  financial 
affidavits.  In  the  end  the  Level  1  designation 
never  happened  in  the  Welch  divorce. 

The  new  rule  of  financial  statements 
came  online  in  2003  just  as  Jack  and  Jane 
Welch  were  heading  to  their  showdown 
court  date.  Interesting  timing.  Previously 
there  had  been  an  uproar  when  Jack's 
princely  perks  at  GE — from  a  New  York 
City  apartment  to  free  airplane  usage — 
were  revealed  through  financial  affidavits 
filed  in  Connecticut's  district  court.  Ferro 


says  that  not  all  of  Welch's  financial  data 
had  been  made  public  and  that  more 
could  have  come  out  in  open  court.  As  it 
turns  out,  Welch  cut  a  deal  with  his  wife 
just  days  before  their  scheduled  court- 
room appearance. 

This  home-team  advantage  for  the  rich 
and  powerful  is  not  just  a  Connecticut  bias. 
When  California's  supermarket  magnate 
Ronald  Burkie  first  faced  his  estranged 
wife  during  their  bitter  divorce — during 
the  course  of  which  she  claimed  he  was 
hiding  assets  (which  the  court  later 
rejected)— the  politically  well-connected 
billionaire  moved  to  get  his  divorce  records 
sealed.  The  California  state  legislature,  for 
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years  resisting  such  efforts,  suddenly 
rammed  through  a  law  that  effectively 
sealed  California  divorce  records  from 
public  view.  The  politicians  insisted  there 
was  no  link  between  the  law,  Burkle  and 
his  political  largesse,  and  none  has  been 
shown.  Many  remain  skeptical.  Says  New 
York's  Golub:  "What's  wrong  with  the  law 
is  wrong  with  the  law  because  rich  guys 
made  it  that  way." 

In  this  case,  however,  local  media, 


the  suffering  that  comes  with  their  par- 
ents' boorish  behavior  splashed  across  the 
newspapers.  But  there  is  some  public  pur- 
pose in  forcing  contested  financial  state- 
ments out  into  the  open.  "I've  always 
thought  more  people  would  be  honest  if 
they  knew  their  affidavits  were  subject  to 
public  scrutiny,"  says  Ferro.  "It  is  a  whole 
lot  easier  to  defraud  someone  if  you  know 
nobody  other  than  your  spouse  is  ever 
going  to  look  at  your  financial  affidavits." 


compa  y's  assets  and  "protect"  her  business 
and  the  the  funds  were  returned  to  Global. 

En  on's  accountants  could  have 
learne  something  from  some  of  these 
divorc!  s.  Joel  (Mad  Dog)  Weissman,  a 
divorce  lawyer  in  Florida,  recalls  the  time 
he  was  hired  by  a  well-paid  husband  who 
couldr  t  figure  out  where  all  his  money 
was  go:ng.  Weissman  discovered  the  wife 
was  spending  thousands  of  dollars  a 
month  m  clothes  and  then  taking  the  out- 


Nine  years  and  accounting:  Nancy  Weinstein  (right)  with  lawyer  Lori  Welch-Rubin. 


backed  by  the  California  Newspaper 
Publishers  Association,  challenged  the 
law  and  had  it  struck  down.  No  subse- 
quent attempts  to  revive  the  seal  have 
succeeded,  and  Burkle's  divorce  records 
are  to  this  day  open  to  public  scrutiny.  In 
Connecticut  a  task  force  has  recom- 
mended a  reversal  of  the  judges'  blanket 
sealing  of  financial  affidavits. 

Okay,  journalists  trade  on  the  sordid 
lifestyles  of  the  rich  and  famous.  Reason- 
able people  will  agree  there  is  a  place  for 
seals  in  divorce  courts;  judges  must  be 
able  to  protect  vulnerable  children  from 


Asset-hiding  skulduggery  is  mostly 
men-at-work,  but  not  exclusively.  Burt  and 
Susan  Ginsburg  of  Houston,  parents  of  two, 
filed  for  divorce  in  2001.  The  husband  was 
an  eye  doctor,  the  wife  the  owner  of  a  pub- 
lic relations  firm,  Global  Communications 
Works.  During  the  divorce  Susan  Ginsburg 
persuaded  her  former  employer,  p.r.  com- 
pany Chernoff/Silver  &  Associates,  to  bill 
Global  Communications  $757,000  for 
"work"  Chernoff/Silver  never  performed. 

She  transferred  the  funds  to  the  collud- 
ing p.r.  firm  but  admitted,  during  her  dep- 
osition, that  she  was  trying  to  "hide"  her 


fits,  ta  s  still  attached,  to  consignment 
shops.  The  wife  pocketed  the  cash  once 
the  out  its  were  sold. 

Th  idealistic  notion  that  family 
courts  houldn't  be  punitive  has  somehow 
turned  into  a  moral  vacuum  where  sleaze 
gets  ofr  scot-free.  Divorce  attorneys  com- 
plain that  prosecutors  laugh  when  asked 
to  brii  g  charges  against  a  fraudulent 
spouse  their  workday  is  filled  with  mur- 
der, rap  e,  grand  larceny.  In  theory  judges 
can  ma  <e  the  law-breaking  spouse  at  least 
pay  bo  h  sets  of  legal  fees  out  of  his  or  her 
half  of  he  marital  assets.  But  it  rarely  hap- 
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With  Cash  He  Was  King  

Geraldine  Paige  is  the  name  we'll  give  to  a  marketing  executive 
and  the  mother  of  three  children.  Her  husband,  call  him  Alan, 
owns  a  cash  business  in  New  York.  Their  marital  estate  is  worth 
an  estimated  $5  million.  Three  years  ago  Alan  served  Geraldine 
with  divorce  papers. 

Geraldine's  lawyer  and  accountant  poked  through  the  couple's  tax 
returns,  filings  her  husband  had  prepared  and  she  had  signed  without 
looking  at  them  very  hard.  Alan  told  the  tax  collector  that  his  business  had, 
at  the  best  of  times,  produced  $180,000  in  annual  income. 

It  didn't  add  up.  Alan  drove  a  Range  Rover,  and  Geraldine  knew  he  was 
shelling  out  $14,000  a  month  in  mortgage  payments  on  two  properties  they 
owned.  The  discrepancy  between  the  mortgage  payments  he  was  making 
and  his  reported  income  was  never  red-flagged  by  the  IRS  because  her 
$350,000  salary  could  have  explained  it. 

Claims  Geraldine:  "When  it  came  to  our  tax  returns,  I  was  trusting.  I  never 
looked  at  them.  I  would  never  have  signed  had  I  known  what  he  was  doing." 

Now  she's  in  a  bind.  If  Geraldine  proves  in  family  court  that  her  husband 
is  a  tax  cheat  and  that  he  is  using  the  same  techniques  to  hide  assets  from 
the  court,  she  could  make  herself  legally  liable  for  tax  fraud  penalties.  If  she 
doesn't  blow  the  whistle,  however,  Alan  could  grab  more  than  his  fair  share 
of  the  couple's  assets. 

So  Geraldine  is  trying  to  get  her  husband  to  the  negotiating  table 
through  other  means.  On  her  side:  The  court,  concerned  about  the  children, 
ordered  a  drug  test  on  her  husband.  It  came  back  positive.  —  R.C.M. 
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pens.  According  to  divorce  attorneys  the 
wronged  spouse  who  proves  her  (or  his) 
partners  duplicity  typically  gets  legal  fees 
reimbursed  at  25  cents  to  the  dollar.  Foot- 
dragging  almost  always  goes  unpunished. 

So  what's  a  divorcee  to  do? 

Get  creative.  In  2001  Cheryl  Mizrachi 
petitioned  the  Palm  Beach,  Fla.  courts  to  dis- 
solve her  19-year  marriage  with  Joseph 
Mizrachi,  with  whom  she  had  three  children. 
Representing  Cheryl:  Joel  Weissman. 

Joseph  Mizrachi,  a  real  estate  and 
insurance  investor,  told  the  court  his  net 
worth  was  $732,500.  For  the  next  two 
years  Weissman  buried  Joseph  Mizrachi 
in  document  demands.  He  wanted  bank 
records,  statements  of  frequent-flyer 
miles,  documents  outlining  years  of  stock 
transfers  at  15  different  companies. 
Weissman  came  up  with  the  theory  that 
Mizrachi  had  hidden  his  ownership  of 
millions  of  dollars'  worth  of  companies 
using  his  brother  as  a  front.  "I  prepared  a 
flowchart  for  the  court,  just  like  I  was 
working  for  the  FBI,  complete  with  cap- 


Divorce 

lains  and  lieutenants,"  says  Weissman. 
Joseph  Mizrachi  and  his  brother  publicly 
denied  Weissman's  allegations  and  coun- 
terclaimed  that  Mad  Dog  Weissman  was 
really  just  interested  in  his  legal  fees. 

The  endgame  came  in  January  2003, 
when  a  fed-up  Palm  Beach  judge  finally 
ruled  that  because  Joseph  had  "willfully 
ignored"  the  court,  he  was  to  be  arrested 
and  sent  to  the  county  jail.  At  that  point 
Joseph  was  hard  to  locate;  for  the  next 
couple  of  weeks  his  work  was  overseas. 
But  he  did  eventually  return  to  the  U.S. 
and  negotiate  with  his  wife— on  the  con- 
dition she  fire  Weissman.  Cheryl  did  just 
that,  the  couple  entered  mediation,  and  a 
divorce  settlement  was  hammered  out  by 
the  following  year. 

Not  a  bad  outcome.  One  of  the  most 
infamous  divorce  cases  of  recent  times 
was  Capasso  v.  Capasso,  a  case  that  estab- 
lished several  legal  precedents  and  had 
most  of  New  York's  gossip  columnists 


enthralled  in  the  1980s.  Carl  (Andy) 
Capasso,  a  married  sewer  contractor  hav- 
ing an  affair  with  Bess  Myerson,  New 
York  City's  Cultural  Affairs  Commissioner 
and  a  former  Miss  America,  led  the 
divorce  court  to  believe  that  a  commercial 
property  he  owned  in  Long  Island  City 
was  worth  $268,000.  But  he  had  claimed 
in  a  loan  application — where  falsehood 
can  be  a  federal  crime,  unlike  in  a  divorce 
court— that  it  had  recently  been  appraised 
at  $4.9  million.  With  this  discrepancy  his 
wife,  Nancy,  had  leverage.  Capasso  eventu- 
ally wound  up  in  jail  on  a  tax-evasion 
charge.  He  settled  with  his  wife,  reportedly, 
for  $6  million. 

Many  divorce  lawyers  cite  Capasso  as 
a  case  study  in  what  not  to  do.  "It  doesn't 
serve  your  client  well  if  the  spouse  goes  to 
jail  and  he  loses  his  job  and  that  $3  million 
of  income  comes  to  a  screeching  halt,"  says 
New  York  attorney  Chinitz.  "Your  objective 
is  not  to  go  down  that  criminal  path,  be- 


cause then  everybody  suffers.  But  you 
throw  them  up  against  that  wall — and  put 
the  nails  in  there — and  it  makes  people  wake 
up  and  say,  'I  better  come  to  the  table.'" 

That's  exactly  what  Chinitz  did  when 
her  client's  husband,  a  Wall  Street  trader 
making  millions  of  dollars  a  year,  played 
coy  with  his  assets  during  the  couple's 
divorce.  Chinitz  ordered  up  the  husband's 
credit  card  statements  alongside  the 
expense  accounts  he  filed  with  his 
employer.  The  man  was  taking  out  a 
group  of  guys  to  the  same  restaurant  and 
dropping  $5,000.  Chinitz  dug  deeper. 
"He'd  worked  out  something  with  the 
restaurant  so  that  he  would  get  reim- 
bursed the  $5,000.  He  gave  the  restaurant 
$1,000  or  $2,000  for  the  transaction,  but 
meanwhile  he  was  picking  up  $100,000  a 
year  in  extra  income." 

Chinitz  adds  sweetly:  "Subpoenas 
were  served  on  the  restaurant,  and  the 
divorce  case  got  settled."  F 


Advice 


For  theJSpouse With  the  Assets 


For  Ihe  Spouse  Without 


•  Prepare  an  exit  door.  If  you  haven't  signed  a  prenuptial 
agreement  on  the  division  of  assets,  it  may  not  be  too  late 
to  arrange  a  postnuptial  deal  that  would  make  a  divorce 
less  contentious.  Paul  McCartney  should  have  heeded  this 
advice.  As  with  a  prenup,  so  too  with  a  postnup:  These 
deals  can  run  intro  trouble  if  they  are  coercive  or 
if  there  is  less  than  full  disclosure. 


•  Consider  setting  aside  some  money  in 
irrevocable  trusts  for  the  children.  Funds 
funneled  into  such  trusts  by  the  bread- 
winner can't  be  touched  by  the  spouse. 
Says  New  York  attorney  Marilyn  Chinitz: 
"He  can  go  ahead  and  buy  [with  the  trust's 
funds]  a  $20  million  home  and  say  he's  doing  it 
for  the  benefit  of  the  children."  But  caution:  The 
courts  will  see  through  any  blatant  sham  and  will 
make  sure,  for  example,  that  the  house  does  genuinely 
benefit  the  children.  A  parent  might,  for  instance,  have 
to  pay  fair  market  rent  for  his  stay  at  the  house  in  reality 
owned  by  the  kids. 

•  Make  a  preemptive  strike.  Connecticut  attorney  Lori 
Welch-Rubin  advises  that  you  get  an  ethical  lawyer,  be 
up  front  about  your  assets  and  then  quickly  make  a 
decent  offer.  "You'll  save  yourself  legal  fees  down  the 
line,"  she  says.  "If  you've  been  fair  in  the  beginning,  and 
the  wife  starts  pushing  the  envelope,  then  she  is  going 
to  look  greedy  in  the  e   s  of  the  judge." 


•  Prepare  early.  Gather  up  as  much  documentation  as 
possible,  such  as  bank  and  credit  card  statements,  and 
clone  the  hard  disks  of  all  the  home  computers  (where 
a  lot  of  financial  info  is  often  stored).  Ask  lots  of  ques- 
tions about  the  family's  finances,  both  during  the  mar- 
riage and  as  it  dissolves,  and  make  lists.  Who  is 
jTffli^i.     paying  for  what  perk?  What  CPA  is  knowl- 
XITEi)  STATES  OF  AM),   edgeable  about  what  transaction?  Both 

spouses  need  to  take  responsibility  for 
their  finances,  especially  if  both  signa- 
tures are  on  the  tax  return. 


/ 

•  Accumulate  cash  in  your  own  name. 

You  may  have  to  pay  legal  bills  long  before 
you  get  a  settlement. 


•  Consider  mediation.  Court-fought  divorces 
really  only  enrich  the  lawyers.  Carl  Schneider  and 
Sharon  Pickett  of  MediationMatters.com,  Bethesda, 
Md.,  maintain  they  can  wrap  up  marriages  in  four  to 
seven  sessions  at  a  cost  of  $3,000  to  $8,000  per 
divorce.  When  a  family  business  is  suffering  because 
the  principals  are  in  a  bitter  divorce,  mediation  might 
save  the  business  from  going  into  the  toilet. 


Lawyers  counter  that  mediation  is  fine  in  simple  cases 
where  the  split  is  basically  amicable,  but  mediators 
can't  subpoena  records  that  a  spouse  wants  to  keep 
under  wraps.  — R.CM 


178      FORBES       NOVEMBER  i 


SPECIAL  ADVERTISING  SECTION 


THE  UNITED  NATIONS 
WORLD  FOOD  PROGRAM 

L  :  A  Critical  and  Highly  Efficient  Global  Business 


ithout  food,  there 
I  \  /  is  no  life.  Without 
food,  cultures  are 
V  lost.  Without  food, 
nere  is  no  development  — 
nd  ultimately,  no  global 
tability.  Malnutrition  con- 
futes to  the  death  of 
Dughly  6  million  children 
rider  the  age  of  five.  More 
"ian  850  million  people  — 
he  in  seven  of  the  world's 
lopulation  —  are  hungry, 
lunger,  in  fact,  is  the  world's 
Limber  one  health  threat, 


by  Alyssa  Dver 


illing  more  people  each  day 
han  malaria,  tuberculosis 
nd  AIDS  combined. 


Crises  such  as  war, 
tsunami,  drought,  hur- 
ricane, earthquake, 
poverty  and  politics 
deprive  innocent  peo- 
ple of  life-sustaining 
3d.  There  are  over  30  food  emergencies  every  year  around  the  world 
d,  as  a  result,  millions  of  people  need  ongoing  food  aid  to  survive. 
One  would  he  hard  pressed  to  find  any  organization  —  for-profit  or 
nprofit  —  that  runs  as  effectively  as  the  United  Nations  World  Food 
Dgram  (WFP).  Founded  in  1963,  WFP  operates  in  82  countries 
jund  the  world.  In  2005,  WFP  spent  $3.1  billion  to  distribute  4.2 
llion  tons  of  food  aid  by  air,  land  and  sea  to  96.7  million  people. 
3m  its  sophisticated  logistics  management  to  its  management  of 
,500+  highly  trained,  globally  distributed  staff  members,  WFP  is  a 
ssion-driven  operation.  Despite  frequent  crises,  WFP  constantly 
mitors  itself  to  maintain  an  impressively  low  7%  overhead  expense 
io  while  delivering  the  highest  levels  of  quality  and  efficiency. 
The  business  of  providing  emergency  food  is  extremely  complex 
:ause  it  involves  transportation,  procurement,  storage  and  distribution 
jnstics.WFP  uses  state-of-the-art  analytic  tools  and  methodologies 
assess  and  predict  food  security  and  vulnerability. This  ensures  that 
lilable  resources  are  deployed  optimally  and  quickly.  To  reach  the 
ngry,  WFP  often  needs  to  fix  bridges,  ports  and  railways  and 
dress  other  obstacles  that  prevent  the  safe  delivery  of  food  to  those 
io  need  it.  Because  they  often  cannot  rely  on  the  communications 
rastructure  of  the  crisis  area,  WFP  has  developed  highly  reliable 
terns,  including  a  high-frequency  radio-based  e-mail  system  and  a 


satellite  real-time  voice  and  data  network.  A  sophisticated,  custom 
logistics  computer  program  tracks  the  immense  number  of  moving 
parts  involved  in  storing,  retrieving,  transporting  and  distributing 
food  around  the  world. 

A  typical  crisis  response  involves  the  following  steps: 

1 .  Emergency  Assessment  teams  calculate  how  much  food  aid  is 
needed  for  how  many  beneficiaries  and  for  how  long. 

2.  WFP  then  creates  an  Emergency  Operation  (EMOP).The  EMOP 
identifies  how  the  budgeted  money  will  be  best  used.  It  notes  who  will 
receive  food  aid,  what  radons  are  required,  the  type  of  transport  WFP 
will  use  and  the  most  efficient  and  safest  way  to  get  to  the  crisis  area. 

3.  To  raise  the  necessary  resources,  WFP  launches  an  appeal  to  the 
international  community  for  money  and  food  aid.  The  agency  relies 
entirely  on  voluntary  contributions  to  finance  its  operations. 
Donations  are  made  in  cash,  food  or  services. 

4.  Within  48  hours  of  an  emergency,  the  WFP's  logistics  team 
begins  the  process  of  food  distribution. WFP  maintains  40  ships  at  sea 
perpetually  ready  to  be  deployed  with  50,000  tons  or  more  of  gram, 
cans  of  cooking  oil  and  canned  food.  In  extreme  environments,  WFP 
will  airlift  or  airdrop  food  directly  into  disaster  zones.  Trucks,  and 
when  necessary,  donkeys,  camels,  elephants  and  boats,  are  used  to 
bring  food  to  the  location  of  the  needy,  usually  in  refugee  camps  or 
other  emergency  shelters. 

5.  Once  the  food  arrives,  WFP,  together  with  one  or  more  of  the 
over  2,000  partner  governments  and  nongovernmental  organizations, 
will  distribute  the  food  to  the  hungry.  Local  community  leaders 
work  closely  with  WFP  to  ensure  rations  reach  the  people  who  need 
it  most:  women,  pregnant  mothers,  children  and  the  elderly. 


ADVERTISEMENT  2 


Additional  WFP  Food  Programs 

In  addition  to  emergency  response,  WFP  also  provides  ongoing 
food  programs. 

•  School  Feeding:  For  nearly  40  years,  WFP  has  provided  free 
school  meals  as  an  incentive  for  children  of  poor  families  to  go  to 
school.  In  2005,  this  program  helped  21.7  million  children  in  74 
countries. The  McGovern-Dole  International  Food  for  Education  and 
Child  Nutrition  Program  fights  child  hunger  and  promotes  education 
by  delivering  U.S.  agricultural  products  to  school  feeding  projects  in 
the  world's  poorest  countries.  These  efforts  result  in  more  .children 
entering  schools,  improved  student  performance  and  greater  parental 
and  community  involvement  in  education. 

•  HIV  and  AIDS:  WFP  distributes  food  to  people  living  with 
HIV  and  AIDS,  allowing  these  people  to  provide  for  their  families 
for  as  long  as  possible.  This  also  gives  more  time  to  transfer  vital 
knowledge  and  skills  to  the  growing  number  of  AIDS  orphans  — 
the  next  generation  of  food  providers  in  developing  countries. 

•  Food  for  Work:  WFP  helps  build  self-sustaining  food  infra- 
structures by  providing  food  wages  that  give  farmers  time  and  energy 
to  build  irrigation  and  terracing  and  encourage  soil  and  water 
conservation.  In  countries  where  drought  regularly  causes  food 
shortages,  irrigation  can  boost  crop  yields  by  100%  to  400%.  WFP 
also  provides  food  aid  to  farmers  who  practice  soil  conservation  by 
planting  trees.  In  war-torn  countries,  food  for  work  is  an  incentive 
for  ex-combatants  to  abandon  their  weapons  and  learn  new  skills  to 
enable  their  smooth  transition  back  into  society. 

•  Food  for  Women:  Women  are  key  to  the  efficient  production, 
distribution  and  management  of  food.  A  study  of  63  countries  by  the 
International  Food  Policy  Research  Institute  found  that  improvements 
in  women's  education  helped  to  reduce  the  proportion  of  children 
who  were  malnourished  by  50%  between  1970  and  1995.  WFP  also 
provides  food  rations  to  families  who  send  their  girls  to  school.  ■ 


World  Hunger  Is  Everyone's  Business 

The  World  Food  Program  relies  completely  on  voluntary  contributions 
from  governments,  corporations  and  individuals  ■ —  and  any  donation 
helps.  In  some  coun  tries,  19  cents  can  feed  a  family  of  four  each  day; 
$99  will  provide  enough  rice  to  feed  an  entire  community;  and  $34 
provides  a  child  with  school  lunch  for  an  entire  year.  We  know  how  to 
solve  world  hunger  —  the  resources,  means  and  technology  arc  all 
available.  But  WFP  can't  do  it  alone.  Everyone  can  help  —  by 
raising  awareness  about  the  issue  or  making  a  donation. 

The  nonprofit  organization  Friends  of  the  World  Food  Program 
supports  the  WFP  and  other  hunger  relief  efforts  in  the  U.S.  and 
abroad.  Through  advocacy,  outreach  and  fundraising,  Friends  of  WFP 
helps  raise  awareness  and  funds  to  support  critical  programs.  To  donate 
or  find  out  more  about  WFP  and  Friends  of  the  World  Food 
Program,  please  go  to  wunl'.friendsofwfp.org. 


Cargill  is  an  international  provider  of  food, 
agricultural  and  risk  management  products 
and  services.  With  149,000  employees  in  63 
countries,  the  company  is  committed  to  global 
corporate  citizenship  and  nourishing  the  people  and 
possibilities  in  the  places  where  it  does  business. 
One  of  Cargill 's  many  outreach  programs  supports 
the  WFP's  school  feeding  program  in  Nicaragua.  In 
addition  to  providing  food,  Cargill  worked  with 
WFP  and  UNICEF  to  provide  basic,  sustaining 
needs,  including  rainwater  collection  systems, 
potable  water  filters,  utensils  such  as  plates  and 
spoons,  ecological  stoves  for  proper  meal 
preparation  and  sanitation  and  hygiene  education 
for  the  children.  The  program  reached  60  schools 
and  more  than  24,000  children. 

"How  does  this  food  help  us?  If  the  children  didn't 
have  this  food,  how  would  they  study  and  learn? 
Children  come  to  school  expecting  to  receive  a  meal 
that  perhaps  is  not  available  at  home.  They  advance 
faster  in  school  when  they  eat  and  don't  skip 
classes.  This  is  why  we  say  that  the  help  the 
program  provides  is  very  important  to  our  children," 
notes  Nazaria  Iglesias,  mother  and  member  of  the 
Committee  of  Parents  of  the  Isulf  Arriba  School, 
province  of  Mozonte,  Nueva  Segovia,  200  kilometers 
northeast  of  Managua,  Nicaragua. 


Photo  courtesy  of  Cargill 
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Cargill :  www.  cargill.  com/about/citizenship/food jDrogram.  htm 
Frienqjs  of  the  World  Food  Program:  www.friendsofwfp.org 


At  Cargiil,  we  believe  when  people  are  fed  they  have  a  greater  opportunity 
to  succeed.  That's  why  we  partner  with  the  United  Nations  World  Food 
Program  to  provide  safe  nourishment  to  families  and  children,  such  as  these 
at  La  Bailadora  school  in  Matagalpa,  Nicaragua.  Our  support  for  the  Smart 
Schools  Make  Smart  Kids  program  helps  children  receive  a  nutritious  meal 
and  safe  drinking  water,  giving  them  a  better  chance  to  do  well  in  school. 
Because  the  better  we  are  fed,  the  more  we  hunger  to  achieve. 
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THE  PLOT 

AGAINST 
SMALL  CARS 


ONE  DAY  I  WILL  PICK  UP  MY  NEW  YORK  TIMES  AND 
see  a  review  of  a  new  film  titled  Who  Killed  the 
Small  Car?  The  reviewer  will  rank  it  with  Who 
Killed  the  Electric  Car?  and  Al  Gores  movie  about 
Earth  warming.  And  it  will  turn  out,  in  the  film, 
that  General  Motors  led  a  conspiracy  against  the  small  car 
because  it  wanted  to  melt  the  polar  ice  caps,  to  create  more  pud- 
dles, to  sell  high -suspension  Hummers. 

It's  true  that  Detroit  doesn't  want  to  make  small  cars.  The 
question  gets  asked  again  as  foreigners  bring  in  really  small 
vehicles  like  the  Honda  Fit,  Toyota  Yaris  and  BMW  Mini.  The 
French -built  Smart  car,  from  DaimlerChrysler,  will  arrive  soon. 

But  the  home  teams  build  none.  General  Motors  is  happy 
importing  one  from  Korea,  small  enough  but  with  an  unimpres- 
sive 26mpg  fuel  economy  in  the  city.  Chrysler  has  given  up  the 
idea  of  building  one  here  and  hints  of  making  one  with  a  Chi- 
nese company  over  there,  an  iffy  proposition.  Ford  talked  of 
building  one  here  or  in  Mexico,  but  that  talk  has  quieted  down, 
and  I  suspect  it  won't  happen. 

What's  the  trouble?  It's  not  a  plot  to  melt  the  North  Pole.  Two 
other  theories  that  go  in  the  myth  category: 

First  myth:  Small  cars,  small  profits.  That's  the  thinking,  but  great 
car  companies  have  been  built  on  small  cars.  The  Model  T  was  pretty 
small  and  low-priced  at  times— $500,  or  some  $7,500  today— and 
it  made  Henry  Ford  one  of  the  richest  men  in  the  world.  Volkswa- 
gen came  out  of  the  rubble  of  World  War  II  with  a  small  car,  the 
Beetle,  and  grew  into  a  world  power.  Toyota  and  Honda  built  their 
empires  on  small-car  profits.  Ford  did  quite  well  with  its  Escorts 
not  too  long  ago,  too.  Small  cars  can  make  money. 

Second  myth:  Wages  here  are  too  high  for 
small  cars.  VW,  Ford  and  Opel  (German  GM) 
make  small  cars  in  Germany,  where  wages  are 
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high.  That  Model  T  was  built  by  very  high  priced  labor:  $5  a  day. 

No,  the  fact  is  Detroit  executives  and  the  public  just  don't  like 
small  cars.  Bigger  has  always  been  better  in  the  Motor  City. 
Designers  never  liked  tiny  cars,  either.  "It's  one  thing  for  a  small 
company,  a  marginal  firm,  to  pioneer  a  new  concept  like  that  and 
really  push  it,"  said  the  late  George  Romney,  who  headed  Amer- 
ican Motors  and  pushed  smaller  cars.  "But  it's  another  thing  for 
people  who  already  have  a  big  slice  to  begin  pushing  something 
that  undercuts  their  basic  market." 

The  smaller  American  carmakers  have  tried  making  small  cars: 
the  Nash  Rambler,  Hudson  Jet,  Kaiser  Henry  J  (sold  by  Sears,  too, 
as  the  Allstate),  Willys  Aero  and  Crosley.  They  all  failed.  Volkswa- 
gen tried  to  build  its  small  car  in  America,  in  a  plant  in  Pennsylva- 
nia. This  business  was  a  failure.  A  half-century  ago  Henry  Ford  II 
said,  "It  seems  reasonable  to  ask  If  we  need  a  smaller  car,  do  we  need 
a  smaller  refrigerator  or  a  smaller  washing  machine?" 

That  still  is  a  good  question.  Americans  like  things  big — big 
steaks,  big  houses,  big  stores.  We  spend  more  time  in  our  cars  than 
any  other  people,  using  them  to  get  to  work,  the  supermarket,  the 

movies,  the  beach.  Small  cars 
(which  I  define  as  running 
about  165  inches  long  or  less 
and  2,800  pounds  or  less)  do 
not  account  for  even  2%  of  the 
17  million  vehicles  sold  here 
annually.  The  only  magically 
successful  small  car  sold  here 
was  the  Volkswagen  Beetle  of 
a  half-century  ago. 

There  are  other  problems. 
Small  cars  have  small  engines. 
Detroit  specialized  in  V-8  en- 
gines and  sixes.  Its  fours  have 
been  mediocre. 

And,  as  you  drift  down  the  weight  spectrum,  the  value  goes 
out  faster  than  the  cost.  The  design  and  tooling  expense  is  still 
there.  You  save  some  steel,  but  that's  the  cheap  stuff  in  a  car.  You 
will  note  that  Honda  and  Toyota  don't  build  those  Fits  and  Yaris 
here.  They  run  a  few  extra  off  the  big  line  in  Japan  and  ship  them. 

To  build  a  successful  small  car  in  America  wed  need  two  things. 
First  is  a  great  design  that  makes  a  small  car  seem  exciting  and  sexy, 
not  cheap.  Then  you  can  get  customers  to  pay  top  dollar  for  it,  asi 
they  do  with  the  Mini.  Alas,  Detroit  designers  for  the  most  part  have 
become  cautious  to  the  point  of  boring. 

The  other  necessary  item  is  volume.  If  you  could  sell  600,000 
a  year  there  would  be  profit  aplenty.  But  you  can't  sell  600,000. 
We  all  admire  the  Mini — but  how  many  do  Americans  buy? 
Forty  thousand  a  year. 

I  love  small  cars.  I  wish  Detroit  could  build  some  here.  But 
the  American  masses  do  not  want  them,  any  more  than  they 
want  to  move  into  Japanese-size  apartments.  F 

Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobile  industry 
since  1 953.  Visit  his  home  page  at  www.forbes.com/flint. 


"It  seems 
reasonable  to 
ask:  If  we  need 
a  smaller  car, 
do  we  need 
a  smaller 
refrigerator?" 
— Henry  Ford  II 
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■  This  solitary  shipping  container  is  just  one  of  the  52  million  containers  Hutchison 
Whampoa  Limited  (HWL)  handled  in  2005.  The  group  is  one  of  the  world's  leading  port  operators, 
owning  and  operating  251  berths  in  43  ports  across  the  globe,  and  leading  the  international  effort 
to  keep  those  ports  safe  and  secure.  Port  operations,  however,  are  just  part  of  a  bigger  picture.  HWL 
is  a  multinational  conglomerate  based  in  Hong  Kong  with  shareholders  all  over  the  world,  in  addition 
to  ports,  the  group  has  major  interests  in  property  and  hotels;  telecommunications;  retail;  energy, 
infrastructure,  investments  and  others,  spanning  54  countries  with  over  220,000  employees,  HWL's 
global  reach  is  built  on  a  solid  financial  foundation,  independent  surveys  regularly  rank  HWL  among 
the  premier  regional  investment  grade  names  in  the  global  credit  market.  To  learn  more  about  HWL, 
please  visit  www.hutchison-whampoa.com 


(jjWl)  Hutchison  Whampoa  Limited 


The  Ketchup  Strategy 

Newspapers  have  been  on  the  decline  in  the  developed 
world.  The  O'Reilly  family's  solution:  go  where  readership  is 
robust  and  the  Internet  small  I  By  Megan  Johnston 


THE  NEWS  HAS  BEEN  AWFUL 
lately  for  the  newspaper  industry. 
One  of  Americas  biggest  chains, 
Knight  Ridder,  was  dismantled 
and  sold  off,  the  Tribune  Co.  is 
imploding  and  profits  are  off  at  the  New 
York  Times  Co.,  Gannett,  Dow  Jones  and 
the  Washington  Post  Co.  The  Internet  is 
siphoning  away  readers  and  advertising. 

But  one  company  has,  by  following 
the  baseball  adage  to  hit  em  where  they 
ain't,  avoided  the  newspaper  recession. 
Independent  News  &  Media,  a  102-year- 
old  Irish  media  company  controlled  by 
former  H.J.  Heinz  chief  Sir  Anthonv 


O'Reilly,  sells  a  majority  of  its  175  news- 
paper and  magazine  titles  in  cities  where 
economies  are  strong  and  the  Internet 
still  weak.  Last  year  the  company  earned 
$294  million  on  revenue  of  $2  billion 
from  countries  like  Ireland,  South 
Africa,  Australia,  New  Zealand  and 
India.  Circulation  growth,  excluding  the 
effect  of  acquisitions,  is  modest,  growing 
less  than  1%  to  14.4  million.  But  adver- 
tising revenue  rose  10.7%  to  $1.3  billion 
last  year.  It  doesn't  own  any  properties  in 
the  U.S.  newspaper  market,  where  circu- 
lation fell  2.4%  last  year  and  revenue 
rose  a  bare  1.5%. 


Broadband  pene- 
tration for  most  of 
Independent's  big  mar- 
kets is  low — just  6.7% 
in  Ireland  and  0.3%  in 
South  Africa,  for  exam- 
ple. The  company's 
only  ailing  market  is  the 
U.K.  market,  which,  no 
surprise,  has  strong  Internet  usage  that  is 
crimping  advertising. 

"There's  nothing  revolutionary  that  we 
do  as  a  company  that  other  newspaper 
companies  can't  do,"  says  Gavin  O'Reilly, 
the  39-year-old  son  of  Anthony  who  holds 
the  title  of  chief  operating  officer  (Dad  is 
chief  executive).  Well,  except  maybe  move 
operations.  He  likes  to  point  out  that  those 
who  claim  the  newspaper  industry  is  in 
trouble  tend  to  live  in  the  U.S.  and  U.K., 
which  are  not  representative.  Over  the  last 
five  years  newspaper  circulation  has 
increased  7.8%  to  464  million  readers 
worldwide,  and  advertising  revenue  has 
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increased  1 1.7%  to  $120  billion,  according 
to  the  World  Association  of  Newspapers 
(of  which  Gavin  is  president). 

And  so  Gavin  touts  the  company's  de- 
cision to  enter  fast-growing  India  by  taking 
a  26%  stake  in  Jagran  Prakashan  Limited. 
JPL  sells  the  Hindi-language  Dainik  Jagran, 
which  is  India's  largest-selling  daily,  with  21.2 
million  readers.  JPL  prints  30  editions  of  that 
paper  and,  because  the  dialect  in  India 
changes  every  50  miles,  offers  225  subedi- 
tions  that  include  local  news  in  the  regional 
tongue.  JPL  went  public  on  the  Bombay 
Stock  Exchange  in  February,  eight  months 
after  Independent  bought  in.  Independent's 
$35  million  stake  is  now  worth  $75  million. 

Anthony  O'Reilly,  now  70,  became 
chairman  and  the  largest  shareholder  of  In- 
dependent Newspapers  in  1973.  Indepen- 
dent (founded  in  1904)  was  then  putting  out 
three  national  newspapers  in  Ireland  and 
had  revenue  of  $  1 5  million.  O'Reilly  wanted 
to  diversify  to  other  countries.  "We've 
achieved  what  we  wanted  to  achieve  in  Ire- 
land, but  we  must  go  abroad  to  get  growth," 
he  recalls  saying.  (His  26%  stake  today  is 
worth  $625  million.) 

Not  coincidentally,  O'Reilly  took  his 
newspaper  venture  into  the  countries 
where  H.J.  Heinz  was  doing  well  with  its 
foods.  O'Reilly  became  Heinz's  chief 
executive  in  1979,  serving  until  1998.  His 
first  significant  newspaper  acquisition 
was  a  stake  in  APN  News  &  Media  in 
1988,  which  at  the  time  had  14  daily  and 
50  community  and  weekly  titles  that 
served  Australia  and  New  Zealand,  two 
markets  that  had  been  very  successful  for 
j  Heinz.  In  1993  Independent  entered  the 
U.K.  by  acquiring  29%  of  the  Indepen- 
dent and  Independent  on  Sunday  news- 
|  papers,  and  a  year  later  took  a  minority 
j  stake  in  Argus,  a  South  African  publisher 
(with  13  daily  and  18  community  and 
weekly  titles. 

Heinz  did  not  do  business  in  South 
Africa,  but  the  country  had  been  of  inter- 
[  est  to  Sir  Anthony  since  he  traveled  there 
jin  1955  as  a  rugby  player  for  the  British 
;  Lions.  In  1994  apartheid  was  ending,  and 
i  nobody  knew  how  it  would  turn  out.  "I 
|think  it  was  a  gamble  well  worth  taking, 
i  Africa  had  the  natural  resources  and  natu- 
ral resourcefulness  to  get  to  a  point  of  tak- 
ing off?'  he  says.  Last  year  profit  in  South 


Africa  before  taxes  grew  35%  to  $53  mil- 
lion. Most  of  the  markets  that  Indepen- 
dent entered  carried  foreign  ownership 
restrictions,  but  as  they  gradually  lifted, 
the  company  added  more  to  its  stakes. 
The  acquisitions  proved  to  be  weighty  on 
Independent's  balance  sheet,  and  Sir 
Anthony  was  looking  to  reduce  costs.  In 
2003  he  ordered  a  restructuring  that 
included  layoffs  and  the  centralization  of 
printing  operations. 

In  every  market  in  which  Independent 
operates,  with  the  exception  of  the  U.K.,  it 
has  many  of  the  highest-circulation  news- 
papers in  several  different  segments:  qual- 
ity, midmarket  and  tabloid.  Independent 
uses  this  advantage  to  set  high  prices  for 
its  papers.  The  Irish  Independent,  for 
example,  has  a  circulation  of  164,000, 
the  largest  daily 
paper  in  Ireland. 
Its  compact  ver- 
sion costs  approx- 
imately $2,  which 
competitors  have 
matched  in  price. 
"We  continue  to 
push  prices  when- 
ever we  can,  wher- 


By  the  N 


Spanning  the  World 

Despite  gloomy  U.S.  results,  news- 
papers are  rapidly  growing  abroad. 


Five-year 
circulation  increase  in  India. 


Five-year  ad- 
revenue  increase  in  South  Africa. 


Dailies  in  Ireland,  up 
from  7  a  year  before. 

All  figures  are  for  2005. 

Source:  World  Association  of  Newspapers. 

ever  we  can,"  says  Vincent  Crowley,  head 
of  the  Irish  operations. 

Another  strategy:  Go  local  when  pos- 
sible. Ireland  has  seen  an  influx  of  120,000 
Polish  immigrants  over  the  last  six  years, 
so  last  November  the  company  launched 


the  Polski  Herald  as  a  free  weekly  supple- 
ment to  its  Evening  Herald  newspaper. 
Since  then  Evening  Herald  circulation  has 
grown  3%  to  88,000,  and  Independent  is 
now  considering  editions  in  Latvian  and 
Lithuanian. 

The  U.K.  market,  however,  could  be  a 
taste  of  the  future.  In  the  first  half  of  2006 
ad  revenue  in  Independent's  U.K.  division 
fell  5.8%.  The  Audit  Bureau  of  Circulations 
calculates  that  the  company's  flagship  Lon- 
don Independent  has  10%  of  the  UK's 
"quality"  market,  ranking  it  dead  last,  with 
a  daily  circulation  of  265,000.  The  com- 
pany also  blames  the  segment's  losses  on  a 
price  war  that  has  raged  for  years.  In  1994 
News  Corp.  lowered  the  price  of  its  Times, 
which  has  25%  of  the  quality  market,  from 
the  equivalent  of  84  cents  to  37.  Since  then 
prices  for  the  four  big  papers 
have  risen  slowly,  to  between 
$1.14  and  $1.33. 

The  O'Reillys  insist 
that,  outside  the  U.K., 
the  Internet  isn't  an  in- 
domitable threat. 
"We  think 
the  printed 
product  has 
got  a  rele- 
vance that  is 
going  to  endure," 
says  Gavin.  Still, 
nothing  wrong  with 
hedging  bets.  The 
company  has  expanded 
online  assets,  including 
classified  advertising  sites  in  Ireland,  New 
Zealand  and  South  Africa.  Last  year  the 
company  launched  Loadzajobs,  now  Ire- 
land's second-largest  recruitment  site,  and 
in  March  the  company  acquired  the  Web 
site  PropertyNews.com,  the  largest  real 
estate  listing  site  in  Ireland. 

Gavin  O'Reilly  has  studied  the  Chi- 
nese market  but  is  waiting  for  that  nation 
to  acquire  a  better  respect  for  property 
rights.  He  continues  to  look  for  newspa- 
pers in  other  growth  markets,  such  as 
eastern  Europe.  Poland's  newspapers  have 
seen  a  gain  of  22%  in  circulation  and  93% 
in  advertising  revenue  over  the  past  five 
years.  "I  think  it's  incumbent  upon  pub- 
lishers to  get  out  there  and  spread  the 
good  news,"  he  says.  F 
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On  the  Docket 


Wall  Street 
Worries 

Plaintiff  lawyers  may 
have  found  a  neat  way 
around  securities 
litigation  reform:  Sue  'em 
for  collusion  instead. 
By  Daniel  Fisher 

MOST  PEOPLE  ATTRIBUTE  THE 
tech-stock  boom  to  the  mad- 
ness of  crowds,  like  the  tulipo- 
mania  of  the  1600s  and  the  South  Sea 
Bubble  of  the  early  1700s.  But  here's  a 
darker  explanation  for  why  companies 
like  Fatbrain.com  traded  at  multiples  of 
their  losses  for  a  brief  time  around  the 
turn  of  the  century:  It  was  a  conspiracy. 

Yup,  according  to  a  federal  lawsuit  in 
New  York  against  ten  securities  houses, 
including  Credit  Suisse  First  Boston  and 
Merrill  Lynch  (plus  several  of  their  institu- 
tional customers),  these  normally  cutthroat 
Wall  Street  competitors  got  together  to  lev- 
itate the  prices  of  initial  public  offerings, 
reaping  billions  of  dollars  in  illegal  profits. 

Fanciful  as  the  scheme  may  seem  (one 
unanswered  question:  Why  did  they  stop 


in  mid-2000?),  it  represents  a  new  and 
potentially  dangerous  way  for  plaintiff 
lawyers  to  attack  Wall  Street.  The  suit 
charges  antitrust  violations  rather  than 
garden-variety  securities  claims.  Under 
antitrust  law,  any  damages  can  be  trebled. 

It's  not  just  securities  houses  that  are 
coming  under  antitrust  scrutiny  these  days. 
The  Justice  Department  is  investigating  al- 
legations that  private  equity  firms  colluded 
on  buyouts,  in  essence  depriving  takeover 
targets  the  benefit  of  an  all-out  bidding  war. 

The  lawsuit  against  Credit  Suisse  and 
others  sketches  a  similar  conspiracy,  in 
which  securities  firms — with  the  help  of 
big  institutional  customers  including 
Fidelity  and  Janus  Capital — are  accused  of 
taking  advantage  of  Internet  fever  to  drive 
up  the  price  of  newly  issued  shares  in  the 
aftermarket.  Why  would  they  do  this, 
instead  of  just  selling  shares  at  a  higher 
price  in  the  IPO?  To  please  tech  executives, 
who  frequently  sold  their  personal  shares 
after  the  initial  offering,  the  lawyers  say, 
and  thus  reap  higher  fees  from  other  com- 
panies itching  to  go  public. 

The  antitrust  suit  is  a  companion  piece 
to  a  separate  securities  case  in  the  same  court 
against  the  same  investment  banks,  plus 
some  300  individual  stock  issuers  over  in- 
flated postoffering  prices.  JPMorgan  Chase 
has  agreed  to  pay  $425  million  to  setde  it, 
but  the  remaining  underwriters  haven't 
budged  and  are  challenging  the  class. 


There's  nothing  new  about  the  alle- 
gations in  the  IPO  antitrust  case.  The 
Securities  &  Exchange  Commission 
detailed  most  of  the  disputed  tactics, 
such  as  "laddering,"  or  requiring  IPO 
buyers  to  purchase  shares  at  higher 
prices  in  the  aftermarket,  in  reports  to 
Congress  after  bubbles  in  the  early 
1960s,  1970s  and  1980s.  CS  First  Boston 
paid  $100  million  in  fines  to  settle  sim- 
ilar charges  in  2002.  The  question  is 
whether  the  actions  constitute  an 
antitrust  violation  that  falls  outside  SEC 
jurisdiction.  Investment  banks  routinely 
support  the  price  of  a  stock  after  a  pub- 
lic offering,  which  is  acceptable  under 
SEC  rules.  But  they  can't  require  buyers 
to  purchase  more  shares  at  a  higher 
price.  Underwriters  also  form  syndicates 
to  share  the  risk  of  bringing  a  new  com- 
pany to  market — evidence  of  illegal  col- 
lusion under  antitrust  laws? 

The  suit,  rumbling  in  the  courts  for 
six  years,  has  led  to  an  unusual  split 
between  federal  regulators.  The  SEC 
argues  Wall  Street  houses  are  immune 
from  antitrust  laws  in  these  cases.  Other- 
wise juries  might  award  billions  of  dollars 
in  damages  over  SEC-approved  under- 
writing practices  and  "wreak  unprece- 
dented havoc"  on  capital  markets,  says 
SEC  Commissioner  Paul  Atkins.  But  the 
Department  of  Justice  says  it's  a  valid  test 
of  antitrust  laws. 

The  differing  views  piqued  the  interest 
of  the  Supreme  Court,  which  earlier  this 
year  asked  the  Solicitor  General  to  provide 
the  government's  position  before  it 
decides  whether  to  hear  the  appeal  of  a 
decision  allowing  the  case  to  proceed. 

"They're  trying  to  use  antitrust  laws  to 
pursue  what  is  in  essence  a  securities 
case,"  says  Stephen  Shapiro,  a  lead  attor- 
ney for  the  securities  firms.  By  doing  that, 
he  argues,  plaintiffs  avoid  roadblocks  that 
Congress  enacted  under  an  act  designed 
to  limit  securities  suits,  such  as  limiting 
pretrial  discovery  searches. 

Plaintiff  attorney  Christopher  Lovell 
isn't  buying  it.  "The  answer  to  their  con- 
cern is,  don't  have  the  biggest  investment 
banks  conspire  to  inflate  their  fees,"  he 
says.  If  the  Supreme  Court  agrees  with 
that  view,  look  for  the  banks  to  pull  out 
the  checkbooks  and  settle.  F 
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Tanker  operators  have  been  coining  money,  but  that  can't  last.  Overseas 
Shipholding  Group  is  prepared  for  tougher  times  ahead  By  Daniel  Fisher 


WO  DECADES  AGO  MORTEN 
Arntzen  was  a  junior  banker 
at  Manufacturers  Hanover  in 
charge  of  repossessing  vessels. 
One  Greek  shipowner  "liter- 
ally handed  us  the  keys  to  six 
ships,"  Arntzen  recalls,  including  a  bulk 
carrier  that  had  washed  up  in  Montreal 
with  6-foot  holes  rusted  through  its  decks, 
a  victim  of  deferred  maintenance. 

Now  at  the  helm  of  Overseas  Shiphold- 


ing Group  in  New  York  City,  the  second- 
largest  publicly  traded  shipping  company 
(after  Teekay  Shipping)  with  a  90-ship 
fleet,  Arntzen  learned  a  valuable  lesson 
from  being  a  lender.  Strengthen  your  bal- 
ance sheet  in  the  good  times  because,  as 
surely  as  the  tides  go  out,  shipping  rates 
will  fall.  "When  times  are  bad,  that's 
the  very  worst  time  to  cut  and  run," 
says  Arntzen,  51,  an  athletic  Norwegian- 
American  who  has  run  seven  marathons 


and  competes  in  90-kilometer  ski  races. 

Those  times  may  be  just  up  ahead  for 
the  tankers  that  haul  crude  oil  from  Saudi 
Arabia  and  West  Africa  to  insatiable  buy- 
ers in  China,  India  and  elsewhere.  From  as 
low  as  $9,000  a  day  in  early  2002,  the  char- 
ter rate  for  a  2-million-barrel  tanker  soared 
to  $220,000  in  late  2004,  including  crew  ] 
and  fuel.  Ship  prices  jumped,  too,  from 
$70  million  in  2003  to  $120  million  today. 

But  charter  prices  have  fallen  recently 
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to  $70,000  or  so  a  day,  says  Jefferies  &  Co. 
analyst  Douglas  Mavrinac.  They  could 
keep  dropping— perhaps  to  $35,000  next 
year.  Here's  the  case  for  the  pessimistic 
forecast.  The  worlds  fleet  of  480  crude  car- 
riers holds  960  million  barrels.  Shipyards 
are  currently  at  work  adding  306  million 
barrels  of  capacity.  Allow  for  scrapping  of 
old  ships  and  you  are  looking  at  a  6.7% 
increase  in  the  fleet.  But  demand  for  ocean 
transport  of  crude  (measured  in  ton-miles) 
is  expected  to  rise  only  4%. 

Arntzen,  prepared  for  the  worst,  hopes 
for  the  best.  Owners,  he  argues,  will  be 
forced  to  scrap  older,  single-hull  ships  at  an 


accelerating  rate  because  of  tougher  envi- 
ronmental regulations.  Investors  don't ' 
seem  to  be  taking  the  optimistic  view, 
though.  OSG  shares  trade  on  the  New  York 
Stock  Exchange  at  5.2  times  last  year's 
earnings  of  $465  million,  or  $1 1.77  a  share, 
on  revenue  of  $  1  billion. 

And  what  if  rates  do  crash?  With  debt 
just  27%  of  equity  and  with  $177  million 
in  cash,  Arntzen  is  running  the  company 
more  conservatively  than  his  counterparts 
at  Teekay  Shipping  and  Ship  Finance 
International,  which  owns  most  tankers 
operated  by  Frontline  Ltd.,  both  of  which 
have  debt  at  50%  or  more  of  equity.  OSG 
also  has  an  untapped  $1.8  billion  line  of 
credit  to  use  if  it  spies  another  opportunity 
like  40-ship  Stelmar  Shipping  Ltd.,  which 
it  acquired  for  $1.4  billion  (including 
assumed  debt)  in  2004. 

Arntzen  happened  into  the  shipping 
business.  His  parents  were  maritime 
lawyers  who  moved  to  the  U.S.  in  1959 
when  his  father  established  the  New  York 
office  of  Wikborg  Rein,  then  Norway's 
largest  law  firm.  Arntzen,  who  obtained  his 
U.S.  citizenship  in  1985,  attended  Ohio 
Wesleyan  University  and  Columbia's  school 
of  international  affairs  before  joining  Man- 
ufacturers Hanover  in  1979.  Two  years  later 
he  was  assigned  to  the  Oslo  office  because 
"if  you  were  Greek  or  Norwegian  at  Manny 
Hanny  then,  they  assumed  you  knew 
something  about  shipping."  After  working 
as  an  analyst,  he  estab- 
"When  times  are  Hshed  the  bank's  global 
bad,  that's  the  sK  p[ng  oup  in 
very  worst  time  "   .      .     .  . 

to  cut  and  run":  1984-just  in  time  for  a 
Morten  Arntzen.  global  collapse  in  ship- 
ping. His  first  month  on 
the  new  job,  shipper  Tung  Chee-hwa  (later 
to  serve  as  chief  executive  of  Hong  Kong) 
came  into  the  bank  with  $2.6  billion  in  debt 
and  just  $1.6  billion  in  assets.  Instead  of 
liquidating,  Arntzen  helped  restructure 
Tung's  loans;  by  1988  the  gap  between 
assets  and  debt  had  closed.  Last  year  Tung's 
firm,  now  Orient  Overseas  (International) 
Ltd.,  earned  $651  million  on  revenue  of 
$4.7  billion. 

Arntzen  went  on  to  restructure  a  num- 
ber of  shipping  companies  and  run  a  fleet 
of  ten  repo'd  ships  himself,  displaying  a 
knack  for  getting  agreements  signed  amid 
a  swirl  of  conflicting  shareholder  and 


lender  interests.  He  developed  a  bit  of  a 
tough-guy  rep.  Richard  du  Moulin,  who 
once  ran  what  is  now  OMI,  a  large  competi- 
tor, recalls  a  meeting  in  Norway  in  the  late 
1980s,  where  a  shipowner  said  bankers 
should  be  able  to  lend  money  "based  only 
on  looking  in  the  eyes  of  a  client."  Then, 
"Morten  said,  'If  any  of  my  bankers  made  a 
loan  based  only  on  looking  in  the  eyes  of  a 
client,  I'd  fire  him,'"  Du  Moulin  says. 
"Morten  can  be  personable  and  friendly,  or 
coldly  analytical— and  not  do  a  deal." 

By  the  time  Arntzen  stepped  aboard 
OSG  in  2004,  he  had  worked  for  a  handful 
of  years  at  American  Marine  Advisors, 
bailing  out  faltering  companies  and  putting 
refinancings  together.  The  founding  Reca- 
nati  family  had  a  rich  history,  establishing 
the  Israel  Discount  Bank  in  1935  and 
arranging  in  the  1940s  to  ferry  Jews  to 
what  was  then  Palestine.  Now  they  were 
looking  for  a  chief  outside  the  bloodlines. 
OSG's  stock  price  was  rising  on  rapidly 
increasing  profits.  (From  a  low  of  $15  in 
late  2002  its  shares  climbed  as  high  as  $70 
and  currently  trade  around  $61.) 

Instead  of  increasing  his  fleet  of  big 
tankers,  Arntzen  is  taking  advantage  of 
high  prices  to  sell  older  ones  and  buy 
newer  ones  that  cost  $5,000  a  day  less  to 
operate.  (The  buyers  are  mostly  Greeks 
who  have  a  knack  for  running  older  ships 
at  a  profit  as  long  as  charter  rates  hang 
high.)  He  is  also  diversifying.  From  93% 
of  revenue  in  1998,  international  crude 
transport  revenues  have  fallen  to  67%,  as 
Arntzen  assembles  a  fleet  of  smaller  ships 
to  haul  gasoline  and  other  refined  products 
shorter  distances.  OSG  has  commissioned 
ten  ships  in  Philadelphia,  for  example,  to 
capitalize  on  the  Jones  Act,  which  requires 
cargo  between  American  cities  to  travel  on 
U.S.-built  and  -flagged  vessels.  Those  ships, 
$90  million  apiece,  won't  even  appear  on 
his  books:  OSG  is  leasing  them  for  six  years, 
with  options  to  extend. 

So  maybe  the  tanker-owning  business 
will  get  really  rough  next  year  or  the  year 
after.  That  will  sink  profits  but  offer  oppor- 
tunities for  a  strong  player  looking  to 
acquire  assets  cheaply.  "The  banker  in 
Morten  is  still  there,  if  you  look  at  OSG's 
balance  sheet,"  say  Du  Moulin,  who  now 
runs  the  privately  held  Intrepid  Shipping. 
"But  so  is  the  dealmaker."  F 


NOVEMBER  13,  2006      FORBES  189 


BARBARA  WOLANSKY 
of  suburban  Cleve- 
land had  lost  so 
much  of  her  hearing 
that  she  could  no 
longer  hear  her  eldest  son  give 
up  in  a  game  of  hide-and-seek. 
The  45-year-old  mother  of  five 
couldn't  catch  all  the  words 
from  her  children's  pediatrician 
on  the  phone. 

All  that  changed  when  she 
got  implants  from  Cochlear,  a 
hearing-device  maker  in  Aus- 
tralia. The  first  one  went  into 
her  right  ear  three  years  ago,  the 
second  in  the  left  last  year. 
"Now  I  can  call  the  pediatrician 
at  the  drop  of  a  hat,"  she  says. 

Success  stories  like  this  one 
have  made  Cochlear  into  a  power- 
house in  the  field  of  hearing  im- 
plants— and  have  raised  some 
controversy  in  the  world  of  the 
hearing- impaired.  Cochlears  de- 
vices, which  it  sells  for  $25,000, 
aren't  hearing  aids  aimed  at  help- 
ing older  people  who  are  hard  of 
hearing.  They  are  designed  to  pro- 
vide the  deaf  and  people  who  have 
extremely  limited  hearing  with  a 
representation  of  sounds  to  help 
them  comprehend  speech. 

As  the  devices  proliferate,  they 
are  changing  the  way  the  Western 
World  regards  deafness — not  as  a 
permanent  disability  but  as  some- 
thing that  can  be  changed  by 
medical  science.  Children  who  can 
hear  and  talk  because  of  hearing 
implants  are  changing  how  schools 
and  camps  for  deaf  children  have 
long  operated.  But  advocacy 
groups  for  the  deaf  fear  that  the 
devices  will  reduce  the  use  of  sign 
language  and  erode  the  political 
clout  of  their  cause. 

Now  Hear  This 

Australia's  Cochlear  dominates  the  world  market  for  hearing  implants — and 
shows  no  sign  of  losing  its  lead  By  Fleur  Leyden 
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Cochlear  

Cochlear,  founded  25  years  ago,  was  the 
first  to  make  implantable  hearing  devices,  and 
today  it  controls  up  to  75%  of  the  world  mar- 
ket. In  some  ways  it  would  be  hard  for  Chief 
Executive  Christopher  Roberts  to  mess  this 
up.  The  company  has  sold  80,000  implants, 
and  half  a  million  people  in  the  U.S.  could 
be  candidates  for  the  technology. 

"So  the  opportunity  is  huge," 
says  Merrill  Lynch  analyst  Michael 
Carmody. 

Roberts  says  the  market  for 
adults  is  much  bigger  than  for 
children,  but  half  of  Cochlears 
customers  are  kids — they  pose  a 
more  compelling  case  for 
government  or  philanthropic 
funding.  In  May  a  Taiwanese  billion- 
aire anonymously  donated  $206  million 
for  15,000  ear  implants  for  children  in 
China  and  Taiwan. 

The  company's  biggest  source  of  rev- 
enue, though,  is  the  aftermarket.  The 
device  includes  two  parts,  the  implant  and 
a  processor  that  sits  just  outside  the  ear.  As 
technology  improves,  the  company  gener- 
ates sales  by  upgrading  the  external  part 
for  customers. 

"The  idea  is  the  implant  lasts  your  life- 
time, and  the  external  speech  processor 
has  the  intelligence,  has  the  batteries  and 
sends  the  power  and  the  signal  to  the 
implant,"  Roberts  says.  Customers  must 
go  back  to  Cochlear  for  upgrades  because 
its  gear  is  incompatible  with  that  of  a  rival. 
Apple  vs.  IBM  all  over  again. 

This  approach  has  built  a  booming  busi- 


Sound  system:  Cochlear's  new  Nucleus  Freedom  hearing  implant. 


breaking  products  and  then  squander  that 
lead.  Cochlears  research  budget  is  equivalent 
to  a  hefty  12.5%  of  revenue  as  it  runs  labs  in 
Sydney,  Melbourne,  Denver  and  Mechelen, 
Belgium.  What's  more,  health  care  analysts 
say  the  cost  of  developing  a  new  technology 
and  the  regulatory  hurdles  in  getting  it  ap- 
proved are  so  high  that  Cochlear  might  not 
need  to  worry  much  about  new  competitors. 

"A  new  entrant  would  need  the  support 
of  implant  centers  for  trials,  and  unless  it  had 
a  compelling  technology,  that  support  won't 
be  there,"  says  Andrew  Goodsall  of  UBS 
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ness  for  Cochlear.  It  posted  a  34%  jump  in 
profits,  to  $59  million,  on  sales  that  rose  30%, 
to  $336  million,  for  the  year  ended  June  30. 
Nearly  half  its  revenue  comes  from  the  U.S. 
For  fiscal  2007  it  forecasts  25%  earnings 
growth  to  $75  million.  Investors  in  the  Aus- 
tralian Stock  Exchange-listed  company  have 
enjoyed  a  45%  run-up  in  the  stock  in  12 
months,  compared  with  21%  for  the  ex- 
change's benchmark  S&P/ASX  200  Index. 
Lots  of  companies  develop  ground- 


Healthcare  Equity  Research  in  Sydney. 

Cochlear's  two  main  rivals  have  suffered 
setbacks  recendy.  In  late  2004  the  U.S.  Food 
&  Drug  Administration  issued  a  warning  let- 
ter to  Austria's  Med-El  and  banned  it  from 
exporting  products  to  the  U.S.  for  eight 
months,  citing  subpar  manufacturing  proce- 
dures. And  Cochlear's  main  competitor,  Ad- 
vanced Bionics  of  the  U.S.,  voluntarily  recalled 
two  products.  Cochlear  says  it  picked  up  only 
$2.5  million  in  extra  revenue  as  a  result,  but 


it  still  was  marketing  gold  for  a  company  that 
promotes  itself  as  reliable.  Then  last  March 
Advanced,  owned  by  Boston  Scientific  an- 
nounced its  own  voluntary  recall.  Meanwhile, 
Cochlear  has  boosted  its  market  share  by  five 
points  in  18  months. 

Three  years  ago  things  weren't  going  so 
well  for  Cochlear.  Spooked  when  the  com- 
pany downgraded  a  profit  forecast,  investors 
bailed  out  of  the  stock,  sending  it  down  47% 
in  seven  months.  The  company  ended  fiscal 
2004  with  flat  sales  and  a  37%  dive  in  prof- 
its. Key  managers  began  walking  out  the  door. 
In  February  2004  a  new  chief  executive  ar- 
rived: Roberts.  "The  fundamentals  were 
great,  but  the  company  was  going  through 
difficult  times,"  says  Roberts,  52,  formerly  with 
sleep-disorder  device  maker  ResMed  in  Syd- 
ney. "When  I  joined,  I  felt  I  had  a  mandate 
for  change." 

Then,  soon  after  Roberts  arrived,  the  U.S. 
Department  of  Justice  began  an  investigation 
into  whether  medical-device  outfits  were 
illegally  paying  doctors  and  medical  profes- 
sionals to  use  their  products.  That  probe  con- 
tinues, and  Cochlear  has  turned  over  docu- 
ments to  investigators.  Roberts  stresses  that 
no  allegations  about  Cochlear  have  been 
made  and  declines  to  discuss  the  matter  fur- 
ther. Justice  declines  to  comment. 

Roberts  pushed  early  on  to  reorganize 
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[-Sonic  console  is  small  enough  to  fit 
almost  anywhere. 

Complete  Entertainment 

I-Sonic  is  the  only  table-top  system  that 

combines  all  the  latest  digital  sources. 

■  Watch  DVD  movies  on  your  TV 

■  Play  CD  &  MP3  music  discs 

■  Listen  to  FM  &  AM  and... 

■  the  latest  HD  Radio  digital  broadcasts 

■  Enjoy  over  170  channels  of 
XM  Satellite  Radio  (optional) 

■  Connect  your  iPod  or  MP3  player 


Easy  Versatility 

The  easy-to-use  I-Sonic  is  complete 
with  conveniences  like  a  large  LCD  for 
handy  menu-driven  operation,  multiple 
inputs  and  outputs,  dual  alarms  with 
personalized  wake-up  settings,  and  a 
user-friendly  remote  control.  No  more 
fumbling  with  a  half  dozen  remotes! 

Simply  Superior 
It  all  adds  up  to  the  world's  most 
advanced  compact  entertainment 
system.  That's  why  the  I-Sonic  won 
the  "Best  of  Innovations"  award  at 
the  2006  International  Consumer 
Electronics  Show,  Popular  Mechanics' 
"Editors  Choice"  and  Electronic 
House  "Product  of  the  Year." 


The  I-Sonic  is  the  world's 
first  all-in-one  system  that 
delivers  amazingly  full,  rich 
sound  all  around  your  room. 


Experience  the  I-Sonic  Entertainment 
System  in  your  home  with  our 
30  day  money-back  guarantee 
and  FREE  delivery. 

To  order  the  all-in-one  l-Soroic 
go  to:  polkaudio.com 
or  call  1-888-869-4375. 

We're  ready  to  entertain  you. 


Purchase  your  I-Sonic  Entertainment  System  today  at  polkaudio.corr 


The  unique  I-Sonic  "  speaker  array 
and  patented  PowerPort"  deliver 
full  stereo  sound,  no  matter 
where  you  are  in  the  room. 


ISonic 

Entertainment  System 


polkaudio 


Polk  Audio,  I-Sonic  &  PowerPort  arc  trademarks  of  Brit  innia  Investment  Corp.  used  under  license  by  Polk  Audio  Inc.  XM  &  XM-Rcady  are  registered  trademarks  of  XM  Satellite  Radio  Inf 
HD  Radio  &  HO  Symbols  .ire  registered  trademarks  of  iBiquity  Digital  Corp.  iPod  is  a  trademark  of  Apple  Computer,  Inc.,  registered  in  the  US  and  other  countries. 


Provide  big-company  health  coverage  without 
being  a  big  company. 

Customizing  health  plans  to  fit  employees'  needs  isn't  something  only  big 
companies  can  do.  Even  if  you're  a  small  business,  you  can  choose  from 
eight  PPOs  and  four  HMOs  with  EmployeeElect,  offering  employees  one, 
some  or  all  of  the  plans.  You'll  have  greater  control  over  your  costs  too. 
Add  to  this  access  to  one  of  the  country's  largest  provider  networks*  and 
you  can  do  well  by  your  employees.  And  your  business. 

For  more  information  on  our  EmployeeElect  portfolio,  just  call  your  broker. 
Or  visit  bluecrossca.com. 


HEALTH  j  LIFE   !   DENTAL  I  VISION 


Vision  and  Term  Life  products  offered  by  BCL&H.  BCC  and  BCL&H  are  independent  licensees  of  the  Blue  Cro 
®  Registered  Marks  of  the  Blue  Cross  Association.  ©  2006  BCC. 


Set Your 
Laptop  Free 


Mobility.  Security. 
Speed.  Simplicity. 

BroadbandAccess  gives  you  high-speed 
Internet  access  without  hotspot  limitations. 


Contact  your  local  Verizon  Wireless 
Business  Sales  Representative  or  visit  a 
Verizon  Wireless  Communications  Store. 
Get  set  up  without  leaving  your  office 
by  calling  1 .800.VZW  4  BIZ. 


Veri20nwireless 

We  never  stop  working  for  you? 


"Once  you  start  using  Verizon  Wireless  BroadbandAccess,  you  can't  be  without  it." 
-  from  WNBC,  5/7/06,  Mark  Spoonauer,  Editor  in  Chief,  LAPTOP  Magazine 


VERIZON  WIRELESS  IS  THE  NETWORK  FOR  BUSINESS 

Corporate  Discounts  •  Dedicated  Service  Teams  •  Industry-Specific  End-to-End  Solutions  •  Leading-Edge  Voice  and  Data  Technologies 


LOCAL  BUSINESS  SALES  REPRESENTATIVES 

ARIZONA 

Southern  California 

Durango 

HAWAII 

NEVADA 

OREGON 

Phoenix 

866-861-5096 

Grand  Junction 

Ajay  Dugar 

Las  Vegas 

Heather  Ward 

Tim  McCallum 
480-763-6425 

COLORADO 

Colorado  Springs 

Western  Slope 

Shawntel  Wells 
970-210-4727 

808-295-5515 
IDAHO 

Tim  Hanson 
702-270-5706 

503-502-1212 
TEXAS 

Tucson 

Durango  -  Pueblo 

Adrienne  Smith 

Northern  Nevada 

El  Paso 

Stephan  Hecker 

Craig  Rauenzabn 

Fort  Collins  Greeley 

209-921-3900 

925-279-6760 

Patricia  Arrellano 

520-407-3001 

719-322-4600 

Loveland  •  Sterling 

Mike  Mekelburg 
970-222-2644 

MONTANA 

NEW  MEXICO 

915-621-4441 

CALIFORNIA 

Denver 

Ken  Hill 

Mark  Francis 

UTAH 

Northern  California 

Shane  Caldwell 

406-396-4300 

505-816-6814 

Cody  Rohovit 

925-279-6760 

303-694-5663 

801-450-3400 

WASHINGTON         Tri-Cities  Walla  Walla 
Greater  Seattle  Yakima 
Puget  Sound  ■  Tacoma  Christina  Churchman 
Steve Sapp  509-954-9995 
206-300-6526 


Cheyenne  ■  Laramie 

Joe  Essert 
307-630-5191 


Spokane 

Wally  Dakar 
509-954-9995 


WYOMING 

Casper  Rock  Springs 

Shawntel  Wells 
303-594-9229 


There's  only  one  reason  to  choose  a  wireless  company  for  your  business.  It's  the  Network. 


Our  Surcharges  (incl.  2.31%  Federal  Universal  Service  (varies  quarterly).  5c  Regulatory  &  40c  Administrative/line/mo.  &  others  by  area)  are  not  taxes  (details:  1-888-684-1888):  gov't  taxes  &  our  surchart 
could  add  4%-33%  to  your  bill.  Activation  fee/line:  $25. 
IMPORTANT  CONSUMER  INFORMATION:  Subject  to  Business  Agreement,  Calling  Plan  &  credit  approval.  $175  termination  fee  per  line,  other  charges  &  restrictions.  Cannot  combin 
with  other  offers.  Coverage  &  offers  not  available  in  all  areas.  BroadbandAccess  unlimited  plan  not  eligible  for  corporate  discounts.  Typical  speeds  of  60-80  kbps.  BroadbandAccil 
available  in  181  metro  areas  covering  148  million  people.  It  more  ttian  5  GB/line/month,  we  presume  use  is  for  nonpermitted  uses  and  will  terminate  service;  see  brochure  for  detaij 
Network  details,  coverage  limitations  &  maps  at  venzonwireless.com.  ©2006  Verizon  Wireless 

SANF/E2 


FEEL  SPORT  1 

s 

It's  warfare.  It's  testosterone.  And  from  a  properly  configured  and  installed 
system,  it  reveals  the  fear  in  the  quarterback's  eyes  as  he  prepares  for  another 
helping  of  turf.  That  the  idea? 

Start  with  a  Magnolia"  store.  With  friendly  pros.  And  demo  rooms  that 
mimic  real  rooms.  And  pretty  soon  your  ideal  system  begins  to  appear. 
Find  a  store  at  magnoliaht.com. 


Experience  MAGNOLIA  inside 
select  Best  Buy  locations  or  visit 
a  Magnolia  Audio  Video  store. 


MAGNOLIA 


©  2006  Best  Buy 


USING  IS  BELIEVING. 

At  TriNet,  we  outsource  HR  services  to  over  a  thousand  technology,  financial  and  professional  services  companies.  TriNet 
is  both  a  Health  Net  customer  and  plan  sponsor.  We  needed  a  carrier  that  would  bring  superior  customer  service  and  provide 
web-based  consumer  tools  to  our  highly  compensated,  web-sawy  customer  base. 

One  of  the  tipping  points  for  selecting  Health  Net  is  their  Decision  PowersM  program.  It  fills  the  breach  when  real  life  health 
ien.  Decision  Power's  24/7  "on  call"  response  system  answers  TriNet's  goal  of  providing  great  service  when- 
ever and  wherever  our  customers  need  it.  Their  web  tools  are  smart,  easy-to-use  and  relevant:  Evidence-based  medicine, 

hospital  comparisons,  independent,  objective  perspectives.  Bottom  line:  Decision  Power  helps  members  develop  informed 
questions  to  ask  their  medical  team  about  their  specific  condition.  Healthcare  needs  this.  And  Health  Net  has  it." 

re  information,  call  your  authorized  Health  Net  Broker  today.  Or  call  Health  Net  at  1-800-447-8812,  option  1.  Or  visit 
www.healthnet.com 

Health  Net' 

A  Better  Decision 


Health  Net*  of  California,  Inc.,  is  a  subsidiary  of  Health  Net.  Inc.  Health  Net,  Inc.  's  HMO,  POS,  EOA,  insured  PPO  and  government  contracts  subsidiaries  provide  health  benefits  toll  million  members 
nationwide  through  group,  individual,  Medicare,  Medicaid  and  TRICARE  programs.  Health  Net,  Inc.  has  $12  billion  in  annual  revenues.  ©  2006  Health  Net  of  California,  Inc.  Health  Net*  is  a  register® 
trademark  of  Health  Net,  Inc.  Health  Net's  Decision  Power  is  a  service  mark  of  Health  Net,  Inc.  All  rights  reserved. 


MBA  Reality  Check  #37 


Know-How  For  The 
Great  Unknown. 


Oliver  Fetzer,  an  accomplished  scientist,  wanted 
to  become  an  accomplished  business  leader.  His 
choice,  the  Tepper  School  of  Business.  At  Tepper, 
Oliver  discovered  a  different  school  of  thought 
that  challenged  the  status  quo.  For  more  than  50 
years,  Tepper  has  been  innovating  via  analytical 
decision  making.  Revolutionary  then.  Unchallenged 
today.  Oliver  found  an  MBA  program  that  was 
unapologetic  about  its  rigor,  forward-thinking 
focus  and  ability  to  produce  graduates  unlike  any 
Other  B-school.  Oliver  remains  unfazed  by  the 
iplexity  iri  the  pharmaceulical  industry.  He 
y  uses  his  skills  to  unravel  global  business 
rom  Germany  to  New  Zealand  to  North 
i.  Mission  accomplished:  the  scientist  is 
now  a  global  business  leader. 


ww.MBARealityCheck.com 


r  I  T  Carnegie  Mellon 

lepper 

SCHOOL  OF  BUSINESS 


Tepper  School  of  Business  •  William Larimer  Mellon.  Fou/ulg 


I  Wctllt  to  keep  in  touch  with  my 
friends  and  family  without  getting 
a  call  from  the  CFO. 


y 


FREE 

HIGH-SPEED  INTERNET 

FREE 

LONG  DISTANCE 


WHAT'S  YOUR  REQUEST?™  Do  you  want  to  chat  up  old  friends  and  current 
business  associates  every  day?  Or  do  you  want  to  leisurely  surf  the  web  looking  for  the  next 
big  thing  all  night?  We'd  like  to  hear  about  it.  Join  Wyndham's  free  ByRequest  program  and 
enjoy  extras  like  free  long  distance  and  Internet  when  you're  traveling  on  business.  Call  us  or 
your  travel  planner  for  details.    1.800.WYNDHAM  www.wyndham.com 


Wyndham  Phoenix 
Wyndham  Anaheim  Park 
Wyndham  Commerce 

Los  Angeles,  CA 

Wyndham  Orange  County 


Wyndham  Palm  Springs 
Wyndham  Garden  Hotel  -  Pleasanton 
Wyndham  San  Diego  at  Emerald  Plaza 
Wyndham  San  Jose 


WYNDHAM 
HOTELS  AND 
RESORTS 


Wyndham  ByRequest1  benefits  are  available  at  participating  Wyndham  Hotels  and  Resorts  and  are  subject  to  certain  restrictions.  For  a  complete  list  of  terms  and  conditions,  visit  wyndham.c 


Forbes 


1  K/iv  iLLEiK 


COM 


Expert  advice  for  luxury  travelers 


From  inspiration  to  reservation,  ForbesTraveler.com  is  your  online 
source  tor  dreaming,  planning,  and  booking  the  world's  most  distinctive  travel  experiences. 
AH  from  the  editorial  source  you  know  and  trust,  Forbes. 


ForbesTraveler.com  offers  exclusive  content,  including: 

Acclaimed  Travel  Writers  •  Luxury  Travel  Expert  Panel  •  Fine  Property  Reviews 
Destination  Experts  •  Virtual  Tours  of  Featured  Locations... and  more! 


Get  Inspired.  Visit  ForbesTraveler.com  today! 
www.forbestraveler.com 
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Cochlear  

the  sales  force.  The  company  bought  out  its 
distributors  in  Belgium,  the  Netherlands, 
France  and  Italy,  lifting  the  proportion  of  its 
sales  made  directly  to  customers  from  35% 
to  75%.  Then  in  March  2005  Cochlear 
made  its  first  purchase  in  a  decade,  grab- 
bing Sweden's  Entific  Medical  Systems  for 
$150  million.  This  gave  it  access  to  two  new 
products,  including  Baha,  an  implant  that 
allows  sound  to  be  conducted  through  the 
bone  rather  than  the  middle  ear.  The  new 
products  contributed  $38  million  or  1 1%  of 
total  sales  in  fiscal  2006. 

Now  Roberts  sees  another  big  area  for 
growth — fitting  patients  with  an  implant 
for  the  second  ear.  "We  need  two  ears  for  a 
reason,"  he  says.  Only  10%  of  the  com- 
pany's U.S.  sales  now  come  from  bilateral 
implants,  but  this  share  is  rising.  Merrills 
Carmody  believes  that  the  practice  will 
grow,  especially  for  children.  "Within  five 
years  probably  50%  will  get  two  implants, 
compared  with  fewer  than  5%  now,"  he 
maintains. 

Technology  still  drives  this  industry. 
"What  we  want  to  do  is  have  the  best 
ideas,"  Roberts  says.  Last  year  it  launched 
Nucleus  Freedom,  which  is  smaller  than 
previous  models  and  allows  users  to  hear 
with  better  clarity.  It  has  also  teamed  up 
with  Swiss  hearing-aid  company  Phonak 
Group  to  develop  a  hybrid  device  that 
combines  a  Cochlear  implant  with  a  tra- 
ditional hearing  aid.  The  next  challenge 
for  Cochlears  scientists:  improving  the 
devices  for  hearing  complex  sounds,  such 
as  music,  and  for  picking  up  conversation 
in  difficult  environments  such  as  noisy 
restaurants. 

Will  Roberts  someday  sell  Cochlear  to 
a  medical-device  heavyweight,  just  as 
Advanced  Bionics  was  sold  to  Boston  Sci- 
entific two  years  ago?  He  doesn't  rule  it 
out  but  adds  that  he  hasn't  seen  serious 
interest  from  buyers.  Any  acquirer  would 
have  to  pay  dearly:  UBS'  Goodsall  says  the 
share  price  is  26  times  his  estimate  for  fis- 
cal 2007  earnings.  "And  its  niche  market 
could  limit  the  synergies,"  the  analyst  says. 
No  matter,  Cochlear  will  continue  going  it 
alone — and  moms  with  playful  children 
and  other  customers  will  keep  lining  up 
for  its  implants.  F 

Additional  reporting  by  Alex  Davidson. 
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HH  n  the  world  of  electronic  retailing  poor  CIRCUIT  CITY  (28,  CC) 

I  has  been  the  Carthage  to  Best  Buy's  Rome.  One  reason:  an 
I  ill-advised  move  in  the  late  1990s  into  home  appliances  and 
I  even  used  cars,  via  online  peddler  CarMax.  Diverted  from  elec- 
H  tronics,  Circuit  City  saw  sales  drop  and  the  P&L  sink  into  neg- 
ative territory.  Well,  it  woke  up  and  executed  a  deft  turnaround  Gone 
are  the  appliances  and  the  cars,  and  the  underperforming  stores,  too. 


But  Circuit  City's  smartest  move 
was  to  copycat  imperial  Best  Buy. 
Under  new  Chief  Executive  Philip 
Schoonover,  who  hails  from  (where 
else?)  Best  Buy,  Circuit  City  has 
shamelessly  cloned  Best  Buy's  Geek 
Squad— troubleshooting  tech  types 
who  help  customers  with  their  oft- 
vexing  new  purchases.  Circuit  City's  version  is  called 
Firedog.  Also,  company  computer  network  upgrades 
improved  pricing  and  other  in-store  operations,  which 
Best  Buy  had  done  long  before. 

Retailing  trends  have  helped  Circuit  City,  along 
with  its  bigger  rival;  there  seems  to  be  enough  to  go 
around  for  everybody.  Flat-panel  TVs  and  digital 
cameras  are  selling  briskly.  David  Magee,  analyst  at 
Circuit  City's     SunTrust  Robinson  Humphrey,  says 
big  flat-screen  Circuit  City  will  benefit  even  more  as 
the  2009  digital-broadcasting  transition 
date  draws  near. 
Sales  were  up  14%  for  the  fiscal  year's  first  half  (ending  in 
August)  to  $5.4  billion.  Last  year's  first-half  losses  of  $12  million 
switched  to  a  positive  $16  million.  The  second  quarter's  same- 
store  sales  climbed  a  commendable  8%. 

Its  trailing  price/earnings  multiple  of  29  is  higher  than  Best 
Buy's  (22).  Yet  the  costlier  P/E  reflects  lackluster  quarters  in  the 
past.  Earnings  should  improve  from  here.       — Tatiana  Serafin 


sales  mirror 
Best  Buy's. 


Up,  Up  and  Away 

Aerospace  made  HONEYWELL  (42,  HON) 

stock  a  cloud  toucher, 
climbing  24%  over  the 
past  12  months.  And 
why  not?  Its  jet  engines 
and  cockpit  instruments 
are  in  strong  demand 
from  both  the  military 
and  airlines.  Its  control  technologies,  like 
thermostats  and  fire  alarms,  are  in  com- 
mercial construction  as  well  as  residential 
and  thus  partly  insulated  from  the  housing 
downturn. 

All  this  has  resulted  in  impressive 
earnings,  up  33%  to  $1.5  billion  on  $23 
billion  in  sales  for  the  year  through  Sept. 
30.  Can  similar  good  news  be  ahead,  or 
will  Honeywell  fall  victim  to  the  eco- 
nomic slowdown  that  pessimists  say  is 
imminent? 

Charles  Smith  of  Fort  Pitt  Capital 
Management  believes  continued  demand 


for  aerospace  products  will  keep  Honey- 
well aloft,  regardless  of  the  economy. 
Global  demand  for  aircraft  is  soaring,  par- 
ticularly for  planes  that  are  up  to  25% 
more  fuel-efficient,  a  Honeywell  specialty. 
"There's  a  need  to  replace  planes,"  says 
Smith.  With  a  P/E  of  15,  Honeywell  shares 
are  cheaper  than  the  S&P  500  (P/E  of  18). 

— Megan  Johnston 

Merely  Cosmetic 

That  stalwart  merchant  to  the  middle 
class,  J.C.  PENNEY  (74,  JCP),  got  into  a  rut  in 
recent  years.  Discounters  like  Wal-Mart 
and  Target  were  sapping  it  from  the  low 
end,  and  class  acts  like  Nordstrom  from 
the  high.  Specialty  retailers  nibbled  away 
at  its  customer  base,  too. 

So  Penney,  under  former  Macy's  chief 
Myron  Ullman,  is  reinventing  itself,  striv- 
ing for  a  hipper  image  with  an  emphasis 
on  fashion.  This  fall  the  chain  has  opened 
outlets  of  upscale  cosmetics  purveyor 
Sephora  in  its  stores.  Penney  also  is 


launching  in-store  boutiques  for  its  new 
private-label  lingerie  brand,  Ambrielle. 

Penney's  plan  appears  to  be  working, 
for  now.  In  the  first  half  sales  increased  4% 
to  $8.5  billion;  net  income  rose  28%  to 
$389  million.  Same-store  sales  grew  a 
decent  4%.  Result:  The  stock  rose  45% 
over  the  past  12  months. 

Still,  Credit  Suisse 
analyst  Michael  Exstein 
believes  the  Penney  rally 
won't  continue.  He  thinks 
the  competition  will  get 
tougher — mainly  once 
midlevel  rival  Federated 
Department  Stores  (home 
of  Macy's)  finishes  its  painful  reorganization. 
And  on  a  recent  visit  to  a  new  in-store 
Sephora,  Exstein  noted  that  some  top-of-the- 
line  cosmetics  brands,  like  Clinique  and 
Lancome,  were  conspicuously  absent. 

The  company's  18  P/E  is  in  line  with 
the  industry,  but  given  the  challenges,  we 
say  short  the  stock  —  M.J. 


10/31/05  10/19/06 
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Resources  Global  Professionals 

>  Former  Finance  & 
Operations  Director 

>  M&A  integration 

>  Financial  systems  assimilation  . 

>  SOX  compliance 


WE'VE  TAKEN  CONSULTING  OUTSIDE  THE  BOX 
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AINU  UNMUt  IHt  BUSINESS 


Pioneering  business  leaders  are  driving  internal  change.  We're  helping  by  working 
alongside  your  people  to  solve  problems  and  transfer  knowledge.  We're  a  new 
kind  of  professional  services  firm.  We  help  you  execute  your  business-critical 
initiatives  —  internally.  As  a  global  community  of  professionals  with  an  ayerag 
of  18 years'  experience,  we've  discovered  the  best  way  to  help y 
out  of  the  box  is  from  inside  your  business. 


800-900-H31 

BUSINESS.  FROM  THE  INSIDE  OUT.  resourcesglobal.com 


Strategy  Kenneth  L  Fisher 


THE  RANGEL 
FACTOR 


SUPPOSE  I'M  WRONG.  I'VE  BEEN  BULLISH  FOR  A  LONG 
time;  I've  been  on  the  right  side  of  the  global  market 
as  it  has  risen  year  after  year  since  2003,  beating 
bonds  or  cash.  For  all  the  reasons  I've  rattled  off  over 
the  last  two  years  I  still  think  there  is  a  big  bull  move 
ahead.  But  suppose  I'm  wrong. 

Bears  think  the  consumer  is  tapped  out,  the  economy  about 
to  crumble,  corporate  earnings  at  an  unsustainable  share  of 
national  output,  the  commodity  boom  snapped,  the  housing 
bubble  burst  and  the  Federal  Reserve  trapped  between  rising 
inflation  and  a  wobbly  world  economy.  You  might  have  that 
nightmare  in  which  the  Democrats  sweep  Congress  and  you 
wake  up  one  morning  to  find  Charles  Rangel  sitting  at  your 
kitchen  table  filling  out  your  1040.  The  New  York  liberal  might 
be  the  next  House  Ways  &  Means  Committee  chairman.  Sup- 
pose, that  is,  that  my  last  column,  predicting  that  the  GOP  would 
hold  both  houses,  is  just  wrong.  (For  which  I  can  thank  Mark 
Foley.)  How  bad  will  a  Democratic  win  be  for  investors? 

Not  bad  enough,  I  submit,  to  sell  stocks  now.  Market  timing 
is  a  dangerous  game,  best  limited  to  the  rare  occasions  when  you 
have  good  reason  to  expect  a  significant  bear  market— meaning 
a  decline  of  20%  or  more.  This  column  has  gone  truly  defensive  ; 
only  on  a  few  occasions,  in  1987,  1990  and  2001.  But  I  just  can't  j 
justify  the  cost  of  in-and-outing  to  sidestep  small  corrections. 

Could  we  have  a  big  bear  market  now?  I  don't  think  so.  Bear  i 
markets  come  from  a  combination  of  positive  sentiment  with 
bad  surprises  virtually  no  one  anticipates  (like  the  1973  oil  cri- 
sis). Today  too  many  gloomsters  and  not  that  many  big-time 
boomsters  (like  me)  are  around  for  this  combination  to  occur. 

I  also  know  I  always  may  be  wrong.  CXOAdvisory.com,  a  site 
(owned  by  market  research  firm  CXO  Advisory  Group  LLC)  that 
ranks  33  public  prognosticators,  puts  me  at  the  top  with  a  69% 
accuracy  since  2000  on  58  market-timing  calls.  That  means  I've 
been  wrong  3 1  %  of  the  time.  So  I  always  plan  to  own  some  stocks  I 
that  will  do  well  if  what  I  expect  to  happen  doesn't  happen.  Right  I 


now  that  means  stocks  that  would  do  relatively  well  in  a  slightly 
bearish  market,  stocks  that  have  some  defensiveness  to  them. 
These  five  should  fit  the  bill. 

Germany's  Allianz  AG  (18,  AZ)  is  simply  too  cheap  compared 
with  its  insurance  peers:  Most  sell  at  1  to  1.5  times  revenue.  This 
giant  sells  at  60%  of  its  projected  2007  revenue  of  $125  billion 
and  10  times  2007  earnings.  It  spans  the  main  insurance  markets 
in  60  countries,  mostly  outside  America  and  Asia,  so  if  you  pri- 
marily fear  an  economic  downturn  limited  to  the  U.S.,  this  com- 
pany should  not  be  hurt.  (Its  North  American  operations,  less 
than  20%  of  revenue,  include  Pimco,  Oppenheimer  Capital  and 
Fireman's  Fund.)  The  company  is  50%  larger  than  where  it  was 
six  years  ago,  yet  the  stock  is  trading  for  half  its  price  then. 

In  a  general  market  meltdown  the  consumer  staples  sector 
usually  performs  relatively  well.  You  have  to  keep  buying  food, 
drugs  and  soaps.  Kraft  Foods  (36,  KFT),  America's  largest  food 
manufacturer  and  the  world's  second  largest  behind  Nesde,  has 
an  endless  stable  of  great  brands  (JeU-O,  Nabisco,  Post,  Maxwell 
House,  etc.).  At  18  times  2007  earnings  it's  cheaper  than  Hershey 

or  Groupe  Danone.  The  divi- 
dend yield  is  2.7%.  The  85% 
stake  owned  by  Altria  Group 
precludes  a  hostile  takeover,  but 
it's  still  a  good  investment. 

Another  food  company  is 
Smithf  ieid  Foods  (26,  sfd),  the 
world's  largest  pork  processor 
(27  million  hogs  a  year).  Not 
terribly  exciting,  and  the  profit 
margin  is  thin  (1.3%  aftertax). 
But  for  Smithfield  to  shrink  in 
the  next  recession  the  world 
would  have  to  stop  eating 
lunch.  This  could  easily  be 
taken  over  in  a  hostile  bid.  It 
sells  at  30%  of  revenue  and  13 
times  2007  earnings. 

Germany's  Deutsche  Bank 
(124,  DB)  is  60%  an  investment 
and  institutional  bank,  40%  a 
wealth-management  firm.  If  DB  sold  off  banking,  the  remaining 
firm  would  have  $1.2  trillion  under  management  and  be  worth 
more  than  the  whole  company  is  now.  So  you'd  get  the  bank  for 
free.  At  ten  times  2007  earnings,  it  should  grow  moderately. 

Dollar  General  (14,  DG)  operates  8,000  discount  general  mer- 
chandise stores  in  32  states.  Catering  primarily  to  middle-  and 
low-income  customers,  it  thrives  in  all  economic  climates.  When 
things  go  well,  their  customers  spend  more.  When  things  slow, 
they  attract  more  customers  who  trade  down  to  lower  prices. 
Speaking  of  lower  prices,  shares  are  selling  for  half  of  annual  rev- 
enue and  15  times  earnings.  F 


Why  don't  I 
expect  a  bear 
market? 
Because  bear 
markets  have  a 
way  of  arising 
only  during 
periods  when 
sentiment  is 
very  positive, 
and  we  don't 
have  that  now. 
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YOUR  LEGACY 


I  I  desire  to  leave  life's  work  to  your  family 
I    I  desire  to  leave  life's  work  to  the  IRS 


He's  got  your  laugh.  And  your  love  of  ice  cream.  So  why  not  make  sure  he  gets  everything  else  you  want  him  to  have? 
With  more  than  100  years  of  experience  in  the  personal  trust  business,  Northern  Trust  offers  a  breadth  and  depth  of 
knowledge  few  can  match.  You'll  find  our  expertise  second  to  none  when  it  comes  to  philanthropy,  asset  management 
and  sophisticated  wealth  transfer  strategies.  It's  your  legacy,  and  whether  it  lives  on  through  your  family,  community  or  favorite 
cause,  Northern  Trust  will  work  as  hard  to  preserve  it  as  you  did  to  create  it.  For  more  information,  call  800-468-2352 
or  visit  northerntrust.com. 


Northern  Trust 
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Yes,  But  James  Grant 


THE  FAT, 
SLOW  PITCH 


THE  AWARD  FOR  THE  MOST  PERPLEXING  CAREER 
move  of  2005  goes  to  David  J.  Winters,  formerly  chief 
executive  officer  and  chief  investment  officer  of 
Franklin  Mutual  Advisers.  Winters  resigned  from  that 
$35  billion  fund  behemoth  in  order  to  found  his  own 
mutual  fund.  Repeat:  mutual  fund,  not  hedge  fund.  He  calls  his 
creation  Wintergreen. 

By  its  charter,  Wintergreen  could  almost  be  a  hedge  fund.  It 
can  invest  anywhere,  in  anything.  It  can  buy  stocks  or  sell  them 
short.  It  can  invest  in  bankruptcies,  liquidations  and  distressed 
securities.  It  can  do  business  at  home  or  abroad.  But  Winters 
doesn't  get  20%  of  the  profits,  as  hedge  fund  operators  do.  The 
investors,  of  whom  I  happen  to  be  one,  keep  all  of  the  upside,  net 
of  fees  and  expenses,  which  happen  to  come  to  a  stiff  1 .95%  of 
assets  yearly.  It's  worth  it. 

Winters,  44,  is  the  antithesis  of  the  popular  conception  of  the 
hedge  fund  manager.  Mainly,  he's  an  outright  owner  of  common 
stocks.  He  keeps  a  sizable  cash  cushion.  He  is  acutely  price  con- 
scious. Ask  him  the  question  most  often  put  to  hedge  fund  jock- 
eys by  jumpy  institutional  investors:  "What's  your  edge?"  And  he 
replies,  "We're  long-term  investors." 

This  is  a  phrase  you  might  not  have  heard  recently.  If  it  means 
anything  these  days,  it  means  holding  on  for  12  long  months  to 
qualify  for  the  15%  capital  gains  tax  rate.  Winters  means  some- 
thing else  by  it.  A  member  of  the  value  investment  tribe,  he  means 
that  good  things  happen  to  cheap  stocks  over  the  sweep  of  years. 
Five  years  is  Winters'  idea  of  a  decent  holding  period. 

Most  money  managers  nowadays  are  held  on  a  short  leash. 
Their  performance  is  monitored  by  the  week  or  the  month.  They 
are  admonished  to  track  an  index  or  to  hew  to  a  "style,"  and  woe 
betide  the  stock  picker  who  suffers  a  "drawdown"  (i.e.,  loss),  is 
found  guilty  of  "style  drift"  (i.e.,  opportunism)  or  who  is  so  head- 
strong as  to  buy  more  when  the  market  goes  against  him. 

Winters  is  the  best  kind  of  opportunist.  True  to  Graham 
and  Dodd  tenets,  he  believes  that  the  future  is  a  closed  book 


and  that  nobody — at  least  not  he — can  forecast  stock  prices. 
From  which  it  follows  that  the  thing  to  do  is  to  armor  oneself 
with  a  margin  of  safety.  The  less  you  pay  for  an  investment,  the 
less  you  have  to  fear  from  the  unfathomable  future. 

For  Winters,  as  for  all  value  seekers,  cash  is  the  default  invest- 
ment. It's  what  they  own  until  something  better  comes  along. 
And  who  knows?  Something  just  might.  Winters  contends  that 
the  world  is  chockablock  full  of  cheap  stocks.  Yet  Wintergreen 
has  a  25%  cash  cushion.  "You  get  paid  5%  to  wait,"  Winters  says. 
"And  there  are  lots  of  opportunities  in  the  world.  You  never  know 
what's  going  to  happen.  We're  just  always  looking  under  rocks  for 
gems  and  waiting  for  that  big,  fat  slow  pitch  in  our  zone." 

Imperial  Tobacco  Group  (69,  ity),  whose  stock  is  available  in 
London  as  well  as  New  York,  is  an  example  of  what  Winters 
means  by  fat  and  slow.  He  can  hardly  contain  himself  in  describ- 
ing this  British  cigarette  manufacturer,  which  operates  beyond 
the  reach  of  the  U.S.  courts.  "Ten  years  ago  they  were  spun  off 
from  Hanson,  and  since  then  the  rates  of  return  are  just  wild," 
Winter  says.  "The  compound  rates  of  return  have  just  been  spec- 
tacular. They've  taken  it  from 
being  a  domestic  U.K.  business 
to  being  a  very  global  organiza- 
tion. And  they've  done  a  series 
of  really  intelligent  acquisitions. 
They  now  buy  back  their  own 
stock.  They  pay  nice  dividends. 
Excellent  corporate  governance 
and  accounting."  All  this  for  the 
equivalent  of  14  times  the  2007 
earnings  estimate. 

In  their  determination  to 
not  overpay,  value  investors 
sometimes  invest  in  stocks  that 
deserve  to  be  even  cheaper  than  they  are.  Last  spring  Winters  was 
buying  newspaper  stocks.  Yes,  he  acknowledged,  the  Web  was  a 
threat  to  hard-copy  publishers,  but  the  bad  news  was  likely 
already  reflected  in  the  stock  prices. 

Newspaper  publisher  Gannett,  for  example,  was  trading  at  12 
times  trailing  net  income,  the  lowest  multiple  in  1 5  years.  "Wall 
Street  loves  companies  that  are  growing  at  35%  a  year,"  Winters 
said  at  the  time,  "but  it  has  real  trouble  looking  at  companies  that 
are  either  in  decline  or  have  some  of  the  characteristics  of  a  liqui- 
dation. The  same  thing  was  true  when  I  invested  in  the  steel 
industry  a  couple  of  years  ago." 

Its  turned  out  that  the  world  needs  steel  more  than  it  does 
USA  Today,  Gannett's  flagship,  as  Winters  acknowledged  the 
other  day.  He  said  he  had  traded  out  of  Gannett  and  the  other 
newspaper  stocks.  He  had  only  belatedly  come  to  realize  how  fast 
the  industry  is  sinking. 

Anybody  can  form  a  conviction.  The  good  investors,  like 
Winters,  can  also  change  their  minds.  F 


Fund  manager 
David  Winters 
has  two  kinds 
of  cushions: 
cash  and  a 
habit  of  buying 
good  stocks 
that  are  cheap. 
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nail  Stocks  Jim  Oberweis 


A  RALLY'S 
SECOND  ACT 


EVERYWHERE  I  LOOK  EXPERTS  ARE  PREDICTING  THE 
end  of  the  reign  of  small-cap  stocks,  which  over  the  last 
five  years  have  handily  beaten  their  larger  brethren.  To 
believers  in  the  "reversion  to  the  mean"  theory — 
whereby  what  goes  way  up  or  way  down  is  destined  to 
move  back  to  its  long-term  average  performance — large  caps  are 
due  for  a  rebound.  The  funny  thing  is  that  such  prognostications 
are  as  old  as  the  small-cap  rally  itself.  Is  it  indeed  time  for  small 
caps  to  yield  their  leadership  role? 

Not  really.  History  shows  that  market  cycles  often  last  far 
longer  than  pundits  predict.  For  the  ten  years  following  the 
1973-74  bear  market,  small  caps  stayed  ahead.  And  the  little  guys 
beat  the  big  boys  by  a  wide  margin.  From  1974  through  1983, 
says  Ibbotson  Associates,  small-cap  stocks  returned  an  average  of 
28.4%  per  year  while  the  big-cap  issues  returned  10.6%. 

Most  of  todays  small-cap  lead  has  stemmed  from  strong  per- 
formance by  small  value  stocks.  Value  stocks  are  slower-growth 
businesses  that  trade  at  low  multiples  of  their  earnings  and/or 
book  value.  Growth  stocks  are  the  ones  whose  earnings  are 
expected  to  climb  rapidly  and  in  consequence  trade  at  high 
multiples  of  todays  earnings. 

The  run-up  in  value  stocks'  prices  lately  has  made  good 
bargains  in  that  sector  harder  to  find.  But  then  there  are  small 
growth  stocks.  So  even  if  small  value  falters,  look  for  fast-grow- 
ing small  companies  to  pick  up  the  baton  and  outperform. 
These  have  not  done  that  well  during  the  small  value  rally. 
Their  valuations  are  now  very  attractive.  In  fact  the  average 
price/earnings  multiple  of  the  Russell  2000  Growth  Index  (a 
benchmark  for  small-cap  growth  issues)  is  near  its  lowest  point 
since  2003. 

Here  are  a  few  of  my  favorites,  many  of  which  are  already  in 
the  portfolios  managed  by  my  firm: 

ID  Systems  (20,  IDSY)  sells  radio 
frequency  identification  systems,  known  as 
RFID,  that  track  heavy  industrial  assets  like 
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forklifts.  With  a  system  installed  on  each  forklift,  a  supervisor  can 
remotely  monitor  an  entire  fleet.  The  supervisor  can  tell  who  is 
driving  each  machine,  where  and  for  how  long.  This  reduces  fleet 
maintenance  costs,  increases  safety  and  helps  users  meet  govern- 
ment requirements. 

ID  Systems  has  plenty  of  room  for  growth,  as  this  is  a  pint- 
size  company  with  a  market  cap  of  only  $227  million.  Customers 
include  Wal-Mart,  Ford  Motor,  Target,  Nissan  and  the  U.S. 
Postal  Service.  RFID  technology  is  a  hot  area  right  now,  but  few 
companies  have  been  as  successful  as  ID  Systems  in  translating 
the  technology  into  profits.  The  company  goes  for  56  times 
projected  2006  earnings,  but  analysts  expect  earnings  to  grow 
86%  next  year.  That  brings  the  multiple  on  2007  net  down  to  29, 
and  of  course  there  is  no  reason  to  think  that  growth  will  stop 
in  2007. 

Software  from  Kenexa  (29,  knxa)  enables  companies  to 
recruit  and  retain  employees.  The  software  can  be  used,  for 
example,  to  organize  a  job  interview  and  list  a  candidates  skills. 
Another  program  standardizes  the  employee  review  process. 

With  a  yearly  growth  rate  of 
50%  to  60%,  Kenexa  also  looks 
good  at  25  times  next  year's 
earnings. 

Central  European  Distribu- 
tion (24,  CEDC)  is  a  growth  stock 
with  a  value  P/E  of  14.  The  com- 
pany started  out  by  consolidating 
the  vodka  distribution  market  in 
Poland.  I  have  visited  its  Warsaw 
warehouse  and  have  known  man- 
agement for  five  years.  Chief  Ex- 
ecutive William  V.  Carey  is  not  a 
guy  I'd  bet  against.  Last  year  the 
distribution  company  boldly  moved  into  production  by  acquiring 
two  large  distilleries,  Bols  and  Polmos  Bialystok  S.A.,  thus  becom- 
ing the  world's  fourth-largest  vodkamaker. 

One  of  the  acquired  brands  is  Zubrowka,  a  well-recognized 
premium  line  in  Poland,  France  and  the  U.K.;  this  supposedly 
was  Soviet  leader  Leonid  Brezhnev's  favorite  vodka.  Next  year 
Carey  plans  to  introduce  Zubrowka  to  Americans.  Through 
consolidation  and  cost  reduction,  the  company  should  increase 
earnings  roughly  30%  annually  for  the  next  two  years. 

Panera  Bread  (65,  PNRA)  operates  976  bakery-cafes.  Ronald 
j  Shaich,  cofounder  and  chief  executive,  is  one  of  the  country's  sharpest 
restaurateurs.  The  company  has  just  rolled  out  its  Crispani  pizza- 
like entree  for  dinner.  Marketing  expenses  for  this  novelty  will  hold 
down  2006  earnings.  So  the  stock  is  off  its  $74  high  this  year.  But 
the  fixed  costs  of  operating  Panera  oudets  won't  go  up;  hence  a  good 
j  slice  of  the  Crispani-fattened  dinner  sales  should  go  straight  to  the 
bottom  line.  Panera  trades  at  24  times  2007  earnings  with  estimated 
I  growth  of  25%.  F 

Jim  Oberweis  is  president  of  Oberweis  Asset  Management  and  editor  of  the 
Oberweis  Report.  For  more  information  visit  www.forbes.com/oberweis. 


Pundits  are 
wrong  that  the 
small-cap  surge 
will  soon  end. 
Neglected 
small  growth 
issues  will  be 
next  to  climb. 
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20,000  adherents  spend  $340  million 
on  everything  from  breeches  from 
the  Tailored  Sportsman — the  Calvin 
Klein  of  equine  couture  ($200  a  pair) — 
to  leather  carrying  cases  ($450)  for  their 
sandwich  and  flask.  Yet  foxhunting's 
profile  remains  lower  than  low.  No  sense 
in  attracting  fox-huggers  bearing  cans  of 
spray  paint.  Says  Dennis  Foster,  execu- 
tive director  of  the  North  American 

Masters  of  Foxhounds  Association:  "People  are  surprised  we 
even  exist." 

When  I  mentioned  to  a  group  of  friends  that  I  was  going  fox- 
hunting, most  said  they  pictured  me  skulking  through  reeds,  a  shot- 
gun in  hand.  I  urged  them  to  recall  paintings  of  English  lords  on 
horseback — or  the  foxhunting  scene  in  the  movie  Mary  Poppins. 
This  was  greeted  by  blank  stares. 

Why  does  foxhunting  persist  in  an  age  of  bungee  jumping  and 
hang  gliding?  Maybe  because  it's  cheaper  than  golf  (club  dues  are 
anywhere  from  $300  a  year  in  the  Midwest  to  $2,500  or  more  in 
the  Northeast)  and  yet  more  enlivening.  Says  Foster:  "It  excites  the 
hell  out  of  you." 

As  I  was  just  about  to  be  reminded.  Though  I  first  foxhunted 
at  the  age  of  8  and  pursued  the  sport  seriously  for  seven  years,  I 
hadn't  been  on  a  hunt  since  1996.  Today,  at  age  25, 1  was  attend- 
ing the  opening  day  of  Rombout's  77th  season. 

Suzanne  York  Cannavino,  newly  appointed  huntsman  of  Rom- 
bout,  paraded  a  pack  of  29  foxhounds  (14  and  a  half  couples,  in  hunt- 
ing parlance;  hounds  are  counted  in  pairs)  across  the  pasture.  She 
was  flanked  by  five  members  of  her  staff,  each  wearing  Rombout's 
traditional  scarlet  coat  with  blue  and  gray  collar,  white  breeches  and 


black  leather  boots  with 
tan  tops.  Tinged  by  the 
glow  of  the  ascending  sun, 
they  could  have  stepped 
right  out  of  the  Bayeux 
Tapestry. 

Proper  attire  is  de 
rigueur  for  club  members, 
too.  The  assemblage,  col- 
lectively called  "the  field," 
wore  black  coats  over 
golden  vests.  Each  had 
around  his  neck  a  white 
cotton  cloth,  tied  in  a 
square  knot  and  fastened 
with  a  gold  pin.  This  piece 
of  flair  originally  served  a 
utilitarian  purpose:  It 
could  bandage  rider,  horse 
or  hound. 

Cannavino  sounded 
her  brass  horn,  and  with 
a  yell  to  the  hounds,  drew 
them  into  the  woods  or 
covert  (pronounced  "cover").  A  thun- 
dering of  hooves  followed.  Our  hunt 
had  begun. 

The  first  of  three  groups,  led  by  field 
master  Michael  Citrin,  a  retired  adver- 
tising man,  rode  close  behind  Cannavino, 
galloping  through  bush  and  bramble, 
hurtling  over  century-old  stone  walls. 
Sunlight  flashed  strobelike  through  the 
trees  as  we  flew  along.  I  ducked  and 
dodged  as  branches  thwacked  the  side  of 
my  head,  glad  to  be  wearing  a  helmet  We 
navigated  by  the  sound  of  the  hounds' 
howling  or  "music" — at  once  chilling  and 
euphonious — that  announced  they  had 
found  a  scent. 

Our  circuitous  route  meant  only  one  thing:  Our  quarry  had  to 
be  a  fox.  A  coyote  leads  a  straighter,  less  devious  chase. 

Specialists  called  "whippers-in"  (for  the  long  leather  whips  they 
carry)  tried  as  best  they  could  to  keep  the  dogs  in  check,  prevent- 
ing them  from  veering  outside  the  hunt's  territory  or  across  busy 
roads.  When  a  few  hounds  broke  off  and  ran  crying  across  a  man's 
yard,  making  him  angry,  one  of  the  whips  (my  father,  a  merchant 
banker)  was  dispatched  to  smooth  things  over. 

A  clubs  existence  depends  on  its  ability  to  maintain  a  cordial, 
symbiotic  relationship  with  owners  of  the  lands  it  transits.  These 
owners  get  no  cash,  but  they  get  other  compensation  in  the  form 
of  upkeep  of  their  riding  trails  by  club  members  and  the  fun  of  watch- 
ing a  hunt  from  the  back  porch.  Real  estate  ads  often  cite  the  lat- 
ter as  a  selling  point.  Owners  also  are  indemnified.  Member  clubs 
of  the  foxhound  association  typically  carry  $  1  million  in  insurance, 
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provided  through  the  American  Equine  Insurance  Group  and 
administrated  by  Hallmark  Equine  Insurance.  Clubs  pay  be- 
tween $1,500  to  $5,000  a  year  for  the  policies. 

What  today  is  accomplished  by  insurance  was  originally 
the  result  of  noble  fiat.  Among  the  first  documented  hunts  was 
that  established  by  the  duke  of  Buckingham.  In  England  in 
the  early  1600s  an  overpopulation  of  foxes  threatened  farm- 
ers' sheep.  The  duke  organized  a  posse  of  farmers  and  landed 
gentry,  accompanied  by  a  pack  of  hounds,  to  sniff  the  miscre- 
ants out,  chase  them  down  and  kill  them.  The  duke's  Bilsdale 
Hunt  still  rides  today,  on  the  moorlands  of  Yorkshire. 

Some  of  the  fun  has  been  taken  out  of  this  sport.  Animal 
rights  groups  in  the  U.K.  inspired  the  Hunting  Act  of  2004, 
which  oudaws  hunting  of  live  quarry  with  hounds.  Though 
184  hunt  clubs  still  ride,  what  they  chase  is  not  a  fox  but  only 
the  scent  of  one,  laid  down  artificially  by  staff.  Even  these  legal 
hunts  can  be  the  objects  of  protest.  A  chapter  in  a  handbook 
published  by  prohunting  group  Countryside  Alliance,  titled 
Hunting  Without  Harassment,  gives  tips  on  how  to  avoid  con- 
flicts with  "hunt  saboteurs." 

When  colonists  started  hunting  foxes  in  America  in  the  late 
1600s,  they  found  a  situation  different  from  the  one  they'd  known. 
In  the  New  World  rabies  kept  the  fox  population  in  check.  The 
focus  of  the  sport  shifted,  eventually,  from  kill  to  chase. 

In  the  U.S.  foxhunters  are  duty-bound  to  avoid  killing 
prey — be  it  fox,  coyote  or  (in  certain  locales)  bobcat.  The  Code 
of  Hunting  Practices  states:  "The  sport ...  as  it  is  practiced  in 
North  America  places  emphasis  on  the  chase  and  not  the  kill. 
Any  practice  which  does  nor  give  the  animal  a  sporting  chance 
...  is  stricdy  forbidden."  If  the  dogs  disobey  their  training  and 
seize  upon  their  prey,  the  huntsman  commands  them  to  re- 
lease. If  they  fail  to,  he  fires  a  warning  shot  to  get  their  atten- 
tion or  cracks  a  whip.  This  is  not  to  say  prey  are  never  killed, 
only  diat  it's  contrary  to  good  form. 

"I  think  there  are  many  misconceptions  about  foxhunting," 
says  Donna  Ross,  who  writes  hunt  reports  for  The  Chronicle  of 
the  Horse,  riding's  seminal  magazine.  The  primary  focus  of  the 
sport  is  not  foxes  but  dogs — the  breeding,  training  and  care  of 
hounds.  Half  of  the  hunt  clubs  hire  a  professional  kennel  owner 
or  dog  breeder  to  manage  their  packs. 

There  are  those  who  ride  to  hunt,  and  there  are  those  who 
hunt  to  ride.  But  let  us  not  forget  those  who  hunt  to 
schmooze— if  not  on  horseback,  then  at  the  catered  breakfasts 
that  traditionally  close  a  morning's  ride.  "Some  people,"  says 
Ross,  "want  the  whole  spectrum  of  social  activity  that  goes  along 
with  hunting:  the  breakfast,  the  clothes,  that  Ralph  Lauren  look, 
the  whole  scene." 

By  noon,  after  having  chased  (but  never  seen)  a  fox  and 
a  coyote,  our  hunt  was  done.  We  came  to  rest  in  a  lush  field 
eight  miles  from  where  we'd  started  three  hours  earlier— too 
far  to  ride  back.  Cannavino  and  her  whips,  red  coats  popping 
out  against  a  backdrop  of  green  grasses,  corralled  some  strag- 
gling dogs  eager  to  keep  going.  For  a  few  remaining  moments 
the  sense  of  timelessness  persisted.  Then  a  silver  Dodge  Ram 
towing  a  horse  trailer  came  to  bring  me  home.  F 


Monopoly 

A  new  book  reveals  the  leftist  origins 
of  capitalism's  favorite  board  game. 

By  Susan. Adams 

■  SN'T  PART  OF  THE  CHARM  OF  PLAYING  MONOPOLY  ITS  ANACHRONISM? 

I  Properties  sell  for  $180,  rents  are  $14  or  $16,  and  Atlantic  City's 
I  Boardwalk  masks  no  slums.  But  with  Monopoly  Here  &  Now,  Parker 
Brothers'  newest  version  of  the  game,  all  that  has  been  thrown  aside — the 
shoe  token  replaced,  for  example,  by  a  New  Balance  sneaker,  the  humble 
thimble  by  a  Motorola  Razr.  Not  one  Atlantic  City  street  name  remains. 
Instead,  players  pay  millions  to  vie  for  such  flashy  properties  as  South  Beac 
and  Waikiki  Beach. 

Pooh-poohing  protests  by  traditionalists,  a  new  book,  Monopoly:  The 
World's  Most  Famous  Game— And  How  It  Got  That  Way  (Da  Capo 
_  Press,  $26),  argues  it's  entirely  appropriate  for  thi 

71 -year-old  game  to  offer  this  latest  iteration  of 
itself.  Author  Philip  E.  Orbanes  declares  that  the 
step  is  necessary  to  preserve  Monopoly's  monopc 
Like  Coca-Cola  preserving  its  classic  version,  Parte 
Brothers  will  continue  to  sell  the  original  Monopo 
as  well. 

Orbanes'  biggest  shocker:  Monopoly  started  c 
as  an  anticapitalist  tool.  In  1903  a  Washington,  D. 
political  activist  Elizabeth  Magie,  invented  the 
Landlord's  Game  to  show  the  evils  of  private 
property.  Players  crushed  one  another  by  accumulating  rec 
estate,  railroads  and  utilities.  A  Wharton  economics  professor,  Scott 
Nearing,  used  the  game  to  illustrate  the  results  of  rent-gouging  for  his 
students  (some  nicknamed  it  Business  and  some  Monopoly).  In  1909  Mag 
tried  to  get  Parker  Brothers  to  market  her  invention,  but  the  company 
passed,  finding  it  too  complicated  and  pedantic. 

It  took  an  unemployed  Philadelphia  radiator  repairman  to  make  it  pop 
lar.  In  1 933  Charles  Darrow  produced  a  much  simplified  version  that 
eschewed  socialism  and  used  Atlantic  City  place  names.  Darrow  jazzed  up 
the  graphics,  laying  out  the  board  on  a  circular  oilcloth,  with  colored  band 
at  the  top  of  each  property  grouping.  In  1 935  Parker  Brothers  agreed  to 
market  it.  So  far  it  has  sold  250  million  copies. 

Parker  Brothers  licensed  Monopoly  in  Australia,  South  Africa  and  else- 
where around  the  world.  By  the  1 990s  the  company  had  struck  a  deal  wit 
uSAopoly,  an  outfit  that  since  has  produced  more  than  200  themed  versior 
ranging  from  Star  Wars  to  Scooby-Doo.  Sales  of  the  original  game  have 
withstood  the  onslaught  of  electronic  gaming.  According  to  NPD  Group,  a 
market  research  company  that  tracks  the  toy  and  videogame  business, 
board-game  sales  overall  are  up  9%  in  the  last  year  on  the  strength  of 
strong  performance  of  the  classic  segment  which  includes  Monopoly. 

Orbanes'  book  suffers  from  disorganization,  and  he  offers  too  much  in 
formation  about  abstruse  Monopoly  tournaments:  Not  surprising,  given  th; 
he's  a  game  fanatic,  a  former  Parker  Brothers  executive  and  president  of  a 
gaming  company  called  Winning  Moves.  He  also  served  as  the  chief  judge 
both  the  U.S.  National  and  World  Monopoly  championships. 

Note:  The  Forbes  Galleries  in  Manhattan  display  a  small  but  notable  cc 
lection  of  Monopoly  games,  including  one  of  Charles  Darrow's  originals 
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Human  Capital  Management 
"ft  Axium 

Visit  www.axium.com 
"ft  SilkRoad  Technology 
Visit  www.silkroadtech.com 
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"ft  British  Airways 

Visit  www.ba.com 

"ft  Hilton  HHonors 

Visit  www.hiltonhhonors.com 

"ft  Intercontinental  Hotels 

Visit  www.intercontinental.com 

"ft  South  African  Airways 

Call  1-800-722-9675  or  visit 

www.flysaa.com 

Travel 

"ft  Suzhou  Municipal  Administration 
of  Tourism 

Visit  www.sztravel.gov.cn 

World  Food  Program 
"ft  Cargill 

Visit  www.cargill.com 
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Douglas  Coupland's  life  on  a  BlackBerry  Pearl. 

Trades  a  dozen  emails  with  the  production  team  on  the  TV  version  of  JPod.  Snaps  photos  for  his 
website.  Searches  the  web  for  answers  to  philosophy  and  trivia  questions  posed  by  his  game  designer 
friends  over  lunch.  Charters  a  boat  to  a  remote  hideaway  on  Queen  Charlotte  Island.  All  with  the  new 
BlackBerry®  Pearl™  8100™  smartphone.  One  of  the  world's  smallest  smartphones  that  packs  all  of 
the  power  of  BlackBerry®. 

With  its  crystal  clear  display,  1.3  megapixel  camera,  media  player'  and  fast  browser,  what  will  your  life 
look  like  on  a  BlackBerry  Pearl?  Find  out  at  www.blackberrypearl.com. 

Life  May  Appear  Larger. 
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ICHi-L  ROLLAND 
whispers  a  few 
words  of  instruc- 
tion to  his  assis- 
tant, who  mixes  90  milliliters 
of  cabernet  sauvignon  with  10 
milliliters  of  a  merlot  blend. 
He  takes  a  sip,  ponders  it,  then 
shakes  his  head:  No,  the  origi- 
nal blend  is  fine  as  is.  With  a 
flourish  he  lifts  his  glass  aloft 
and  announces,  "The  2004 
Picconero!"  Pierluigi  Tolaini, 
owner  of  the  wine  in  question 
and  grower  of  its  grapes,  has 
paid  Rolland  in  excess  of 
$120,000  since  2002  to  make 
just  such  pronouncements. 

"Is  it  100  points?"  asks 
Tolaini  eagerly.  He's  only  half- 
kidding.  "It  is  a  very  good 
wine,"  Rolland  allows,  "on  par 
with  Ornellaia."  This  compari- 
son to  a  highly  rated  Tuscan 
lights  up  Tolaini's  face.  "You  see 
what  my  life  is  like?"  asks  Rol- 
land, amused.  "At  least  no  one 
has  asked  me  for  a  101 -point 
wine.  Yet." 

The  points — 100  denoting 
nirvana — are  awarded  by  re- 
viewers at  Wine  Spectator,  Wine 
Advocate  and  other  oenophilic  publications. 
Rolland's  ability  to  raise  scores  for  wines  on 
which  he  consults  has  earned  him  a  diadem 
of  clients — not  just  Tolaini,  but  Ornellaia  in 
Italy,  Harlan  Estate  in  the  U.S.,  Chateau  de 
Reignac  in  France,  Casa  de  Lapostolle  in 
Chile  plus  a  hundred  more  around  the  world 
His  power  to  please  the  palate  of  iibercritic 
Robert  Parker,  a  personal  friend  of  Rolland, 
is  particularly  prized. 

Higher  ratings  mean  more  money.  If, 
for  example,  Rolland  is  right  to  predict 
that  the  2004  Picconero  will  get  a  score  of 
94,  then  it  can  retail  for  $100  a  botde.  Five 
points  lower,  and  it  will  sell  for  only  $50. 
Before  St.  Emilion  winery  Chateau  Pavie 
hired  Rolland,  its  wines  got  scores  from 
Parker  ranging  from  78  (poor)  to  86 
(mediocre).  But  after?  The  Rollandized 
2005  vintage  got  a  preliminary  Parker 
score  of  98  to  100. 

Rolland's  influence  is  denounced  as  per- 


THE  FORBES  INSIDER: 
PEOPLE  YOU  SHOULD  KNOW 

Grape  Doctor 

Vintners  call  Michel  Rolland  when  they 
want  to  transform  plonk  into  perfection. 
By  Brendan  Coffey 


nicious  by  self-styled  champions  of  wines 
eccentricity,  who  think  Rolland  and  Parker 
are  engaged  in  what  amounts  to  a  campaign 
to  homogenize  flavor.  A  2004  documentary, 
Mondovino,  took  this  view.  Filmmaker 
Jonathan  Nossiter  depicted  Rolland  as  a  self- 
important  popinjay,  contemptuous  of  any 
palate  other  than  his  own. 

The  truth  is  less  dramatic.  Rolland  was 
among  the  first  to  help  popularize  practices 
now  standard  in  the  industry,  including  ster- 
ilization of  equipment  and  the  pnining  of 
vines  to  reduce  yields  (thus  improving  qual- 
ity). He  also  advocates  other  technologies  still 
controversial:  adding  enzymes  (to  enhance 
wine's  color)  or  adding  microbubbles  of  oxy- 
gen (to  speed  its  aging).  In  esthetics,  he  fa- 
vors soft  tannins  and  lots  of  fruit — in  other 
words,  wines  that  are  easily  approachable. 
(For  a  list  of  his  personal  favorites,  plus  the 
names  of  other  winemaking  consultants,  visit 
forbes.com/extra) 


Hiring  Rolland  isn't  easy 
Constantly  in  transit,  th» 
58-year-old  consultant  ha; 
been  dubbed  the  "flying  wine 
maker."  He  reportedly  charge! 
clients  $50,000  apiece  pe; 
year,  which  includes  three  vis 
its  from  the  master,  monthly 
visits  from  one  of  his  sever 
assistant  oenologists  and  fre 
quent  testing  of  wine  sample; 
by  Rolland's  laboratory. 

Rolland,  for  his  part,  play; 
a  coy  game,  not  taking  on  jusi 
any  client.  He  picks  them,  he 
says,  on  the  basis  of  whom  he 
likes:  "I  don't  want  to  be  in  the 
middle  of  a  huge  organization 
My  relationship  with  the  peo- 
ple is  more  important  than  al] 
the  rest" 

In  Tolaini's  case,  the  two 
met  in  2002  at  a  New  York 
City  industry  conference  and 
immediately  hit  it  off.  Rol- 
land says  he  couldn't  help 
admiring  Tolaini's  pluck: 
Emigrating  from  Italy  tc 
Canada  in  1958  as  a  penni- 
less 19-year-old,  Tolaini  saved 
money  made  from  rough- 
necking  in  Alberta  to  build  a 
trucking  company  that  became  TransX; 
now  a  privately  held  $500  million  (rev- 
enue) outfit  in  Winnipeg. 

Rolland  also  liked  "Louies"  desire  to 
bring  the  Burgundian  style  of  grape- 
growing  (high  density  of  low-yielding 
vines)  to  Italy,  something  locals  think  is 
pazzo.  When  Rolland  visits,  the  two 
carouse  long  into  the  night,  drinking 
Dom  Perignon,  1982  Bordeaux  and 
Grand  Marnier.  After  a  morning's  work 
Louie  lets  Michel  take  his  $250,000  Fer- 
rari 430  for  a  spin. 

It's  a  good  life — and  one  that  before 
Mondovino's  scathing  portrait  had  a  low 
profile.  "I  cannot  like  this  movie,"  says 
Rolland.  "At  first  I  was  angry."  In  the  two 
years  since,  he's  mellowed.  Being  vilified, 
he  says,  brought  him  business.  "I  never 
received  such  demand  to  work  with  me 
before!  My  life  is  wine,  and  I  am  not 
changing  now."  F 
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If  your  Windows  protection  is  dated, 
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Cirque  du  Sorbet  For  riveting  theater, 

forget  Broadway.  Try  ringside  seats  with  the  top  toque  |  By  Dirk  Smillie 


AN  EPICUREAN  DRAMA  IS  UN- 
folding  in  the  kitchen  of  Studio, 
a  rustic-chic  restaurant  at  the 
Montage  Resort  in  Laguna  Beach, 
Calif.:  Barbra  Streisand's  manager  has  called 
down  from  his  suite,  asking  for  a  batch  of 
chicken  soup  to  soothe  his  cold.  Dinner 
orders  fly  in  from  Studio's  packed  dining 
room,  piquing  a  verbal  volley  from  the  line 
cooks.  "Fire  duck  breast  26!"  hollers  one; 
another  sets  a  filet  of  Miyazaki  beef  on  fire 
with  a  blast  of  grape  seed  oil.  Chef  James 
Boyce  waves  a  menu  aloft,  having  discov- 
ered an  error.  "What's  the  wild  turbot  doing 
on  here?!"  he  demands,  brow  furrowed  in 
disbelief. 

The  43-year-old  Boyce,  whose  spiky 
blond  hair  is  moussed  into  a  rock-star 


coif,  is  the  leading  man  in  this  nightly  per- 
formance. 'His  audience:  14  elegantly 
dressed  guests  seated  at  a  "chef's  table"  in  a 
private  dining  room  with  a  fireplace.  They 
have  paid  $250  apiece  for  seats  just  a  few 
paces  from  the  kitchen,  allowing  them  to 
kibitz  with  Boyce  as  they  devour  octopus 
carpaccio  and  other  goodies. 

A  slinky  brunette  wants  to  know  how 
Boyce  rendered  a  filet  of  snapper  crisp-as- 
a-cracker  on  the  outside  without  over- 
cooking the  inside.  He  explains  that  his 
$100,000  Molteni  oven,  of  which  there  are 
only  two  dozen  in  the  U.S.,  has  a  hot  spot 
on  its  grill  that  sears  fish  at  675  degrees. 
Move  the  fish  off  it  and  you  ratchet  down 
the  heat  without  stopping  the  cooking. 

Chef's  tables  have  been  around  for  a 


century — they  used  to  be  where  lowly 
staff  chowed  down.  Now  they  are  prized 
and  pricey,  found  on  mezzanines  over- 
looking the  kitchen  or  in  glass-walled 
rooms  adjoining  the  "hot  line,"  where 
cooks  dish  up  their  vittles.  Typically  they 
demand  extra  work  from  an  already  over- 
taxed kitchen.  So  why  are  more  restau- 
rants offering  them? 

"Incredible  margins,"  says  Westport, 
Conn,  restaurateur  Michel  Nischan.  In 
New  York  City,  where  dinner  at  Alain 
Ducasse  costs  $230  per  person  with  tax 
and  tip  (but  not  wine),  the  tab  for  the 
chef's  table  is  $500  (including  wine).  Since 
these  meals  don't  have  much  higher  ingre- 
dient or  labor  costs  than  those  dished  out 
to  the  hoi  polloi  in  the  main  room,  the 


Knowing  where  you're  going  is  fine,  but  strength  and  determination  will  get  you  there,  rbs.com 

Make  it  happen 


premium  collected  on  them  is  almost  all 
profit.  Studio  sells  an  average  four  chef's 
table  seatings  a  week,  seasoning  the  top 
line  of  Studio's  owner,  Montage,  by 
$700,000  a  year. 


For  the  chef,  there's  another  incentive. 
Explains  restaurant  consultant  Lisa 
Donoughe,  "Chefs  love  to  be  watched."  At 
Sensi,  a  restaurant  inside  Las  Vegas'  Bella- 
gio  hotel,  Japanese  design  firm  Super 


Potato  has  conceived  two  chef's  tables — 
one  wood,  one  stone,  each  hand-chiseled 
by  monks — that  look  down  into  an  almost 
gladiatorial  arena:  At  four  sunken  kitchens 
in  the  middle  of  the  dining  room,  Iron 
Chefs  engage  in  hyperbolic  oyster-shuck- 
ing; risottos  are  whipped  cruelly  and  fist- 
fuls  of  pasta  fly  into  boiling  water. 

"Chef's  table"  has  its  own  meaning  in 
Buenos  Aires,  where  Manhattan  ortho- 
dontist Peter  Theodorou  dined  with  his 
girlfriend  last  December  at  restaurant 
Verace.  Chef  Rodrigo  Balfagon  arrived 
at  the  $150-a-couple  table  in  a  dirty 
apron,  reeking  of  fried  food  and  cheap 
cologne.  He  sat  down,  quaffed  wine  and 
told  rambling  stories— not  about  food 
but  about  his  childhood.  Three  hours 
later  the  entrees  arrived — all  six  dishes 
simultaneously.  Shrugs  Theodorou:  "I'm 
not  even  sure  who  cooked  them."  Why 
tolerate  such  guff?  "It  was  the  best  meal 
I  ever  had." 

To  see  our  pick  of  the  top  ten  chef's 
tables,  visit  www.forbes.com/extra.  F 
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WE'VE  GATHERED  AT 
Fountain  Powerboats' 
headquarters  on  the 
secluded  banks  of  the 
Pamlico  River,  in  Wash- 
ington, N.C.  It's  a  humid,  91 -degree  day  in 
August.  Dressed  in  a  helmet,  wet  suit  and 
life  jacket,  I  can  feel  my  heart  pounding 
and  my  palms  sweating.  A  crew  member 
connects  a  black  cord  from  my  waist  to 
the  47-foot,  2,700hp  boat  I'm  about  to 
ride.  The  cord  seems  flimsy  for  a  seat  belt, 
so  I  inquire.  "Oh,  that?"  says  the  crewman 
nonchalantly.  "That's  the  kill-cord.  If  you 
crash  and  get  ejected,  it'll  kill  the  engine 
and  stop  the  boat." 

Okay,  but  what  about  me?  That 
depends.  In  a  high-speed  crash,  he  says, 
the  angle  at  which  I  hit  the  water  will 
determine  the  extent  of  my  injuries.  If  I 
hit  obliquely  and  skip  along  the  surface 


Water  up  the  nose  at  140mph  will  definitely  clear 
your  sinuses.  But  it's  a  good  idea  not  to  crash 
an  $850,000  raceboat  |  By  James  M.  Clash 


like  a  flat  stone,  I'll  have  a  decent  chance 
of  surviving.  But  if  I  hit  like  a  sinker — if 
my  body  catches  and  stops  suddenly — 
the  g-forces  will  break  my  back  and  neck. 

I've  driven  fast  before — 200mph  in  an 
Indy  car.  But  water  isn't  pavement.  A  river's 
surface  is  in  flux  in  three  dimensions, 
tugged  by  wind  and  current.  Racing  on  it 
demands  fast  reflexes,  perfect  balance — as 
if  you  were  running  up  a  down  escalator 
without  handrails.  There  are  hazards:  Logs, 
sea  turtles  or  garbage  hit  at  high  speed 
could  cause  the  boat  to  flip,  nosedive  or 
disintegrate,  depending  on  the  size  of  the 
object  and  the  angle  of  collision. 

My  first  day  at  Fountain  was  spent 
practicing.  I  started  in  a  42-foot  Super  Vee 
canopied  boat  powered  by  twin  525hp 
Mercury  engines.  It  can  top  HOmph. 

Unlike  auto  racing,  where  it's  just  you 
in  your  car,  boat  racing  requires  a  team  of 


two — one  to  work  the  throttle,  another 
to  steer.  Since  steering  is  easier,  I  was 
assigned  the  wheel.  On  throttle  was 
Reginald  Fountain,  67,  a  champion  racer 
of  superboats  and  chief  executive  of  the 
boat-building  company,  which  he 
founded  in  1978.  John  Carbonell,  presi- 
dent of  Super  Boat  International,  a  sanc- 
tioning body  for  high-speed  races,  was  on 
hand  to  watch. 

Strapped  into  my  seat  with  five  belts 
so  tight  that  it  was  hard  to  breathe,  I  felt 
slightly  claustrophobic,  especially  once 
the  canopy  was  closed  and  sealed. 
Gauges  litter  the  cockpit.  Fountain  told 
me  not  to  pay  them  any  heed.  All  I  had 
to  do  was  steer — God  willing,  in  a 
straight  line. 

While  still  warming  up  and  traveling 
70mph,  we  hit  a  rogue  wave.  It  came  out 
of  nowhere.  We  had  no  time  to  prepare. 
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The  effect  on  the  boat  was  intense.  The 
nose  lurched  up— 45  degrees  off  the 
water— then  plummeted.  Fountain,  out  of 
instinct,  backed  off  the  throttle  immedi- 
ately. What  would  have  happened,  I  asked, 
if  wed  hit  the  wave  at  full  speed?  We  could 
have  flipped  and  submerged.  When  that 
happens,  he  told  me,  the  best  thing  to  do  is 
remain  calm,  upside  down,  inside  the 
canopy.  Oxygen  masks  attached  to  our 
belts  would  keep  us  breathing  until  divers 
arrived  to  extract  us. 

After  several  practice  runs,  each  at  a 
higher  speed,  I  got  the  go-ahead  for  a 
high-speed  trial.  My  previous  racecar- 
driving  experience  kicked  in.  At  high 


That's  because  you  are,  kind  of— most  of 
the  boat  is  out  of  the  water.  Our 
speedometer,  which  relied  on  GPS,  flirted 
with  140mph.  Ahead,  the  green  buoys 
that  marked  the  end  of  the  course 
approached — did  Fountain  see  them? 
When  at  last  he  eased  off,  the  boat  slowed 
and  settled  back  into  the  water. 

This  boat  is  capable  of  142mph,  but 
the  day's  heat  made  the  air  too  thin  for  its 
engine  to  produce  maximum  horsepower. 

You  can  try  this  yourself.  The  42-foot 
Fountain  Super  Vee  costs  around 
$550,000,  the  Fountain  P-l  $300,000 
more.  You  can  even  compete  on  the  rac- 
ing circuit.  Just  like  Nascar,  Super  Boat 


Celebrating  140  mph  (top).  Our  speeding 
Super  Vee  (below)  kicks  up  rooster-tails. 


speed  in  an  auto,  smoothness  and  concen- 
tration are  everything.  Here,  too.  Before  I 
knew  it,  we  had  the  thing  up  to  lOOmph. 
The  faster  you  go  in  one  of  these  boats  the 
easier  it  handles.  At  the  top  speed  of 
il2mph  the  sensation  is  one  of  near 
serenity.  Piece  of  cake! 

Next  day,  the  bigger,  more  powerful 
canopied  boat  I  was  supposed  to  drive 
developed  engine  trouble.  So  I  was 
assigned  a  P-l,  the  largest  of  Fountain's 
production  boats,  a  47-foot  monster  with 
twin  1 ,350hp  Sterling  engines.  It's  a  differ- 
ent animal  entirely.  You  stand  up  to  drive 
it.  There  are  no  seat  belts.  And  there's  no 


canopy.  Your  head  is  exposed  to  the  ele- 
ments, and  your  body  is  secured  to  the 
boat  only  by  the  aforementioned  kill-cord. 
The  rationale  here  is  that  in  a  crash  it's 
better  to  be  thrown  free,  so  you  wont  be 
dragged  under  or  crushed  by  the  boat. 
With  no  canopy,  the  wind  hits  your  hel- 
met so  hard  that  your  head  is  forced  back 
and  your  neck  muscles  ache. 

Fountain  eased  out  the  throttle,  gendy 
at  first,  then  more,  then  flat  out.  The 
power  was  enormous.  In  60  seconds  we 
were  cruising  at  well  above  lOOmph. 

Near  its  top  speed  this  boat  handles 
like  an  airplane,  as  if  you  were  flying. 


holds  a  series  of  races — 16  of  them  this 
year,  from  New  York  to  Key  West,  Fla. 
Race  classes  are  determined  according  to 
a  boat's  size  and  power.  Fastest  are  the 
"unlimiteds,"  such  as  the  P-l.  Most  Super 
Boat  drivers  have  careers  and  race  only 
as  a  hobby.  Depending  on  what  class  you 
compete  in,  a  season  can  cost  anywhere 
from  $200,000  to  $1.5  million  (excluding 
the  cost  of  the  boat).  Prizes?  Don't  get 
your  hopes  up.  Says  John  Carbonell,  grin- 
ning, "It  takes  a  large  fortune  to  make  a 
small  one  boat  racing."  F 
For  more  Adventurer  escapades,  please 
go  to  www.forbes.com/adventurer. 
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He  was  a  hardworking  farm  boy. 
She  was  an  Italian  supermodel. 

He  knew  he  would  have  just 
one  chance  to  impress  her. 


Rosetta  Stone?  The  fastest  and 
easiest  way  to  learn   ITALIAN  , 


Dynamic  Immersion"  teaches  you  to: 

('"p)    SPEAK:  Evaluate  your  pronunciation 
tnrough  speech-recognition. 

LISTEN:  Hear  the  language  spoken  by 


>» 


native  speakers. 


/ts  READ:  Words  and  images  used  together 
'  1 1     increase  understanding. 

□ WRITE:  Practice  writing  the  new  language 
and  receive  immediate  feedback. 

More  Ways  to  Say 

HAPPY  HOLIDAYS! 


Learn  a  language.  Expand  your  world.  Finally,  there's  a  way  to  learn  a  new  language 
that's  easier  than  you  could  ever  imagine.  Rosetta  Stone  interactive  software  teaches  you  any  of 
30  languages,  all  without  translation,  memorization,  or  grammar  drills.  Our  Dynamic  Immersion™ 
method  uses  a  combination  of  images  and  words  in  a  step  by-step  process  that  successfully 
replicates  the  experience  of  learning  your  first  language.  It's  so  effective  that  NASA,  the  U.S. 
State  Department,  and  a  variety  of  Fortune  500*  executives  have  made  it  their  language  tool  of 
choice.  That's  also  why  we  can  back  it  with  a  6-month  money-back  guarantee. 


Act  now  to  receive  a 

10%  disc 


Level  1       *r95-  NOW  $1 75.50 

Level  2  $225-  NOW  $202.50 
Best  Value! 

Level  1&2  NOW  $296.10 


Personal  Edition.  Solutions  for  organizations  also  available 


Available  for  30  languages,  including  Spanish,  French,  German,  Italian,  Japanese  and  English. 

The  fastest  way  to  learn  a  language.  Guaranteed" 

RosettaStone* 

~Jt  suc"ss  ; 

1-800-399-6162 

Use  promotional  code  (list  16  when  ordering. 

RosettaStone.com/fbs1 1 6 

Working  Capital 

P.O./  Trade  Finance/ 
Letters  of  Credit 
Domestic  and  International 
Accounts  Receivable  Factoring 
Capstone  Business  Credit,  LLC 


212-755-3636 
212-755-6833  (Fax) 


Premium  Ergonomic  Task  Seating 
Spec/a/' $389^ 

Full  features,  mesh 
back,  cradle  lumbar  support 
Free  shipping  for  a 
limited  time, 

www.e-chairusa.com 


Rent  a  villa  in 


For  a  free 
catalog  call: 


Italy 


Timeshare 


TIMESHARES 


800  280  2811  ■|=gag]  CALLmm-T 

©  chairuSA866-474-8748H  www.parkervillas.com  ■  HOLIDAYGROUP.com/f 


save  up  to.. 

70 

off  retail! 


4  BEST  RESORTS. 
PRICES  &  WEEKS 

,  GREAT  RCI  &  II 
tXCHANUtS 

•  FREE  CATALOG 

ft 

L 


Options  Trading 


Business  For  Sale 


Start  writing  options  for  income 
in  your  portfolio. 

Liberty  Trading  Group  is  the 
first  brokerage  firm  in  the  US 
to  specialize  exclusively  in 

selling  options. 
Free  sample  newsletter  at 
www.optionsellers.com 
(Futures  Trading  Involves  Risk  of  Loss) 


Truss  Manufacturer 
Florida 

Established  manufacturer  of  floor  & 
roof  trusses  for  residential  market. 
$9.3  million  gross  revenues. 
$1 .3  milliom  net. 
State-of-the-art  plant.  Mgt.  stays. 
Corp.  Invest.  Int'l  (866)615-0661 


Forbes 


usinessClassified 


For  Advertising  Information  and  Rates  Contact: 
Media  Options:  You  can  charge  your  ad 

1-800-442-6441  ^ 
mediopt@aol.com         •*  v 


US  $676,200,000  IN 
VERIFIABLE  ASSETS 


for  investment/business.  A  much  greater 
potential  property  worth/income. 
Suable  as  collateral  for  large  loan. 
Must  sell  now,  ill  health.  Deep  sacrifice. 


Full  information,  divest32@swbell.net 


Forbes 

Subscriber  Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other  customer  service, 
visit  our  site  at.... 
www.forbes.com/customerservice 

orcall...800-888-9896 


The  Forbes  Stock  Market  Course 

is  an  easy-to-read  common  sense 
guide  to  building  wealth.  It  is  a 
perfect  gift  for  family  and  friends 
. .  .for  anyone  who  is  interested  in 
investing  The  newest  edition  gives 
you  a  better  understanding  of  every 
thing  from  Financial  Statements  la 
Fundamental  and  Technical  Analysis 
Stocks  and  Bonds  to  Futures  and 
Options  -  Mutual  Funds  to  Hedge 
Funds.  As  a  reader  of  Forbes  Magazm 
you  are  invited  to  lake  advantage  of 
a  special  price  of  just  S99.95 
(save  $50  off  the  regular  S  149.95  price 

Go  to  www.forbejinc.com/smc4  and  place  you 
order  now  or  call  1 -800-429-0106  and  give  the 
operator  a  special  savings  code  of  S30.05 


Bus 
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Life  insurance  prices 
drop  to  all-time  lows 

Call  or  visit  lnsure.com  today.  Compare  prices  in  seconds. 
Freedom  to  buy  from  the  company  of  your  choice. 
Also  quoting  auto,  health,  home  and  more! 


Monthly  Rates  for  Females 

Age 

$1,000,000 

$2,500,000 

$5,000,000 

35 

$21 

$44 

$84 

40 

$29 

$62 

$116 

45 

$46 

$104 

$201 

50 

$69 

$166 

$328 

55 

$106 

$253 

$498 

60 

$157 

$381 

$755 

65 

$257 

$637 

$1,269 

70 

$417 

$1,037 

$2,069 

Monthly  Rates  for  Males 

Age 

$1,000,000 

$2,500,000 

$5,000,000 

35 

$21 

$44 

$84 

40 

$29 

$64 

$123 

45 

$47 

$110 

$214 

50 

$75 

$179 

$353 

55 

$124 

$301 

$597 

60 

$198 

$486 

$967 

65 

$410 

$1,017 

$2,028 

70 

$651 

$1,619 

$3,233 

Also  available:  15,  20,  25  and  30  year  level  plans 


"The  premier  Web  site  in  terms  of  details  and  ease  of  use, 
(best  of  all,  it's  free)"  —  Yahoo!  FINANCE 

"...we'd  recommend  you  do  your  insurance  shopping 
here..."  — Barron's 

"New  source  for  best  buys  in  insurance.  One  way  to  get 
to  know  the  market."     Kiplinger's  Personal  Finance 

"...provides  rock-bottom  quotes  for  life  insurance... 
this  site  is  flush  with  useful  features."  —  Fothes.com 


"A  godsend  for  those  who  are  shopping  around  for  the 
best  deal  in  insurance."  —  Independent  Business 


"The  best  Web  site  I've  found.. 


t  he  Dallas  Morning  News 


"...outstanding  -  as  good  as  a  Web  site  on  insurance  can 
possibly  be.  Hats  off  and  a  gold  star  to  the  top  insurance 
site  on  the  Web."  —  Insurance  for  Dummies 

"This...  solution  has  value  for  those  who  prize 
immediacy  and  privacy."     U.S.  News  <£  World  Report 


visit  lnsure.com 

*E?  Or  call  1-800-441-0072  for  FREE  quotes  and  advice 

Ad  Code:  FORBS  11/06 

NOTE  The  sample  10-year  term  life  Pennsylvania  rates  shown  above  are  not  specific  to  any  individual  person  or  insurer  Please  call  1-800-441-0072 
or  visit  www.insure.com  to  obtain  personal  quotes  specific  to  your  health  history  profile.  Copyright©  1984-2006  Quotesmith.com,  Inc.,  8205  South  Cass 
Avenue,  Suite  102,  Darien,  Illinois,  60561.  All  rights  reserved.  CA  agent  #0A13858,  LA  agent  #200696,  MA  agent  #333509159.  Quotesmith.com,  Inc. 
dba  Insurecom  Insurance  Services  in  CA  under  agent  #0827712,  in  LA  under  agent  #205078  Quotesmith  com,  Inc  dba  Insurecom  Insurance 
Services.  Inc.  in  UT  under  agent  #90093.  Quotesmith.com  dba  Insure  com  and  Life  Quotes,  Inc.  in  CO. 
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Luxury  Yachting 


Rent  A  Greek 
Cruising  Palace 


And  sail 
among  the 
,000  Greek 
islands 


THEN  YOU  CAN  SELECT  YOUR  OWN 
ENVIRONMENT,  YOUR  OWN  SCENERY;  YOUR  OWN  ISLAND! 
Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  4  to  200  quests, 
from  60'  to  190'  and  $  1 ,500  to  S200.000  per  day  lor  entire  yacht  with 
its  Full  crew)  from  VALEF  YACI  ITS,  agents  for  the  largest  fleet 
of  c Tewed  yachts  fur  charter  in  Greece; 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 
BUT 

•  You  can  plan  your  own  itinerary  with  your  own  captain 
•  Your  food  with  your  own  chef 
•  Your  drinks  w  ith  your  own  steward,  or  leave  it  up  to  them 

«T.   ^  .  :  :  • ' ',.  V        to... pamper  you. 

VALEF  YACHTS  LTD. 

International  Headquarter*  7253  FirRd.,  RO.B.  iS5,  Ambler,  PA  19002  U.S.A. 
■&L\(2J5) 641-0423  •  (800)  223-3815  •  Fax:  (215)641-1746 
E-mail:  INK)<«  VAI.W  YAUtTS.com  •  Website:  VAJLEFYA&  ITS.mm 


mOCH  AND  POLL 
-\  HitTOPY  FOP  SALE! 

FREE  Catalog 
1-877-601-ROCK 

Rare  Signed  Art 
Released  to  the  Public 
Elvis 
Reatles 
Stones 
Zeppelin 
Hendrix 

and  more 


I  [and  signed 
McCartney  ei 


All  NEW  WEB  SITE 

www.signedrock.com 


Business  Opportunities^Business  Opportunities^ Business  Opportunities 


Why  do  You  Need 
to  Own  a 
Private  Bank? 

Free  Report 

800-733-2191 
WBC 

est.  1991 


Fortunes  Are  Being  Made 
By  Average  People  Like  Me. 

Are  you  financially  motivated, 
coachable,  &  entrepreneurial? 

Call  800-345-1983 
www.mentoryoursuccess.com 


Partner  Wanted 

3500  DOMAIN  NAMES 

Purchased  In  1992-  1998 


Established  International  Domain  Name  Broker 
with  Largest  Portfolio  of  Global  Domain  Names 
(3500  Dot  Com  Names)  Seeking  New  Partner  to 
Replace  Existing  Partner  New  Partner  Buys  in  at 
1992  Prices  of  $200/Name.  Names  Currently 
Appraised  at  $2,000  and  Up  Each. 

Ted  Hens  Limited  1-800-TED-HENS  (1-800-8334367) 
www.tedhens.com  theodore@tedhens.com 


Waterfront 


MARTHAS  VINEYARD 

3+/-  Acres  on  TASHMOO 
2  Homes-Already  Subdivided 
Special  Private  Financing 

4  Bdrm/3.5  Bath  Home  on  THE 
LAGOON-100  Ft.  Dock-AC 
and  Much  More  $2,350,000 
1-800-323-9907 
 The  Island  Group  


IMAGINE. 


VOL!  ARE  LOOKING  TO  BUY  OR 
SELL  A  BUSINESS  AND  YOU 
ARC  MATCHED  WITH  THE 
RIGHT  OPPORTUNITY  OUICKLY1I1 


WORLD  S  LARGEST  MATCHMAKER  OF  BUSINESSES 


Call  1- BO  0-999-5  ALE 
or  visit  mvw.tfSCSixc.coM 


BUSINESSES  FOR  SALE 


International  Investment  Banking  Firm 
has  Middle  Market  Businesses  for  Sale 


GW  EQUITY 

M*r(eri  A  AcquOfOons 

877-2 13-1 792 


wwwJ5WEQUITY.com 


We  made  $43K  in  16  Days,  now 
over  $400k  in  9  months 

No  Calling,  No  Sellng,  No  Closing, 

NO  KIDDING!  We  train. 
Hands  Free  Income,  Everyone's 
Dream..  .  Now  a  Reality 

wvvw.wealthylifestyles2006.com 


GO  PUBLIC! 

We  specialize  in  taking  companies  public 

through  reverse  mergers.  We  have 
0TC.BB  companies  available  for  merger. 
We  also  provide  financing  for 
restricted  stock  with  no  recourse. 

954-384-4092 
www.westoncapitalquest.com 


LAWSUIT  PROTECTION 


Neveda  Corps.  /  $10  plus  fees 
Domestic  or  Offshore  Solutions 
Asset  Protection  Trusts 

800-710-0002 

Visit  www.Assetprotection.com 


Motivated  Entrepreneurs: 

Finally  the  opportunity  that  you' have 
been  looking  for  with  a  solid  lifestyle 

company  that  offers  an  original 
business  model.  Opportunity  to  earn 
Executive  Level  Income. 
For  immediate  interview  call: 
800-382-0859  ext.4639 


Forbes  Subscriber  Service 
To  plan  your  order,  to  renew,  change 
your  address  or  other  customer 

service,  visit  our  site  at... 
www.forbes.com/customerservice 
orcall...800-888-9896 
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For  Advertising  Information 
and  Rates  Contact: 
Media  Options 
1-800-442-6441 

mediopt@aol  .com 
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.  ★ 
Office 

★ 
Den 

★ 

Exercise 
Room 


!     Advisors  to  the  Privileged 


866-43^7228 


NATIONAL  WATCH  &  DIAMOND 
•  BUY  •  SELL  •  TRADE 


OVER  300  PRE-OWNED 

ROLEX  IN  STOCK 
also  Cartier,  Breitling  &  lag 

Largest  Selection  of 
Certified  Diamonds 

1-800-8-WATCHES 

risit  Our  Web  Site:  nafionalwatch.com 

Bib  &  Cfiestnul  Streeh,  Philo  ,  PA  **D  * w «, Srd bh,  rm± 


2394M-7228 


ital  Available 


mm 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellent  manage- 
ment and  growth  potential. 
ARBOC  INC.  772-546-7813 


Forbes 


Forbes 


CLAM  DUNK  INVESTING  IN  OIL 


Newsletter 


Curtis  Hesler,  Editor  of 
Professional  Timing  Service,  rec- 
ommended Enerplus  Resources 
(ERF)  at  $17.  It's  now  $43,  and 

still  pays  a  10%  dividend.  He 
believes  that  there  are  4  major 

opportunities-crude  oil,  gold, 
stocks  and  bonds- -that  will  make 
and  break  millionaires.  Subscribe 

today  and  get  his  free  spedal 
report,  Oil:  Slam  Dunk  Investing 

for  Income  &  Capital  Gains. 
Call  toll  free  1-877-733-7876  or 
wmforbesnewsletters.com/pts 


ETHE  WORLD  IS  SHRINKING!^ 


Nanotechnology  is  changing  our  world 
...  our  clothes,  the  military,  science, 
autos,  medical  technology ...  every- 
thing! Ir/streinvestmertcipportunity 
of  a  lifetime  for  those  who  buy  tomor- 
row's superstars  today.  The  monthly 
Forbes/Wolfe  Nanotech  Report 
puts  you  on  the  right  side  of  history, 
separates  the  true  leaders  from  the 
overhyped.  Subsaibe  risk-free  at  just 
$195.  Save  67.5%  and  get  2  valuable 
Free  Reports.  Satisfaction  guaranteed 
by  Forbes.  Call  800-523-7967  or  go 
to  wvvw.forbesworfe.com/frb. 
Please  use  savings  code  JN5SAVE 


John  ±  Christian 


Designers  a  Craftsmen 


O\[umeros"  Collection 

Jour  5\nniversary  (Date 
in  Roman  Numerals! 
'DecemSerll.  1998 
XII  XI  MCMXCVIII 

FROM  $590 


Continuous  Life" 
'With  Jour 

Children's  O^ames 
&  Hirtfistones 

(UP  TO  S  NAMES) 
FROM  $190 


View  Out  Tntire  Collection  Online,  available  in  Sterling.  Gold  a  platinih 


free  catalogue     RINGB0X.COM  1-888-646-6466 


American  Diagnostic  Centers 


Net  annual  income  of  $500,000 

Own  and  operate  a  Medical  Diagnostic  Center 
in  your  area.  Business  Management 
experience  is  a  must.  $800,000  Cash 
investment  required.  Can  reach  profitability 
in  6  months.  Partnership  also  available. 

(866)  862-1222 
info@americandiagnosticcenters.com 
www.americandiagnosticcenters.com 


BACK  PAIN? 


Get  FREE  information  on 
GUARANTEED  seat  and  back  supports. 

Posture  Education 

I  www.postureeducation.com 


CALL  TOLL-FREE  1- 800-392-0363 


Forbes  Subscriber  Service 
To  plan  your  order,  to  renew,  change 
your  address  or  other  customer 

service,  visit  our  site  at... 
www.forbes.com/customerservice 
or  call.800-888-9896 


WHIP 

5£i  'ST 


Forbes 

Business  Classified 

For  Advertising  Information 
and  Rates  Contact: 
Media  Options 
1-800-442-6441 

mediopt@aol.com 


THOUGHTS 


On  the  Business  of  Life 


elatively  buried  amidst  all  the  alarm  about  dwindling  supplies  of  natural  resources,  one  great, 
bright  q  ot  should  lighten  the  darkness  ami  the  direness.  Georgia-Pacific's  keen  chieftain, 
<<kt-Bob  Pamplin,  dedicating  its  newest  forest  research  center  in  Oregon,  revealed  that  entire 
families  of  supertrees  have  been  developed.  As  a  result,  in  time,  planted  planned  tree-harvests  will  meet 
demand.  These  days,  that's  a  happy  note,  isn't  it.  — MALCOLM  S.  FORBES  ( 1 974) 


Nature  has  no  mercy  at  all.  Nature  says, 
"I'm  going  to  snow.  If  you  have  on  a  bikini 
and  no  snowshoes,  that's  tough.  I  am  going 
to  snow  anyway." 

—MAYA  ANGELOU 


A  man  who  lives  with  nature  is  used 
to  violence  and  is  companionable  with 
death.  There  is  more  violence  in  an 
English  hedgerow  than  in  the  meanest 
streets  of  a  great  city. 

— P.D.  JAMES 


Nature  is  garrulous  to  the  point  of 
confusion;  let  the  artist  be  truly  taciturn. 

—PAUL  KLEE 


/  don't  dig  nature  at  all.  I  think  nature  is 
very  unnatural.  I  think  the  truly  natural 
things  are  dreams,  which  nature  can't 
touch  with  decay. 

—BOB  DYLAN 


However  much  you  knock  at  nature's 
door,  she  will  never  answer  you  in 
comprehensible  words. 

—IVAN  TURGENEV 


/  am  at  two  with  nature. 

—WOODY  ALLEN 


In  wilderness  I  sense  the  miracle 
of  life,  and  behind  it  our  scientific 
accomplishments  fade  to  trivia. 

—CHARLES  LINDBERGH 


Worship  of  nature  may  be  ancient, 
but  seeing  nature  as  cuddlesome, 
hug-a-bear  and  too  cute  for  words 
is  strictly  a  modern  fashion. 

—P.).  O'ROURKE 


Richard  Nixon  is  the  kind  of  politician 
who  would  cut  down  a  redwood  tree  and 
then  mount  the  stump  and  make  a  speech 
on  conservation. 

— AD  LAI  STEVENSON 


On  seeing  Niagara  Falls: 
Fortissimo  at  last! 

— GUSTAV  MAHLER 


They  kill  good  trees  to  put  out  bad 
newspapers. 

—JAMES  WATT 


Nature  is  that  lovely  lady  to  whom  we 
owe  polio,  leprosy,  smallpox,  syphilis, 
tuberculosis,  cancer. 

—STANLEY  COHEN 


Great  art  picks  up  where  nature  ends. 

—MARC  CHAGALL 


Nature  has  no  principles.  She  furnishes 
us  with  no  reason  to  believe  that  human 
life  is  to  be  respected.  Nature,  in  her 
indifference,  makes  no  distinction 
between  good  and  evil. 

— ANATOLE  FRANCE 


Whatever  nature  has  in  store  for 
mankind,  unpleasant  as  it  may  be, 
men  must  accept,  for  ignorance  is  never 
better  than  knowledge. 

—ENRICO  FERMI 


Hollywood:  the  only  place  you  can  wake 
up  in  the  morning  and  hear  the  birds 
coughing  in  the  trees. 

—JOE  FRISCO 


A  Text ...  

In  the  beginning  God  created  the 
heaven  and  the  earth. 

—GENESIS  1:1 
Sent  in  by  Peter  Lam,  Potomac  Md. 
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WHO  HELPS  KEEP 
DAIMLERCHRYSLER  IN  THE 


LANE? 


NORTEL. 


in  the  world  turned  to  Nortel  to  help  its  more  than  350,000  employees 
stay  innovative.  With  voice,  optical,  security,  and  contact  center  solutions  for  exceptional 
customer  service,  Nortel  is  helping  DaimlerChrysler  put  the  pedal  to  the  metal 
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Business  made  simple 


Business  Made  Simple.  Nortel,  the  Ncrtel  logo,  and  the  Globemark  are  trademarks  of  Nortel  Networks 
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ook  us  125  years  to  use 
the  ffrst  trillion  barrels  of  oil. 


We'll  use  the  next  trillion  in  30. 


So  why  should  you  care? 
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DAVID  J.  O'REILLY 
CHAIRMAN  &  CEO 
CHEVRON  CORPORATION 


Energy  will  be  one  of  the  defining  issues  of  this  century.  One  thing  is  clear: 
the  era  of  easy  oil  is  over.  What  we  all  do  next  will  determine  how  well  we  meet 
the  energy  needs  of  the  entire  world  in  this  century  and  beyond. 

Demand  is  soaring  like  never  before.  As  populations  grow  and  economies 
take  off,  millions  in  the  developing  world  are  enjoying  the  benefits  of  a  lifestyle 
that  reguires  increasing  amounts  of  energy.  In  fact,  some  say  that  in  20  years 
the  world  will  consume  40%  more  oil  than  it  does  today.  At  the  same  time, 
many  of  the  world's  oil  and  gas  fields  are  maturing.  And  new  energy  discoveries 
are  mainly  occurring  in  places  where  resources  are  difficult  to  extract, 
physically,  economically  and  even  politically.  When  growing  demand  meets  tighter 
supplies,  the  result  is  more  competition  for  the  same  resources. 

We  can  wait  until  a  crisis  forces  us  to  do  something.  Or  we  can  commit  to  working 
together,  and  start  by  asking  the  tough  guestions:  How  do  we  meet  the  energy 
needs  of  the  developing  world  and  those  of  industrialized  nations?  What  role  will 
renewables  and  alternative  energies  play?  What  is  the  best  way  to  protect  our 
environment?  How  do  we  accelerate  our  conservation  efforts?  Whatever  actions 
we  take,  we  must  look  not  just  to  next  year,  but  to  the  next  50  years. 

At  Chevron,  we  believe  that  innovation,  collaboration  and  conservation  are  the 
cornerstones  on  which  to  build  this  new  world.  We  cannot  do  this  alone. 
Corporations,  governments  and  every  citizen  of  this  planet  must  be  part  of  the 
solution  as  surely  as  they  are  part  of  the  problem.  We  call  upon  scientists 
and  educators,  politicians  and  policy-makers,  environmentalists,  leaders  of 
industry  and  each  one  of  you  to  be  part  of  reshaping  the  next  era  of  energy. 
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When  businesses 
get  serious  about 

INFORMATION 
MANAGEMENT 
AND  MOBILITY 

they  get  Sybase. 

Ready  to  get  serious  about  taking  your  data  infrastructure  to  the  next  level?  Choose  the  company  that  81  of 
Fortune  100  organizations  rely  on  to  securely  deliver  decision-ready  information  to  the  point  of  action  while 
providing  the  IT  control  you  need:  Sybase.  Our  modular  software  helps  your  IT  staff  to  break  down  the  complex 
barriers  in  your  data  flow,  ensuring  information  moves  seamlessly  and  securely  between  data  sources  and  points 
of  action.  So  if  you're  ready  to  make  the  Unwired  Enterprise  a  reality  let  Sybase  help  you  deliver  some  serious  results. 
To  learn  more,  visit  www.sybase.com/getserious10 

Copyright  ©2006  Sybase.  Inc.  All  rights  reserved.  Sybase  and  the  Sybase  logo  are  trademarks  of  Syhase,  in.  V/  L/  f\  L 

©indicates  registration  in  the  United  States  of  America.  All  product  and  company  names  are  trademarks  of  their  respective  owners.  1_  Ui  t 
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94  |  Stents,  Defibrillators, 
Spinal  Discs,  Artificial  Knees: 
Are  These  as  Safe  as  You  Think? 

Twenty  million  Americans  walk  around  with  . 
high-tech  medical  gear  grinding  away  inside  them. 
Are  they  safe?  By  Matthew  Herper  and  Robert  Langreth 

44  |  Google  vs.  Microsoft: 

The  Race  to  Rev  Up  the  Search  Engine 

Google  and  Microsoft  are  headed  at  each  other  with  weak 
products  and  false  humility.  Don't  believe  it.  They  mean  to  kill. 
By  Quentin  Hardy  and  Victoria  Murphy  Barret 

50  |  Howard  Stern— Is  Anyone  Listening? 

Why  is  the  King  of  All  Media  giving  away  his  show? 
By  Evan  Hessel 

106  |  Score!  Hockey  Is  Hot  Again 

Paychex  founder  Thomas  Golisano  remade  the  bankrupt  Buffalo 
Sabres  into  a  profitable  Stanley  Cup  contender. 
By  Mary  Ellen  Egan 
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Dual-Core  is  a  new  technology  designed  lo  improve  performance  of  multithreaded  software  products  and  hardware-aware  multitasking  operating  systems  and  may  require  appropriate  operating  system  software  for  fu 
benefit;  check  with  software  provider  to  determine  suitability;  not  all  customers  or  software  applications  will  necessarily  benefit  from  use  of  this  technology.  Intel's  numbering  is  not  a  measurement  of  higher  performance 
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Introducing  the  HP  BladeSystem  c-Class,  powered  by  the  Dual-Core  Intel®  Xeon®  Processor.  Give  your  IT 
department  the  freedom  to  spend  less  time  on  day-to-day  operations  so  they  can  focus  more  time  on 
pursuing  innovations  for  the  company.  The  new  HP  BladeSystem  comes  equipped  with  features  like  Insight 
Control  Management,  which  automates  the  management  of  server  blades  and  infrastructure  through  a 
single  interface,  and  can  help  decrease  setup  and  maintenance  time  up  to  tenfold.  Just  imagine  the 
possibilities  when  you  set  IT  free. 


Call  1-866-356-6091 
Visit  hp.com/go/setlTfreel5 
Find  a  reseller:  hp.com/go/ reseller 


tel.  the  Intel  Logo,  Xeon  and  Xeon  Inside  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  The  information  contained  herein  is  subject  fo  change 
ithout  notice.  Mensa  is  a  registered  trademark  used  by  permission  of  American  Mensa.  ©2006  Hewlett-Packard  Development  Company,  L  P 
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Palm  makes  them  smart. 
We  make  them  powerful. 


The  Palm"  Treo™  700P  smartphone  and  the  new 
Palm1  Treo  700WX  with  Windows  Mobile:  Both  on 
the  nation's  largest  mobile  broadband  network. 

It's  just  another  way  Sprint  Business  gives  you  the 
power  to  make  just  about  any  place  a  workplace. 

Palm  Treo  700P  and  700wx  smartphones: 

>  Corporate  email  with  Good™     >  Can  be  used  as  a  wireless 
Mobile  Messaging  modem  with  the  included  cable 

>  Easy  viewing  of  Word:  Excel8      >  Bluetooth" 
and  other  attachments 

Get  more  done  in  more  places.  See  our  entire  line  of  Palm  smart 
devices  at  your  local  Sprint  or  Nextel  retailer. 


Sprint 
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POWER  UP 


Palm  Treo 

700WX  smartphone  with 
Windows  Mobile"  5.0 


Mi  Windows 

Mobile 


Together  with  NEXTEL 


Ml 

1-8SPRINT-BIZ 

CLICK 

sprint.com/business 

CO 

to  Sprint  or  Nextel  retailers 

nt  Power  Vision  Network  reaches  over  160  million  people.  Coverage  is  not  available  everywhere  -  see  maps  for  details.  Service  defaults  to  Nationwide  Sprint  PCS  Network,  where  available,  if  Sprint  Mobile  Broadband 
work  is  unavailable.  Use  as  a  private  line  or  frame  relay  service  substitution,  service  or  like  equivalent  is  prohibited.  Not  available  while  roaming.  Email,  content  and  other  services  require  additional  monthly  fees 
subscription.  Shared  data  not  available.  Terms,  conditions  and  additional  restrictions  apply.  Device  model  subject  to  availability.  ©2006  Sprint  Nextel.  All  rights  reserved.  SPRINT,  the  "Going  Forward"  logo  and  other 
lemarks  are  trademarks  of  Sprint  Nextel.  Palm  and  Treo  are  among  the  trademarks  or  registered  trademarks  owned  by  Palm,  Inc. 
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PROTECTING  THE  GAME.  AND  MORE  IMPORTANTLY, 

THE  INTEGRITY  OF  THE  GAME. 
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The  USGA  acts  for  the  good  of  the  game  of  golf.  From  writing  the  Rules  of  Golf,  to  testing  and 
evaluating  equipment,  to  conducting  its  13  national  championships,  the  USGA's  ongoing  efforts 
ensure  that  modern-day  golf  remains  consistent  with  the  game's  most  noble  traditions  and  history. 
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Yes,  there's  a  Commercial  Auto  insurer  that's  as  responsible  as  you  are. 

At  Liberty  Mutual,  we  want  claims  management  to  begin  as  quickly  as  you  do.  The  sooner  an  investigation 
starts,  the  better  we  can  preserve  critical  evidence,  document  the  damage,  contact  all  parties  involved, 
and  resolve  your  claim.  We  assign  a  Claim  Specialist  according  to  your  unique  situation.  And  in  the  end, 
we  can  help  improve  your  company's  bottom  line. 

For  more  information  on  insuring  your  business,  visit  libertymutual.com/business. 
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Side  Lines 


In  Good  Hands  With  j 
All  Those  States? 

ONE  MUST  FEEL  SYMPATHY  FOR  ALLSTATE,  COPING  AS  IT  MUST 
with  a  thicket  of  laws,  regulations  and  fees  in  49  states  as  it  tries  to 
sell  insurance  for  homeowners  and  drivers.  (See  story  by  Carrie 
Coolidge  on  p.  124.)  Or  rather,  sympathy  for  its  customers.  Ulti- 
mately, the  cost  of  regulation  is  passed  along  to  them.  And  the 
insurance  business  is  the  most  politicized,  controlled  and  micro- 
managed  industry  in  America.  That's  because  it  is  regulated  by 
the  states  and  not  the  federal  government. 

lithe  states  had  any  faith  in  free  markets,  they  would  ascertain 
that  insurers  have  enough  assets  to  pay  off  claims  and  then  let  price 
competition  take  over. 
That  faith  is  lacking.  So 
we  have  states  getting 
very  involved  in  rate 
setting.  The  worst  is 
Massachusetts,  where 
the  Allstate  brand  is 
not  to  be  found,  but 
California  is  a  close 
second  with  its  new  pricing  rules,  and  just  about  all  the  states  stick 
their  fingers  in  the  pie  to  some  degree. 

If  actuaries  had  a  free  hand,  they  would  discriminate  against 
all  sorts  of  statistically  dubious  groups.  They  would  charge  extra 
for  drivers  living  in  accident-heavy  urban  areas,  for  homeowners 
who  insist  on  building  in  the  path  of  hurricanes,  for  deadbeats 
(turns  out  there's  a  correlation  between  low  credit  scores  and  acci- 
dent-proneness)  and  for  teenage  boys.  To  a  committed  egalitarian, 
discrimination  is  the  stuff  of  wickedness.  But  a  17-year-old,  even 
one  with  a  clean  record,  is  a  high-risk  character.  Amusing  fact 
turned  up  in  a  survey  of  teenagers  by  Allstate:  12.8%  admit  to 
having  read  or  written  text  messages  while  driving. 

State  regulation  is  definitely  good  for  teenagers  in  Boston  and 
for  tipsy  drivers  in  the  assigned- risk  pool.  But  is  it  good  for  con- 
sumers overall?  Let's  put  it  to  the  test.  The  system  as  it  stands  now 
keeps  10,000  state  employees  busy  and  runs  up  a  tab  of  $1  billion 
a  year.  That  money  is  extracted  in  the  form  of  fees  from  insurers, 
who  pass  the  cost  along  to  their  customers.  Lets  let  any  insurer  opt 
out  of  state  regulation  in  favor  of  a  federal  charter.  (I'll  bet  Allstate, 
Progressive  and  Geico  would  go  federal  in  a  heartbeat.)  Relieved 
of  50-state  paper-pushing  burdens  and  free  to  pick  off  the  good 
risks  with  price  cuts,  the  federally  chartered  companies  would  be 
a  formidable  competitive  threat. 

Senate  Bill  2509  would  permit  optional  federal  chartering. 
Write  your  congressman. 

EDITOR 
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Title  Titans 


On  behalf  of  the  more  than  100,000  men  and 
women  in  the  title  insurance  industry,  I  am 
appalled  by  the  misrepresentations  of  "Inside 
America's  Richest  Insurance  Racket"  (Nov.  13, 
p.  148).  Title  insurance  protects  lenders  and  con- 
sumers in  two  key  ways:  1 )  providing  assurance  that  the  title  is  clear  before  a 
sale  occurs;  and  2)  protection  in  the  event  that  a  previously  undiscovered  title 
issue  should  arise  after  the  transaction  has  been  completed.  Such  issues  are 
corrected  by  title  professionals  in  one  of  three  residential  real  estate  transac- 
tions—a greater  incidence  of  potential  claims  than  occurs  in  any  other  line  of 
insurance.  Fewer  than  one  in  three  homes  burns  down,  for  example,  yet  no 
one  claims  that  fire  insurance  is  unnecessary.  The  losses  that  title  insurance 
prevents  include  prior  mortgages,  mechanics'  liens  and  tax  judgments.  Over 
the  past  25  years  the  pretax  profit  margin  for  title  insurers  has  been  roughly 
1.3% — certainly  not  excessive.  The  tens  of  thousands  of  title  agents  in  the  U.S. 
are  hardworking  mom-and-pop  operators.  For  William  Baldwin  to  refer  to 
them  as  "featherbedders"  in  his  accompanying  column,  "Side  Lines"  (p.  32), 
comparing  them  to  "mafia  goons"  and  "coal  handlers,"  is  unconscionable. 

JAMES  R.  MAHER 
Executive  Vice  President 
American  Land  Title  Association 
Washington,  D.C. 

As  the  custodian  of  property  records  in  Michigan's  largest  county,  I  applaud 
you  for  educating  your  readers  on  a  topic  that  has  embroiled  my  county.  I,  too, 
have  recognized  the  seemingly  unwarranted  profits  of  title  companies  taken 
from  the  pockets  of  my  constituents.  Last  year  I  studied  the  feasibility  of 
offering  a  competitive  title  guarantee  from  my  office  to  save  citizens'  money 
This  has  brought  on  several  legal  battles  with  title  companies,  delaying  my 
goal.  Keep  your  eye  on  Wayne  County  to  facilitate  change  in  this  racket. 

BERNARD  J.  YOUNGBLOOD 
Wayne  County  Register  of  Deeds 
Detroit,  Mich. 

In  "Side  Lines,"  using  the  redeployment  of  570  station  agents  to  illustrate  enti- 
tlements and  featherbedding  is  simply  mind-boggling.  Does  the  presence  of 
MetroCard  machines  in  stations  mean  that  no  human  presence  is  needed? 
Absolutely  not.  One  of  these  "featherbedders"  recently  saved  a  customer  who 
had  fallen  on  the  tracks.  Stationed  outside  the  booth,  she  used  her  radio  to 
convey  the  danger  and  stop  a  speeding  train  before  it  entered  the  station. 

PAUL  J.  FLEURANGES 
Vice  President,  Corporate  Communications 
New  York  City  Transit 
New  York,  N.Y. 
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Bearing  Witness 

In  "Seeing  Is  Believing"  (Oct.  30, 
p.  123)  we  stated  that  Reebok's  Human 
Rights  Foundation  provided  $100,000 
in  seed  money  to  Witness,  a  nonprofit 


video  activist  group.  Reebok  actually 
contributed  $1  million. 
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Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/lerters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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□rly  1 930s,  New  York  City.  ^ 
n  inventive  bartender  combined  Benedictine  liqueur  with  fine  French  brandy,  creating 
Jenedictine  and  Brandy."  The  name  was  shortened,  and  the  rest  is  history. 

,  ENJOY  OUR  GOOD  TASTE  WITH  YOUR  GOOD  JUDGEMENT.® 

"  CTXffi  8  &  B  IS  A  REGISTERED  TRADEMARK  OF  BENEDICTINE,  S.A.  IMPORTED  BY  BACARDI  U.S.A.,  INC.,  MIAMI,  ft.  LIQUEUR  -  40%  ALC.  BY  VOL, 


End-to-end  enterprise  reliability. 

Fujitsu  PRIMEQUEST™  Servers.  Proven  reliability  to  span  your  enterprise  needs. 


Fujitsu  PRIMEQUEST  servers  reflect  our  vast  mainframe  experience  as  well  as  our  deep  commitment  to  reliability. 
With  up  to  32  Intel®  Itanium®  2  Processors  each,  these  powerful,  enterprise-class  servers  bridge  the  gap  between 
the  Microsoft®  Windows®  and  Linux®  applications  you  depend  on  and  the  mainframe-class  scalability,  performance, 
and  reliability  you  need.  Go  to  us.fujitsu.com/computers/reliability2  for  more  information. 


SYSTEM  MIRROR 

guards  against  hardware  errors 


LOWER  TOO  'acilities 
that  simplify  administrative  tasks 


FUJITSU 


THE    POSSIBILITIES    ARE  INFINITE 


Itanium  2 

inside 


tries,  fcitei.  'snel  Logo,  S-itei 


Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding." 


Don't  Stop  Wining 


THE  FACT  THAT  A  GLASS  OR  TWO  OF  RED 
wine  a  day  is  good  for  preventing  heart 
disease  has  been  known  for  several  years. 
Now  there's  more  good  news:  Scientists 
from  Johns  Hopkins  University  have 
concluded  that  red  wine  may  also  protect 
the  brain  from  damage  after  a  stroke  and 
even  provide  some  prophylactic  protec- 
tion before  an  individual  is  hit  with  this 
dreaded  affliction.  Their  studies  have 
been  done  with  mice  and  will  progress 
to  humans. 


Prohibition  was  hazardous  to  our  health. 


The  compound  in  red  wine  that 
researchers  think  may  do  the  trick  is 
called  resveratrol.  Apparently  resveratrol 
increases  levels  of  an  enzyme  in  the 
brain  that  helps  protect  nerve  cells  from 
damage.  Some  physicians  even  believe 
the  substance  may  add  to  our  longevity. 

The  notion  that  Bacchus'  favorite 
libation  could  do  us  so  much  good 
would  have  given  strokes  to  Carry 
Nation  and  other  militant  prohibition- 
ists from  America's  past. 


Medicare  Miracle 

MEDICARE  HAS  THE  POTENTIAL  TO  BE  AN  EVEN  BIGGER  FUTURE  is  provided  and  costed  out  in  America.  Because  almost  all  medical 
budget  buster  than  Social  Security.  Unfunded  liabilities  range  expenses  are  paid  by  third  parties,  medical  care  has  rarely  experi- 
from  $20  trillion  to  $60  trillion.  But  a  remarkable  salvation  may  enced  the  kind  of  productivity  savings  we've  gotten  everywhere  else, 
be  at  hand,  thanks  to  some  fine  work  by  Dr.  Mark  McClellan,  for-  from  agriculture,  where  a  relative  handful  of  farmers  today  produce 
mer  administrator  of  the  Centers  for  Medicare  &  Medicaid  Ser-  five  times  the  amount  of  food  that  tens  of  millions  of  them  pro- 
vices,  the  federal  agency  that  oversees  these  two  programs.  duced  a  century  ago,  to  high  technology,  where  the  cost  of  comput- 
In  January  Medicare  beneficiaries  will  be  able  to  choose — if  ing  power  continues  to  fall  according  to  the  dictates  of  Moore's 
they  so  desire — a  Medicare  Medical  Savings  Account  plan.  This     Law.  Currently  health  care  is  dominated  by  a  cost-plus  mentality. 

For  example,  markups  are  added  to  expensive 
pieces  of  medical  equipment,  and  there  is  little 
incentive  for  manufacturers  or  suppliers  to  find 
ways  to  reduce  production  costs,  as  would  nor- 
mally happen  in  other  parts  of  the  economy. 

MMSAs  and  HSAs  will  help  bring  about  in 
the  rest  of  medicine  the  kind  of  pricing 
changes  seen  in  laser  surgery  for  the  eyes.  This 
procedure,  which  usually  does  away  with  the 
need  for  eyeglasses,  costs  less  than  half  of  what 
it  did  ten  years  ago.  Why?  Because  patients 
have  to  pay  for  it  with  their  own  money.  Con- 
sumers, therefore,  have  every  incentive  to  get 
the  most  value  for  their  money,  so  providers 
services.  The  patient's  out-of-pocket  expenses  will  be  capped  at  the  have  made  every  effort  to  make  the  operation  more  affordable, 
difference  between  the  deductible  and  the  cash  put  into  the  account.  MMSAs  will  have  this  impact  because  patients  will  person- 
Regular  Medicare  beneficiaries  today  have  unlimited  bability:  Medi-  ally  own  their  policies  and  control  the  cash  deposited  in  their 
care  only  covers  a  portion  of  certain  procedures.  Under  the  new  medical  savings  accounts.  Since  it's  their  money,  they  will  strive 
plan  enrollees  will  also  have  broader  coverage,  including  preven-  to  get  the  best  value  for  it.  We  will  thereby  eventually  get  what 
tive  services.  Specific  details  will  differ,  depending  on  the  type  of  few  thought  possible:  more  and  better  health  care  at  lower  cost, 
plans  offered  by  the  private  companies  meeting  Medicare's  standards.  That  such  plans  are  going  to  be  available  through  Medicare  is 
The  advantages  of  MMSAs  are  staggering.  Combined  with  something  of  a  miracle.  After  carefully  reading  the  law,  Dr.  McClel- 
growing  use  of  non-Medicare  Health  Savings  Accounts  in  the  pri-  lan  concluded  that  Medicare  versions  of  HSAs  were  permissible,  and 
vate  sector,  they  will  change  the  entire  dynamic  of  how  health  care     vigorously  pushed  for  their  implementation.  No  Democratic  Pres- 


health  insurance  policy  combines  a  high- 
deductible  plan  with  a  medical  savings  account. 

A  beneficiary  will  have  a  high  deductible, 
with  the  maximum  set  at  $9,500  (plan  deductibles 
have  yet  to  be  finalized).  Medicare,  via  the  pri- 
vate company  selling  the  policy,  will  cover  a  big 
portion — say,  several  thousand  dollars — of  the 
deductible,  with  cash  up  front.  Whatever  money 
the  policyholder  doesn't  spend  will  stay  in  the 
account  earning  interest,  tax  free. 

This  MMSA  plan  will  be  vasdy  superior  to 


what  beneficiaries  currently  get  from  Medicare.  Former  Medicare  maestro  McClellan 
Once  an  enrollee  in  the  new  plan  meets  the  yearly  understands  the  powerful  potential 
deductible,  Medicare  will  pay  1 00%  of  approved   of  markets  to  save  U.S.  health  care. 
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Fact  and  Comment  

ident  would  have  allowed  an  appointee  to  aggressively  pursue  some- 
thing like  this  unless  forced  to  do  so  by  a  specific  act  of  Congress. 

Dr.  McClellan  did  something  similar  several  years  ago  when  he 
and  others  persuaded  the  Treasury  Department  to  issue  a  ruling  al- 


lowing the  creation  of  the  precursor  to  HSAs.  What  a  rarity:  a  big- 
think  policy  entrepreneur  who  knows  how  to  get  things  done  in 
government.  Too  bad  he  recently  resigned  to  work  in  the  private 
sector — although  lucky  for  us,  he'll  still  be  working  on  public  policy. 


They  Didn't  Teach  This  in  Econ  101 


The  Victory  of  Reason:  How  Christianity  Led  to  Freedom,  Capi- 
talism, and  Western  Success — by  Rodney  Stark  (Random-House, 
$15.95).  Christianity  is  at  the  root  of  the  rise  of  capitalism  and 
modern  democracy,  says  this  thoroughly  engaging  and  stimulat- 
ing book  about  why  the  West  pulled  so  far  ahead  of  the  rest  of  the 
world,  economically  and  politically.  "While  the  other  world  reli- 
gions emphasized  mystery  and  intuition,  Christianity  alone 
embraced  reason  and  logic  as  the  primary  guide  to  religious  truth," 
writes  Stark.  "From  early  days,  the  church  fathers 
taught  that  reason  was  the  supreme  gift  from  God 
and  the  means  to  progressively  increase  their  under- 
standing of  scripture  and  revelation.  Consequently, 
Christianity  was  oriented  to  the  future,  while  the 
other  major  religions  asserted  the  superiority  of  the 
past.  . . .  Faith  in  the  power  of  reason  infused  West- 
ern culture,  stimulating  the  pursuit  of  science  and 
the  evolution  of  democratic  theory  and  prac- 
tice. . . .  Capitalism  is  in  essence  the  systematic  and 
sustained  application  of  reason  to  commerce." 

This  openness  to  inquiry  explains  how  Church  doctrine 
evolved,  so  that  by  the  early  part  of  the  second  millennium  there 
were  no  theological  barriers  to  commerce,  including  profit  and 
the  charging  of  interest.  What  made  possible  the  flourishing  rise 
of  Christian  Europe  was  the  collapse  of  the  increasingly  oppres- 
sive, stultifying  and  sclerotic  Roman  Empire. 

Stark  fascinatingly  details  how  monasteries,  as  they  evolved  from 
producing  bare  necessities  for  monks  to  specializing  in  growing  crops 
and  making  goods  that  could  be  traded,  were  the  forerunners  of  mod- 
ern businesses.  Modern  managerial  business  skills  and  methods — 
production,  transportation  and  the  development  of  credit — began  at 
monasteries  and  became  more  sophisticated  as  their  scope  expanded. 

Contrary  to  myth,  medieval  Europe  was  a  font  of  innovation: 


water-  and  wind-powered  mills,  clocks,  eyeglasses,  chimneys  and  the 
wheelbarrow,  as  well  as  advances  in  shipbuilding,  compassmaking  and 
ironmongery  (making  wagon  axles  sturdier).  The  invention  of  a  su- 
perior harness  enabled  a  horse  to  pull  loads  of  far  greater  weight  for 
longer  periods  of  time,  making  the  horse  the  primary  farm  animal 
Agricultural  output  was  also  greatly  stimulated  by  the  creation  of  three- 
field  farming  instead  of  the  old  Roman  practice  of  two-field  farming. 
In  contrast,  other  powerful  religions  often  looked  askance  at 
new  mechanical  devices.  Ottoman  Turkey,  for 
instance,  banned  clocks  when  they  first  appeared. 

Modern  banking  arose  in  the  then  relatively 
free  cities  of  northern  Italy.  These  institutions 
developed  sophisticated  networks  throughout 
Europe  and  did  more  than  lend  money  and  develop 
ways  to  facilitate  the  flow  of  capital.  For  example,  in 
Flanders,  the  textile  center  of  the  world,  the  banks 
forced  productivity-oriented  consolidations  of  hun- 
dreds of  small  producers  into  a  few  textile  firms. 
Christianity  generated  advances  in  human 
rights.  Slavery  had  virtually  disappeared  from  Europe  by  the  1 1th 
century.  Several  hundred  years  later  the  church  vigorously  protested 
the  rise  of  African  slavery;  its  edicts,  sadly,  had  as  much  impact  on 
restricting  slavery  as  its  modern-day  ones  have  had  on  abortion. 

So  why  did  England,  Holland  and  later  America  advance, 
while  the  very  Catholic  France  and  Spain  lagged?  Primarily,  Stark 
posits,  because  religion  was  decreed  and  rigidly  enforced  from 
the  top  in  those  two  kingdoms,  while  elsewhere  there  was  a  rela- 
tively looser,  more  tolerant  atmosphere.  Religiosity,  paradoxically, 
flourished  in  England  and  America  precisely  because  it  did  not 
emanate  from  the  edicts  of  absolute  monarchs. 

Great  history  and  an  intriguing  thesis  combine  to  produce  a 
well-written  and  provocatively  enlightening  book. 


RESTAURANTS:  GO, 


,ST0P 


Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Maremma— 228  West  10th  St.  (Tel.:  212-645-0200).  This 
restaurants  theme  is  the  Wild  West  meets  Tuscany— and  it 
works.  The  food  is  absolutely  delicious.  Try  the  homemade 
grilled  Italian  sausages,  spicy  and  robust  meatloaf,  pappardelle 
with  wild  boar  and  chocolate  and  mouthwateringly  tasty  short 
ribs.  The  french  fries  here  may  be  the  best  in  the  city. 

Chinatown  Brasserie — 380  Lafayette  St.,  at  Great  Jones  St. 
(Tel.:  212-533-7000).  This  attempt  to  create  an  ultrahip  and 
fashionably  casual  place  where  traditional  Chinese  fare  has 
been  updated  and  improved  disappoints.  From  the  turnip 
cakes  to  the  General  Tso's  chicken,  nothing  is  in  any  way  special. 


•  Freemans — end  of  Freeman  Alley,  off  Rivington  St.,  between  the 
Bowery  and  Chrystie  St.  (Tel:  212-420-0012).  This  hideaway  occu- 
pies a  sprawling,  compartmentalized  space  with  antlers  and  animal 
heads  on  the  walls.  The  fare  is  a  stylish  take  on  comfort  food  that's 
consistently  good,  especially  the  trout  and  the  macaroni  and  cheese. 

•  Crema— 111  West  17th  St.  (Tel.:  212-691-4477).  A  wonder- 
ful spot  when  you're  looking  for  something  new  and  a  bit  dif- 
ferent. To  start  have  one  of  Cremas  excellent  margaritas.  Best 
bets:  spicy  tomato  soup;  ensalada  hojas,  which  combines  fresh 
greens  and  roasted  nuts  in  a  slightly  sweet  dressing;  and 
sauteed  scallops  with  a  chipotle  aioli  and  mango  salsa.  F 
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Entertainment 


Excellence  in  Entertainment 


Each  of  our  comfortable  seats  is  equipped  with 
a  personal  AVOD  (Audio  &  Video  On-Demand)  system  that 
lets  you  watch  your  choice  of  40  movies  and  60  short  programs, 
listen  to  200  full  length  CDs,  or  play  challenging  video  games. 
Whatever  your  entertainment  preference, 
you're  sure  to  find  it  on  Korean  Air. 


Excellence  in  Flight 

KSREAIV  AIR 


omments 


Live  in  each  Season  as  it  passes;  breathe  the  air,  drink  the  drink, 
taste  the  fruit,  and  resign  yourself  to  the  influences  of  each. 

—HENRY  DAVID  THOREAU 


Blame  Game  What  is  written  about  Iraq  now  is  exclu- 
sively acrimonious.  The  narrative  is  never  how  many  terrorists 
we  have  killed,  how  many  Iraqis  have  been  given  a  chance  for 
something  different  than  the  old  nightmare,  or  how  a  consensual 
government  has  withstood  enemies  on  nearly  every  front.  Long 
forgotten  is  the  inspired  campaign  that  removed  a  vicious  dictator 
in  three  weeks.  Nor  is  much  credit  given  to  the  idealistic  efforts  to 
foster  democracy  rather  than  just  ignoring  the  chaos  that  follows 
war — as  we  did  after  the  Soviets  were  defeated  in  Afghanistan,  or 
following  our  precipitous  departure  from  Lebanon  and  Somalia. 

Iraq  is  seen  only  in  the  hindsight  of  who  did  what  wrong  and  when. 
All  the  great  good  we  accomplished  [is]  drowned  out  by  the  present 
violent  insurgency  and  the  sensationalized  effort  to  turn  the  mayhem 
into  an  American  Antietam  or  Yalu  River.  Blame  is  never  allotted  to 
al  Qaeda,  the  Sadr  thugs,  or  the  ex-Baathists,  only  to  the  U.S.,  who 
should  have,  could  have,  or  would  have  done  better  in  stopping  them, 
had  its  leadership  read  a  particular  article,  fired  a  certain  person, 
listened  to  an  exceptional  general,  or  studied  a  key  position  paper. 

—VICTOR  DAVIS  HANSON,  Hoover  Institution, 
National  Review  Online 

Healthy  Start  HSA  opponents  typically  claim  that  no  one 
would  want  them,  or  if  they  did,  it  would  only  be  the  young,  the 
healthy  or  the  wealthy.  Critics  also  say  the  poor  and  working 
families  would  never  want  HSAs,  and  that  people  would  spend  their 
funds  foolishly — only  to  find  their  accounts  empty  when  they 
really  needed  to  pay  for  care.  It  is  remarkable  how  wrong  HSA 
critics  have  been.  And  it  shows  how  little  they  understand  about 
how  health  insurance  works  and  what  consumers  want. 

First,  we  know  that  workers  and  employers  like  HSA  plans: 
Roughly  3.2  million  Americans  are  now  covered  with  HSA  plans. 
Second,  the  uninsured  like  HSAs:  31%  of  those  in  the  individual 
market  purchasing  HSAs  were  previously  uninsured;  and  in  the  small 
group  market,  a  third  of  the  HSA  plans  went  to  previously  unin- 
sured companies.  Third,  we  know  that  middle-age  families  like 
HSAs:  About  half  of  the  HSA  plans  went  to  people  age  40  or  more. 


"I  know  it's  just  tofu,  but  it  still  creeps  me  out." 


Finally,  we  know  that  HSA  plans  are  more  affordable,  with  the 
average  family  premium  for  those  in  the  20-to-29  age  range  being 
$2,507,  and  $5,690  for  those  ages  55  to  64.  Compare  that  to  about 
$10,000  for  a  family  purchasing  traditional  insurance. 

—MERRILL  MATTHEWS,  PH.D.,  director,  Council  for 
Affordable  Health  Insurance,  testimony  before  U.S.  Congress 

Salute!  Wine  is  a  bride  who  brings  a  great  dowry  to  the  man 
who  woos  her  persistently  and  gracefully;  she  turns  her  back  on 
a  rough  approach. 

—EVELYN  WAUGH,  Wine  in  Peace  and  War 

Hot  AirHoo-Ha  Whatever  the  truth  about  global  warm- 
ing, one  aspect  is  not  in  doubt:  the  rising  emissions  of  hot  air  from 
politicians  and  pundits.  When  the  Stern  report  was  published 
[recently]  in  Britain,  the  air  was  thick  with  superfluous  superlatives. 
According  to  the  report,  carbon  emissions  are  not  only  the  great- 
est threat  to  the  planet,  but  could  lead  to  "the  greatest  and  widest- 
ranging  market  failure  ever  seen." 

It  is  so  much  easier  to  talk  earnestly  about  the  science  fiction 
of  future  climate  catastrophe  than  to  confront  the  present  reality 
of  enemies  whose  agents  are  already  killing  Americans,  Britons 
and  Israelis.  Nature  is  often  said  to  be  pitiless,  but  this  is  mere 
anthropomorphism.  Humanity  can  adapt  to  climate  change.  The 
aptly  named  axis  of  evil,  however,  will  show  us  no  mercy. 

—DANIEL  JOHNSON,  New  York  Sun 

Missed  the  Boat  In  829  Emperor  Theophilus  of 
Byzantium  watched  a  beautiful  merchant  ship  sail  into  the 
harbor  of  Constantinople.  When  he  asked  who  owned  the  ship, 
he  was  enraged  to  learn  it  belonged  to  his  wife.  He  snarled  at  her, 
"God  made  me  an  emperor,  you  would  make  me  a  ship  captain!" 
and  ordered  that  the  ship  be  burned.  For  centuries,  Byzantine 
historians  praised  Theophilus  for  this  act. 

Aristotle  condemned  commercial  trade  as  unnatural,  unneces- 
sary and  inconsistent  with  "human  virtue."  Thus,  he  proposed  that 
the  agora  be  merely  a  meeting  place,  not  a  market,  that  it  "should 
be  clear  of  all  merchandise."  Aristotle  also  held  that  exchanges  should 
occur  only  among  people  who  have  a  binding  social  relationship 
and  should  always  eventuate  in  reciprocal  value — as  though  values 
were  as  intrinsic  to  goods  as  their  color  or  weight.  Aristode's  view 
was  not  a  voice  in  the  wilderness;  this  was  the  conventional  view  in 
Greece.  Labor  was  for  slaves  and  commerce  was  for  noncitizens. 
—RODNEY  STARK,  The  Victory  of  Reason:  How  Christianity 
Led  to  Freedom,  Capitalism,  and  Western  Success 

One  Short  Day  We  should  spend  as  much  time  in  thank- 
ing God  for  His  benefits  as  we  do  in  asking  Him  for  them. 

—SAINT  VINCENT  DE  PAUL  F 
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INNOVATIVE. 
GROUNDBREAKING. 
REVOLUTIONARY. 

WORDS  NOT  NORMALLY  ASSOCIATED  WITH  LIFE  INSURANCE. 

Introducing  a  Global  Spin  on  Indexed  Life  Insurance 

AIG  Elite  Global  lULm  is  a  universal  life 
insurance  product  that: 

•  is  the  first  indexed  life  product  with  the 
potential  to  grow  cash  value  based  on 
the  top  two  performing  of  three  global 
large-cap  indices  representing 
Asia,  Western  Europe  and  the  U.S. 

•  earns  a  minimum  of  2.5  percent  annually 

•  offers  a  choice  of  three  death  benefit  options 

For  additional  information, 
visit  www.aigag.com/EliteGlobal  or  call 
your  financial  services  professional  to  find 
out  more  about  the  world  of  possibilities 
AIG  Elite  Global  IUL  Insurance  offers. 

Life  Insurance  •  Accident  &  Health  Insurance  •  Annuities 


Policies  issued  by: 

American  General  Life  Insurance  Company 
A  member  company  of 
American  International  Group,  Inc. 

2727- A  Allen  Parkway.  Houston,  Texas  77019 

Policy  Form  Number  06444 

The  underwriting  risks,  financial  obligations 
and  support  functions  associated  with  the 
policies  issued  by  American  General  Life 
Insurance  Company  (American  General  Life) 
are  its  responsibility.  American  General  Life 
is  responsible  for  its  own  financial  condition 
and  contractual  obligations. 

American  General  Life  does  not  solicit 
business  in  the  state  of  New  York.  Policies 
and  riders  not  available  in  all  states. 

©  2006  American  International  Group,  Inc. 
All  rights  reserved. 

AGLC102184 


American 
General 


THE  STRENGTH  TO  BE  THERE: 


WE  KNEW  WE  HAD  TO  HAVE  THE 
CHOPS  TO  HANG  WITH  THIS  CROWD 


www.  cargihcreate§. 


V 

Some  folks  barbeque  for  fun.  Others  do  it  for  a  living.  Something 
they  all  share  are  tough  standards  for  the  ribs,  pork  shoulders 
and  boneless  loins  they  use.  Cargill  learned  from  chefs  and 
grocers  that  people  want  more  flavorful  pork  that  cooks  up 
tender  and  juicy.  We  developed  it  using  special  feeds,  growing 
processes  and  selection  techniques.  Barbeque  enthusiasts  say 
they  like  the  new  pork.  What  they  won't  tell  us  are  their  secrets 
for  cooking  it.  This  is  how  Cargill  works  with  customers. 
collaborate     >     create     >  succeed 


Cargill 

Nourishing  Ideas.  Nourishing  People: 


Under  the  right  conditions, 
the  summit  of  happiness  can 
be  reached  at  sea  level. 


Four  Seasons 

When  life  feels  perfect. 

Contact  your  travel  consultant,  visit  www.fourseasons.com  or  in  the  u.s.  call  1-866-894-0060. 


Digital  Rules 

By  Rich  Karlgaard,  Publisher 


Our  Challenge  Is  Change,  Not  Globalization 


AMERICA'S  ROLE  IN  THE  WORLD— REGARDING  TERRORISM, 
foreign  wars,  immigration  and  economic  globalization— was  the 
alpha  issue  of  the  Nov.  7  election.  It  is  certain  to  be  the  big  issue 
igain  in  2008. 

Take  one  aspect,  economic  globalization.  This  incendiary 
topic  alone  has  succeeded  in  pitting  Republican  against  Republi- 
:an  and  Democrat  against  Democrat.  On  the  right,  antiglobalists 
ire  an  emergent  force  in  talk  radio,  a  medium  dominated  by  con- 
servatives. Michael  Savage,  the  number  three  radio  host  behind 
Rush  Limbaugh  and  Sean  Hannity,  trumpets  his  "borders,  lan- 
guage, culture"  theme  to  at  least  8  million  listeners  15  hours  a 
vveek.  Lou  Dobbs,  who  calls  himself  a  Republican,  offers  nightly 
rants  against  global  capitalism  on  CNN.  Another  antiglobalist  is 
:houghtful  Rod  Dreher,  the  conservative  religious  writer,  who 
Dpines  for  local  organic  farming  in  his  book,  Crunchy  Cons. 

Democrats  are  equally  divided.  The  globalists  include  Bill 
Clinton,  his  former  Treasury  secretary  Robert  Rubin  and  eco- 
nomic adviser  Larry  Summers,  and  most  liberal  executives  and 
financiers  on  Wall  Street  and  in  Hollywood  and  Silicon  Valley. 
The  antiglobalist  camp  comprises  popular  progressive  writers, 
such  as  David  Sirota  and  Thomas  Frank,  left-wing  bloggers  at  the 
Daily  Kos;  and  heartland  populists,  such  as  Sherrod  Brown  of 
Dhio,  Byron  Dorgan  of  North  Dakota  and  Jon  Tester  of  Montana. 

Antiglobalists  are  on  the  rise  in  both  parties.  This  is  bad,  if 
for  no  other  reason  than  the  antiglobalists  dangerously  mistake 
symptom  for  cause.  The  cause  of  America's  angst  is  not  global- 
ism.  It  is  change,  and  rightly  so.  The  pace  of  economic  and  busi- 
ness change  is  accelerating.  Wildly  and  unstoppably.  Here's  why. 

Declining  cost  of  technology.  Economies  run  on  a  digital 
Dlatform,  and  the  cost  of  that  platform  is  dropping  30%  each  year. 
The  312-megahertz  chip  in  my  BlackBerry  8700  costs  about  $20 
,vhen  purchased  in  volume.  The  chip's  performance/cost  is  675 
:imes  greater  than  that  of  the  1989  version  of  Intel's  33-megahertz 
186  chip,  adjusted  for  inflation.  Even  more  dramatic:  The  Black- 
Berry  8700  costs  less  than  $300.  The  first  PC  to  use  Intel's  486  chip 
vas  the  Compaq  DeskPro  486— it  cost  $13,999,  in  1989  dollars. 

Billions  can  now  afford  technology.  It  took  more  than  a  cen- 
ury  to  populate  the  planet  with  1  billion  telephones.  The  second 
million  took  only  five  years.  By  the  end  of  this  decade  2  billion 
people  will  own  not  just  phones,  but  phones  with  Web  browsers, 
rhat  means  2  billion  people  will  shortly  have  a  ticket  into  the 
dobal  economy. 

Internet  search  and  transparency.  A  decade  ago,  if  I  wanted 
:o  do  competitive  research  on  the  operating  models  and  econom- 
cs  of  any  industry  and  business,  I  might  have  gone  to  McKinsey 
3t  Co.  or  Goldman  Sachs.  The  research  would  have  cost  tens  of 
:housands  of  dollars.  Today  I  can  sit  a  couple  of  bright  M.B.A. 


students  in  front  of  computers  with  access  to  Google  and  get  the 
research  faster  and  for  free.  In  China  there's  a  saying:  "One  man's 
margin  is  another  man's  opportunity."  Now  millions  can  imagine 
opportunity  from  your  margins  and  mine. 

The  mash-up  economy.  Despite  the  proliferation  of  cheap 
hardware  technology,  one  barrier  to  entrepreneurs  existed  until 
recendy:  cosdy  enterprise  software.  But  during  the  last  two  years  a 
startling  development  has  occurred:  software  that  lets  you  build 
custom  applications  on  the  cheap  from  prefab  code  that  you  can 
"mash"  together  for  your  own  needs.  A  pioneer  of  this  is  Sales- 
force.com,  which  competes  with  giants  SAP  and  Oracle.  Salesforce 
gives  its  customers  tools  to  build  their  own  software. 

A  glut  of  risk  capital.  A  few  columns  ago  I  speculated  that 
the  sum  of  all  venture  capital,  private  equity  and  LBO  funds  in 
the  world  totaled  somewhere  north  of  $500  billion.  Whoops,  I 
was  wrong.  It's  more  like  $2.1  trillion.  This  actually  makes  my 
point  better:  There's  an  ocean  of  money  sloshing  around  the 
planet  in  search  of  opportunity.  Large  publicly  traded  U.S.  com- 
panies no  longer  have  a  capital  advantage  over  smaller  and  nim- 
bler private  and  foreign  companies.  The  companies  with  the  best 
prospects  will  get  the  money. 

Incredible  capital  efficiency.  Here's  an  irony.  In  today's  Wild 
West  economy  the  most  disruptive  startups  are  those  that  need 
the  least  capital.  They  are  just  too  darn  capital  efficient.  Craigslist, 
the  litde  San  Francisco  outfit  that  matches  buyers  and  sellers  of 
apartment  rentals,  used  cars  and  personal  services,  generates  $25 
million  a  year  and  has  only  24  employees.  With  its  vastly  lower 
costs  Craigslist  is  like  a  terrorist  threat  to  the  $30  billion -a-year 
U.S.  newspaper  classified-ad  business. 

Amazing  human-capital  efficiency.  Consider  that  Google's 
revenue  per  employee  is  around  $1.3  million,  on  a  forward  basis. 
Shockingly,  that's  more  than  twice  as  high  as  the  revenue-per- 
employee  figures  at  Microsoft,  Intel  and  Cisco — powerful  com- 
panies and  talent  farms  in  their  own  right.  This  is  the  trend  we 
see:  Each  new  generation  of  tech  leaders  does  more  with  fewer 
people.  The  employees  are  exceedingly  bright  and  driven.  To 
recruit  them,  Google  posts  math  problems  on  highway  bill- 
boards. The  correct  answer  leads  to  a  Web  site  that  poses  another 
question.  That  answer  leads  to  a  request  for  a  resume,  a  clever 
screen  for  a  company  bombarded  with  job  applications. 

The  pace  of  change  is  accelerating.  Rewards  are  going  to  those 
companies  that  are  exceedingly  fast,  clever  and  capital  efficient. 
There  is  no  mystery  here,  no  conspiracy,  no  abstract  villain.  Glob- 
alization is  not  the  problem.  Change — that's  our  challenge.  F 


Forbes 


Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or  visit 
his  home  page  at  www.karlgaard.com. 
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Sometimes  contributing  to  the 


At  Samsung,  we  realize  that  to  succeed  in  business  we  must  also  succeed  in  life. 

.For  years  now,  Samsung  Heavy  Industries  has  helped  lead  the  way  in  developing  tanker  ships  that  are 
powered  by  liquid  natural  gas— a  cleaner-burning,  more  efficient  fuel.' At  the  same  time,  we're  a  leading 
manufacturer  of  ocean-friendly,  double-hulled  ships.  As  significant  as  our  many  contributions  are  to 
the  world  of  industry,  preserving  the  world  itself  is  something  we  will  continue  to  strive  for.  It's  one  of 
the  many  ways  in  whietuwe're  committed  to  making  this  a  better  world. 


www.samsung.com 


■ 


A  better  world  is  our  business. 


Free  Markets  at  Work 

Accompanying  the  stock  boom:  a  sharp  increase  in 
financial-planner  designations  issued  by  largely  unregulated 
private  entities  that  set  their  own  standards.  Some 
sobriquets  can  be  obtained  with  minimal  study,  testing  and 
prior  work  experience — after,  of  course,  payment  of  fees.  A 
National  Association  of  Securities  Dealers  Web  page  lists  63 
titles,  all  but  11  containing  the  word  "accredited," 
"certified,"  "chartered"  or  "registered."  State  regulators 
urge  due  diligence  of  those  generically  calling  themselves 
"senior  specialists,"  saying  their  training  "is  often  nothing 
more  than  marketing  and  selling  techniques  targeting  the 
elderly."  —Janet  Novack  and  W.P.B. 


Informer 


INFORMER@FORBES.COM 

Hollywood  Fights  Crime 

A  recent  study  suggests 
contrarily  that  violent 
movies  reduce  crime  in 
the  short  run— largely  be- 
cause potential  felons  are 
too  busy  watching  a  new 
release  to  get  drunk  and 
mug  people.  UC,  San 
Diego's  Gordon  Dahl  and 
UC,  Berkeley's  Stefano 
Delia Vigna  say  assaults 
Superhero:  Anthony  Hopkins  in  Hannibal.      dropped  by  1.9%  for 

every  million  moviegoers  watching  gory  blockbusters  like  Han- 
nibal between  6  p.m.  and  midnight,  and  to  a  lesser  extent  over  the 
next  six  hours  and  from  video  rentals.  Total  estimated  daily  assault 
drop  nationally:  200.  The  authors,  who  used  movie  attendance  and 
crime  data  since  1995,  don't  address  long-term  impact  and  call  their 
results  "preliminary''  —  William  P.  Barrett 

Business  Seeks  Opportunity 

Since  Oct.  10  shares  of  Inform  Worldwide  Holdings  have  soared 
875%  to  a  recent  $1.95,  giving  the  company  a  $297  million  mar- 
ket cap.  Its  core  business:  nothing!  The  Henderson,  Nev.  firm  began 
life  in  1997  as  Internet  portal  operator  Anything  Inc.  before  assum- 
ing its  present  name  in  2000  and  trying — unsuccessfully — to  sell 
"location-based"  applications.  Inform  has  had  no  operations  at  all 
for  four  years.  There's  an  $11.8  million  negative  net  worth — cash 
on  hand  is  just  $1,624 — thanks  to  steady  losses  and  payments  owed 
to  a  firm  owned  by  majority  shareholder  Ashvin  Mascarenhas.  In 
press  releases  Inform  now  says  it  is  "identifying,  developing,  and 
marketing  global  business  opportunities"  that  could  include  moves 
into  coal  or  oil.  A  company  representative  says  he  has  no  explana- 
tion for  the  price  gain.  —Matthew  Rand 

No  Club  Fed  Likely 

While  the  U.S.  Justice  Department  continues  probing  whether 
private  equity  firms  engage  in  anticompetitive  behavior,  perhaps 

tails,  Mere  Details 


by  joining  together  on  so-called  club  deal  purchases  of  compa- 
nies, a  new  Standard  &  Poor's  report  undercuts  much  of  that 
investigatory  conceit.  Because  of  an  ability  to  shoulder  more 
debt,  such  pooled-resources  acquisitions  have  long  fetched 
higher  prices  as  a  multiple  of  operating  results  than  have  single- 
buyer  deals.  But,  says  S&P,  that  premium — 1.4%  in  the  period 
from  1997  to  2004 — has  risen  this  year  to  15%,  greatly  benefiting 
sellers.  In  fact,  says  report  author  Steven  Miller,  over  the  same 
time  frames  the  fraction  of  club  deals  has  dropped  sharply  tc 
fewer  than  one  in  four.  — Helen  Costei 

The  Changing  Nature  of  War 

U.S.  military  personnel  get  a  month  of  hazardous  duty  benefit  for 
spending  just  part  of  one  day  in  a  designated  area,  the  Govern- 
ment Accountability  Office  says.  The  monthly  bounty — $225  cash 
for  presence  in  any  of  the  53  "imminent  danger"  areas  and  exclu- 
sion from  taxation  of  up  to  $6,500  for  passing  through  one  of  the 
29  "combat"  zones — is  not  prorated.  A  GAO  report  identified 
instances  where  a  two-day,  end-of-the-month  trip  or  Navy  port 
call  resulted  in  two  full  months  of  gravy.  The  report  also  ques- 
tioned— gently — the  imminent-danger  pay  status  for  Angola, 
Burundi,  Croatia  and  Haiti.  Some  55  areas,  mainly  in  the  Middle 
East  and  Africa,  now  carry  a  premium,  compared  with  just  4  in 
1971 — Vietnam,  Cambodia,  Laos  and  Korea's  demilitarized  zone. 
None  of  the  latter  is  so  tagged  now.  — J.N.  and  W.P.B. 


Federal  regulators  have  been  busy  recently  seeking  court  orders  in  cases  alleging  the 
|  sale  of  interests  without  proper  registrations  or  disclosures. — W.P.B. 

COMPANY  |  LOCATION 

STATED  BUSINESS 

AMOUNT  RAISED 

Biopure  |  Cambridge,  Mass. 

synthetic  blood  maker 

$35  million 

Earthboard  Sports  USA  |  Costa  Mesa,  Calif. 

skateboard  maker 

$5.1  million 

|  iShopNoMarkup.com  |  Great  Neck,  N.Y. 

Internet  shopping  mall 

$2.3  million1 

1  One  Wall  Street  |  Hicksville,  N.Y. 

information  technology 

$1.6  million 

Prosperity  Network  |  Citrus  Heights,  Calif. 

Web  marketing  portal 

$15  million1 

The  Children's  Internet  |  Pleasanton,  Calif. 

paid  Internet  portal 

$5.5  million1 

U.S.  Global  Nanospace  j  Arlington,  Tex. 

defense  products 

$1.4  million1 

'Case  still  pending  against  one  or  more  parries.  Source:  Securities  &  Exchange  Commission. 
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An  abi 
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You  &  U> 

to  listen,  a  commitment 
nderstand. 


Listening  is  getting  what  people  are  saying.  Understanding  is  getting  what 
they're  not  saying.  At  UBS,  every  financial  advisor  has  a  distinct  ability  to  listen, 
but  more  importantly,  a  commitment  to  understand.  Because  it's  only  when 
we've  heard  and  understood  your  deepest  aspirations,  that  we  put  together 
the  financial  resources  you  need  to  help  realize  them.  The  resources  we  offer 
as  one  of  the  world's  largest  wealth  management  firms,  a  leading  global 
asset  manager  and  an  award-winning  investment  bank.  Discover  what  it 
means  to  be  heard.  You  &  Us.  www.ubs.com 


Wealth  Global  Asset  Investment 

Management      Management  Bank 


You  &  Us 


UBS 


UBS  2006.  All  rights  reserved. 


On  My  Mind 


By  Edward  Siedle,  a  former  SEC  attorney  and  the  president  of  Benchmark  financial  Services. 


The  Irrelevant  SEC 

In  bed  with  the  industry  it's  supposed  to  regulate,  it  needs  a  shakeup. 


THE  SENATE  FINANCE  COMMITTEE 
and  the  Government  Accountabil- 
ity Office  are  both  taking  a  harsh 
look  at  the  Securities  &  Exchange 
Commission.  It's  about  time.  One 
thing  on  the  agenda  is  the  SEC's 
questionable  handling  of  an  insider 
trading  case  involving  a  $7  billion 
hedge  fund.  But  the  bigger  issue  is 
that  the  federal  agency  charged 
with  safeguarding  investors  is  on 
the  verge  of  becoming  irrelevant.  If 
you  want  protection  from  invest- 
ment pitfalls,  you're  going  to  get  it 
from  the  private  sector. 

Here's  what's  wrong  with  the  SEC. 

Political  pressures  Look  who 
gets  chosen  for  the  important  job  of 
SEC  commissioner.  Not  those  with 
established  records  for  fighting  on 
behalf  of  investors.  Rather,  the  post 
routinely  goes  to  insiders,  especially 
those  who  have  devoted  their 
careers  to  representing  financial 
services  firms.  Former  SEC  chair- 
man William  Donaldson,  cofounder  of  investment  bank  Donald- 
son, Lufkin  &  Jenrette,  is  one  prominent  example.  Below  the  com- 
missioner level,  directors  of  divisions  within  the  agency,  such  as 
market  regulation  and  investment  management,  are  also  chosen 
according  to  how  chummy  they  are  with  Wall  Street's  big  guys. 

The  speed  with  which  SEC  managers  find  comfortable  quar- 
ters within  the  industry  after  their  period  of  government  service 
is  powerful  evidence  of  how  seldom  these  professionals  seriously 
oppose  the  institutions  they  are  supposed  to  regulate.  Paul  Roye, 
for  example,  worked  as  a  lawyer  representing  the  fund  business 
before  becoming  its  chief  overseer  at  the  SEC.  Meanwhile,  one  of 
his  former  law  firm  superiors,  Paul  Haaga,  became  the  industry's 
chief  lobbyist.  After  the  fund  business  stumbled  into  the  biggest 
scandal  in  its  history  under  this  duo  a  few  years  ago,  Roye 
rejoined  Haaga  at  mutual  fund  giant  Capital  Research. 

Reliance  on  self-regulation  The  commission  is  ever  more 
willing  to  allow  the  brokerage  industry  to  self-insure,  self-adjudi- 
cate (through  mandatory  arbitration)  and  even  control  public 
access  to  the  brokerage  industry's  criminal  and  disciplinary 
histories.  Self- regulation  involves  an  insurmountable  conflict  of 


One  form  doesn't  permit  a 
"yes"  answer  on  whether  a 
broker  has  been  disciplined. 


interest  and  results  in  thousands 
of  instances  of  avoidable  fraud 
each  year. 

One  almost  laughable  example 
of  lame  self-regulation:  the  Broker- 
Check  Program,  run  by  the 
National  Association  of  Securities 
Dealers,  the  brokerage  industry's 
self-regulator.  The  NASD  says  it 
"should  be  your  first  resource 
to  learn  about  the  professional 
background,  registration/license 
statuses  and  conduct  of  NASD-reg- 
istered  firms  and  their  registered 
brokers."  Would  you  believe  that 
the  program  does  not  permit  a 
broker  or  firm  to  respond  "yes"  to 
the  question  of  whether  the  broker 
or  firm  has  any  disciplinary  mat- 
ters in  his  or  its  past?  Only  two 
answers  are  permitted:  "no"  and, 
get  this,  "maybe."  That's  what  we 
call  industry- friendly  For  all  of 
$5,000, 1  put  together  a  disciplinary 
database  a  few  years  ago  that 
showed  the  NASD  underreports  brokerage  industry  misbehavior 
by  about  85%.  Since  the  NASD  blocked  me  in  court  from  publish- 
ing it,  investors  remain  perilously  uninformed. 

Transparency  The  SEC  has  allowed  the  financial  industry  to 
control  the  content  and  timeliness  of  disclosures  to  the  public. 
For  example,  most  of  the  SEC's  money  manager  investigations 
uncover  "deficiencies,"  some  of  them  involving  serious  misbehav- 
ior. But  the  commission  refuses  to  make  its  findings  available. 

Follow-through  In  May  2005  the  SEC  staff  issued  a  report  on 
conflicts  of  interest  in  the  pension  consulting  industry.  The  staff 
concluded  that  the  industry  was  subject  to  rampant  conflicts  and 
disclosure  was  abysmal.  Were  pension  sponsors  who  may  have 
suffered  harm  ever  privy  to  the  financial  information  the  pension 
consulting  industry  provided  to  the  SEC?  Nope.  Instead  the  SEC 
issued  a  vague  warning  to  pension  sponsors  to  more  carefully 
scrutinize  the  investment  consultants  they  hire. 

This  agency  spends  $888  million  a  year.  If  it  were  subject  to 
disclosure  laws  the  SEC  would  have  to  admit  it  could  get  a  lot 
more  bang  for  taxpayers'  buck  were  it  not  so  compromised  by 
conflict  of  interest.  F 
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Hi 

Every  customer's  a 
repeat  customer" 


DYNAMIC 


There  are  infinite  dynamics  in  business.  Master  them  all. 
With  Microsoft  Dynamics™ 

Presenting  Microsoft  Dynamics:  a  line  of  people-ready  business  management 
solutions  for  CRM,  financial  management,  and  supply  chain  management.  It's 
easy  to  learn  and  easy  to  use.  Because  it  looks  and  feels  like  the  Microsoft* 
software  your  people  use  every  day.  Visit  microsoft.com/microsoftdynamics 


Financial  Management  I 

Mr,    r-v  •  Customer  Relationship  Management 

icrosoTt  uvnamics    Supply  Chain  Management 


2006  Microsoft  Corporation.  All  rights  reserved.  Microsoft,  Microsoft  Dynamics,  the  Microsoft  Dynamics  logo,  and  "Your  potential.  Our  passion." 
■  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 


Follow-Through  _ 


OCTOI 


Nancy  Sue  Davis  and 
mother,  Barbara  Davis. 


All  in  the  Family 


After  deceased  oil  mogul  Marvin  Davis' 
daughter  Patricia  Davis  Raynes  claimed 
she  was  beaten  by  her  father  and  cheated 
out  of  her  inheritance,  could  things  get 
any  more  contentious  for  the  Davis  clan? 

Yep.  In  September  Patricias  sister, 
Nancy  Sue  Davis,  a  designer  of  jewelry  sold  on  QVC  and  the  mother  of  gossip-page 
perennial  Brandon  Davis,  filed  a  suit  against  the  family's  60-year-old  oil  and  gas 
exploration  company  now  run  by  her  brother  Gregg.  She  claims  he  and  the  fam- 
ily's financial  adviser  colluded  to  railroad  through  the  sale  of  the  then  bankrupt 
business  at  a  bargain-basement  price,  while  benefiting  on  the  other  side  as  part  of 
the  new  owner  group. 

All  untrue,  claims  the  company's  attorney.  There  was  an  independent 
appraisal,  and  all  business  relationships  were  aboveboard  and  fully  disclosed. 
Nancy,  whose  trust  owns  8.8%  of  the  company,  is  demonstrating  "seller's 
remorse,"  says  a  defense  lawyer.  How's  that?  The  family  was  originally  going  to 
split  $77  million  in  cash  for  the  company  in  a  deal  with  private  equity  firm  Ever- 
core  Capital  Partners  last  year,  but  that  was  scuttied  when  Patricia  Davis  refused 
to  sign  off  (her  suit  is  pending).  The  lenders  put  the  loans  into  default,  and  Gregg 
Davis  put  the  company  into  voluntary  bankruptcy.  After  a  reorganization  earlier 
this  year  Evercore,  along  with  Gregg  and  other  insiders,  bought  the  company  for 
$150  million,  according  to  Nancy's  suit.  But  now  the  Davis  clan  gets  to  split  a 
mere  $32  million,  after  creditors  are  paid.  Patricia  Davis  tried  to  backpedal  and 
accept  her  piece  of  the  original  $77  million,  but  Evercore  refused,  according  to 
court  documents.  Did  someone  mutter,  "Serves  you  right"?  — David  Armstrong 


FLASHBACKS 


85  YEARS  AGO  IN  FORBES  |  NOVEMBER  26, 1921 

Republican  Woes  Don't  the  election 

results  carry  a  warning  to  the  Republicans? 
Viewing  the  voting  as  a  whole,  there  apparently 
was  a  widespread  drift  towards  the  Democrats. 
Why  the  disappointment  over  Republican 
performances?  Well,  the  worst  depression  the 
country  has  known  in  half  a  dozen  years  has 
been  suffered  under  the  Republican  Administra- 
tion; that  there  would  have  been  inevitable 
depression  under  a  Democratic  Administration  ' 
is  not  given  much  consideration  by  the  majority 
of  voters.  The  unemployed  proverbially  vote 
against  the  party  in  office. 


JANUARY  7.  2002 

Cashing  in  on  Terror 

As  we  predicted,  defense  company  L-3  Communications  has  benefited  from  the 
protracted  war  against  terrorism.  The  New  York  City  company  makes  secure 
communications  and  surveillance  systems.  Annual  sales  have  risen  from  $2.3  bil- 
lion when  our  story  ran  to  a  forecast  $12.4  billion  for  2006,  mainly  through 
acquisitions.  The  stock  has  doubled  to  $80  since  our  story,  in  line  with  peers.  The 
death  in  June  of  founder  Frank  C.  Lanza,  at  age  74,  prompted  speculation  that 
the  company  was  a  takeover  candidate.  The  company  denies  it  is  for  sale,  but 
speculation  lingers.  —Michael  Freedman 


APRIL  17,  2006 

Russian  Law  and  Order 

Our  story  detailed  a  nasty  contract  dispute  be- 
tween Soviet-born  New  Yorker  Tamir  Sapir  and 
the  Moscow  Oil  Refinery.  In  late  October  Russia's 
highest  court,  the  Supreme  Arbitrazh,  upheld  an 
arbitrator's  order  that  the  refinery  pay  Sapir  s  com- 
pany $32  million.  Sapir  calls  the  ruling— a  rare  one 
favoring  an  outsider — "a  positive  direction  for  the 
future  of  the  business  community  in  Russia." 

— Matthew  Swibel 


25  YEARS  AGO  IN  FORBES  |  JULY  20,  1981 

Cereal  Update  Ah,  to  be  wiinam 

LaMothe.  For  the  past  two  years  he  has  run 
Kellogg  Co. — the  folks  from  Battle  Creek, 
Mich,  who  dominate  the  breakfast-cereal 
business.  Kellogg's  40%  market  share  is 
almost  twice  that  of  General  Mills,  its  nearest 
competitor.  With  a  five-year  return  on  equity 
of  nearly  30%,  LaMothe's  company  is  the 
standout  of  the  food-processing  industry.  But 
all  is  not  well  at  the  home  of  Tony  the  Tiger. 
Kellogg's  market  share  is  declining,  down  as 
much  as  three  percentage  points  from  1977. 
The  problem?  At  a  time  when  the  competition 
is  charging  fast,  Kellogg's  new  products  have 
come  too  slowly. 

Kellogg  just  named  company  insider  David 
Mackay  as  its  new  chief. 

15  YEARS  AGO  IN  FORBES  |  NOVEMBER  11,  1991 

Vis-a-Vis  Visa  Visa  has  gotten  aggressive 
in  recent  years.  The  company  now  has  52% 
of  the  $657  billion  global  market  in  charge 
volume,  up  from  47%  five  years  ago.  It  was  in 
1985  that  Visa  management  saw  chinks  in 
AmEx's  impressive  armor.  In  order  to  expand  its 
reach,  AmEx  widened  its  customer  base  from 
the  carriage  trade  to  include  more  mass-market 
consumers.  At  the  same  time,  it  raised  card- 
holder fees.  Visa  launched  its  own  image  adver- 
tising, attacking  the  consumer  perception  that 
bank  cards  were  somehow  blue  collar.  Quite  the 
contrary,  according  to  the  Visa  campaign:  The 
Visa  is  the  smart  card,  because  bank  cards  are 
welcomed  by  more  merchants — many  of  them 
upscale — than  is  American  Express  and  because 
they  cost  less  to  carry — between  zero  and  $50 
compared  with  American  Express'  fee  range  of 
$55  to  $300. 

Visa  is  planning  an  initial  public  offering  within 
the  next  18  months. 
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Learn  how  low-cost  index  funds  that  aim  to 
match  the  market  have  actually  outperformed 
so  many  funds  that  aim  to  beat  the  market* 


Get  smarter  about  index  funds  at  www.vanguard.com/smarter 


Connect  with  us'  >  888-387-5535 


Vanguard' 


*ln  five  out  of  six  equity  fund  categories,  based  on  Lipper  performance  10-year  returns  as  of  September  30,  2006. 

^2006  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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Desperate  Acts 

Google  and  Microsoft  are  hungry  to  get  into  each 
other's  business.  Brace  yourself  for  a  battle  of  weaknesses. 
By  Victoria  Murphy  Barret  and  Quentin  Hardy 


ICROSOFT  IS  EXPECTED 
to  spend  $650  million 
next  year  to  let  the  world 
know  it  has  a  shiny  new 
search  service  and  Web 
advertising  network.  That  money  is  more 
than  double  the  amount  Microsoft  will 
spend  rolling  out  Vista,  the  new  operating 
system  that  will  contribute  vastiy  more  to 
its  revenues. 

Microsoft's  two-year  catch-up  effort  in 


"We  want  to  change 
the  perception  that  all 

ihings^re^acthaseii^ 


search  has  yielded  only  middling  results. 
This  year  it  dropped  from  1 1%  to  9%  of  all 
searches.  Google  handled  61%  of  the  204 
billion  searches  worldwide  in  the  past  12 
months. 


"We're  late  to  the  game.  We  admit  it," 
confesses  a  full-page  Microsoft  ad  in 
national  papers,  begging  the  world  to  try 
out  its  new  Live  search  service.  You  almost 
want  to  hand  Chief  Executive  Steven 
Ballmer  a  cup  of  cocoa. 

The  self-styled  brilliant  minds  at 
Google,  meanwhile,  have  never  deigned 
to  sell  software  the  way  Microsoft  does. 
Google  has  soared  to  $9  billion  a  year  in 
revenue  in  nine  years  essentially  by  giv- 
ing software  away,  so  long  as 
users  put  up  with  ads  along- 
side it.  It  has  even  signed  up 
thousands  of  business  users 
for  a  free  suite. 

But  early  next  year  Google 
will  start  charging  big  accounts 
in  the  corporate  enterprise 
market— the  prime  turf  of 
Microsoft — for  a  fully  supported 
business  version  of  its  software. 
It  has  stitched  together  a  suite  of 
desktop  applications,  including 
stripped-down  versions  of  e- 
mail,  calendaring  and  chat  to 
rent  out  over  the  Internet  at 
prices  far  below  what  Microsoft 
charges.  Word  processing  will  come  later. 

"We're  trying  to  solve  old  problems  in 
new  ways,"  says  David  Girouard,  general 
manager  of  Google's  enterprise  business. 
"Microsoft  Office  costs  companies  several 


hundred  dollars  a  year  per  employee. 
Think  of  ours  as  a  few  lattes  a  month." 
Google  founder  Sergey  Brin  adds:  "We  are 
working  to  change  the  perception  that  all 
things  should  be  advertising-based." 

And  why  not  try  something  new?  He 
and  cofounder  Larry  Page  didn't  know  a 
thing  about  advertising  when  they  started. 

Google  versus  Microsoft,  the  juiciest 
battle  in  tech,  is  spreading  to  new  fronts, 
but  instead  of  strength  against  strength, 
we  get  weakness  against  strength. 
Google's  bare-bones  office  software  is  up 
against  Microsoft  Office,  a  $12  billion-a- 
year  powerhouse  product  with  near-total 
market  share.  Google's  record  outside 
search  is  mixed.  Its  news,  e-mail  and 
shopping  sites  each  draw  fewer  than  10% 
of  all  Google  visitors,  according  to 
Nielsen  NetRatings. 

But  the  Web  has  changed  the  game.  It 
has  grown  from  a  repository  of  documents 
into  a  computer  in  itself,  offering  all  the 
storage  and  processing  power  consumers 
and  companies  could  want.  Google  can 
easily  get  into  Microsoft's  business.  But 
then,  Microsoft  can  counterattack. 

"This  game  is  far  from  over,"  says 
Steven  Berkowitz,  senior  vice  president  of 
Microsoft's  new  online  division.  He  was 
hired  away  from  the  top  spot  at  the  num- 
ber four  search  engine,  Ask.com,  in  April. 

Microsoft  launched  Live.com  a  year 
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front 


Microsoft  has  spent  a  decade  trying  to  smother  Linux, 
the  free-of-charge  open-source  operating  system  that 
poses  a  huge  threat  to  Windows.  But  last  week 
Microsoft  reversed  course  and  forged  a  partnership 
with  Novell,  the  second-largest  commercial  distributor 
of  Linux  software.  Microsoft  will  promote  Novell's  ver- 
sion of  Linux,  called  SUSE,  to  customers  and  set  up  a  lab 
where  the  two  companies  will  develop  features  so  that 
SUSE  works  well  with  Windows. 

Microsoft  Chief  Executive  Steven  Ballmer  says  the  move 
is  about  "building  bridges"  and  responding  to  cus- 
tomers who  demand  that  Windows  works  well  with 
Linux.  As  part  of  the  deal  Microsoft  agreed  not  to  sue 
Novell  customers  who  use  Linux.  Microsoft  has  long 
claimed  that  Linux  infringes  on  its  patents. 

Fair  enough.  But  the  move  is  also  tried-and-true 
Microsoft  strategy:  embrace,  extend — and  exterminate. 
It  works  like  this:  Partner  with  a  weak,  desperate  player. 
(Novell  has  30%  market  share,  while  Red  Hat,  another 
Linux  vendor,  holds  virtually  all  the  rest.)  Develop  new 
features  that  help  you  but  hurt  others  (in  this  case.  Red 
Hat).  Weaken  everyone  in  the  market,  then  move  on. 

Microsoft's  act  hurts  several  rivals  at  once.  Red  Hat  gets 
marginalized  as  Windows  customers  (i.e.,  just  about 
everyone)  come  to  find  SUSE  Linux  a  better  fit.  Red  Hat 
users  won't  enjoy  the  same  patent  protection  as  users 
of  Novell's  SUSE,  nor  will  customers  who  use  Oracle's 
new  version  of  Linux,  a  clone  of  Red  Hat's.  And  IBM, 
which  has  invested  in  Novell  (and  promoted  Linux  heav- 
ily), now  is  back  in  bed  with  its  biggest  enemy.  Novell  is 
the  winner,  at  least  in  the  short  term.  And  in  the  long 
term?  Politely  put,  it's  too  early  to  tell.    —Daniel  Lyons 


ago,  aiming  directly  at  Google's  search 
business.  Like  Google,  it  has  text  search 
and  tools  to  sort  through  images,  news, 
maps  and  books.  It  since  has  added  fea- 
tures Google  has  had  for  a  while,  such  as 
the  ability  to  search  for  a  word  on  just  one 
Web  site,  limit  retrievals  to  documents 
written  in  a  specific  language  and  see 
which  Web  sites  link  to  each  other.  You 
can  move  a  slider  across  a  bar  at  the  top  of 
the  screen  to  make  search  results  more  or 
less  sensitive  to  how  popular  or  how 
recently  updated  a  site  is. 

Microsoft  is  flying  camera-equipped 
planes  around  the  globe  to  create  3-D  ver- 
sions of  100  cities,  at  $150,000  per  loca- 
tion. The  goal  is  to  create  a  massively 
detailed,  searchable  map  of  neighbor- 
hoods and  landmarks. 

Fifteen  cities  already  are  searchable 


online.  Microsoft  will 
drop  ads  into  the  maps 
on  computer-generated 
billboards.  You'll  be  able 
to  type  "Starbucks"  on 
your  mobile  while 
standing  in  San  Fran- 
cisco's Union  Square 
and  get  a  3-D  map  guid- 
ing you  to  the  nearest 
one.  Microsoft  acquired 
some  of  this  technology 
in  May  when  it  bought 
videogame  ad-broker 
Massive  Entertainment. 

In  May  Microsoft 
opened  its  new  ad  net- 
work, AdCenter,  which  it 
claims  is  better  than 
Google's  at  getting  users 
to  click  on  links.  Micro- 
soft promises  more 
hand-holding  and  better 
local  search.  It  is  opening 
large  customer  service 
sites  in  Dublin,  London, 
New  York  and  Seattle. 

Search  had  been  rel- 
egated to  a  product  cat- 
egory in  Microsoft's 
unprofitable  MSN  divi- 
sion. Now  it  straddles 
the  whole  company, 
including  the  Windows, 
Office  and  cell  phone  groups.  Future  ver- 
sions of  Office  will  let  you  search  the  Web 
without  leaving  a  Word  file.  Office  Live,  a 
new  Web  offering,  will  have  free  tools  to 
help  businesses  with  fewer  than  10 
employees  set  up  Web  sites  and  e-mail 
accounts.  Big  advertisers  including  Dell, 
American  Express  and  Best  Buy  are 
signed  up  to  advertise  on  those  sites. 

The  idea  is  that  people  won't  even 
bother  going  to  Google.  "Search  becomes 
more  like  electricity.  It  is  everywhere  at 
the  flip  of  a  switch,"  says  Adam  Sohn, 
director  of  Windows  Live.  Take  that, 
Google.  You're  no  more  exciting  than  San 
Diego  Gas  &  Electric. 

While  Google  has  locked  up  the 
search  business  at  Web  destinations  such 
as  MySpace,  Ebay  International  and  AOL, 
Microsoft  recently  landed  Facebook  and 


Amazon.  (Then  again,  Google's  Froogle 
shopping  site  competes  with  Amazon.) 

Microsoft's  greatest  challenge  is 
Google's  formidable  brand,  which  was 
built  with  no  ad  blitz.  Several  years  ago 
AOL  subscribers  were  given  two  sets  of 
search  results— one  from  AOL,  the  other 
said  to  be  from  Google— and  were  asked 
to  rate  which  one  was  better.  They 
selected  the  Google  results — but  it  turns 
out  Google  hadn't  provided  those  results 
at  all;  both  data  sets  actually  were  pro- 
vided by  AOL. 

A  Googlecentric  view  of  the  universe 
posits  that  applying  this  potent  brand  to 
any  old  software  makes  that  software 
more  valuable.  On  a  recent  Friday  after- 
noon at  the  Googleplex  headquarters  in 
Mountain  View,  Calif,  workers  preparing 
for  a  company- wide  meeting  were  cutting 
open  boxes  of  T  shirts  to  hand  out. 

The  shirts  sported  a  picture  of  a  chi- 
huahua clenching  a  huge  bone  etched 
with  the  word  "dogfood."  At  software 
companies  "eating  your  own  dogfood" 
means  getting  employees  to  use  inter- 
nally the  same  applications  that  you  sell 
to  customers.  To  give  the  chihuahua 
something  to  chew  on,  Google  earlier 
this  year  bought  Upstartle,  an  Internet 
company  that  makes  the  Writely  word 
processing  application,  and  developed  its 
own  calendar  software.  Oracle  calendars 
no  longer  are  in  use  at  the  Googleplex, 
and  even  Microsoft  Word  is  fading  fast. 

In  October  Google  bought  JotSpot, 
which  offers  team-effort  writing  tools.  Its 
apps  have  a  fraction  of  Microsoft  Office's 
capabilities,  but  they  are  designed  to  be 
highly  collaborative.  In  18  months  Jot's 
group-oriented  software  has  amassed 
30,000  paying  users  at  companies  such 
as  Intel,  Symantec  and  Ebay,  where 
employees  use  online  Jot  programs 
instead  of  Microsoft's  to  share  travel  and 
meeting  plans. 

Google's  revenue  from  its  unlikely 
foray  into  selling  software  probably  won't 
be  all  that  much  to  begin  with,  but  this 
isn't  a  fight  for  sales.  Think  of  this  fight  as 
determining  a  few  decabillion  dollars  of 
market  value  circa  2010.  The  current  fig- 
ures are  $147  billion  for  Google  and  $284 
billion  for  Microsoft.  F 
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Barclays  is  now  the 

WORLD  LEADER  IN  ETFs 

It  has  created  somewhat  of  a  frenzy  around  here. 


The  most  comprehensive  family  of  ETFs  in  the  world.1  Fifty-seven  percent  market 
share  in  the  US.2  Two  hundred  billion  in  US  assets.3  Yes,  challenging  the  status 
quo  has  really  gotten  us  pumped.  Join  the  movement  at  quietlyconquering.com 


$  BARCLAYS 

quietly  conquering  the  world  of  finance1 


'  Barclays  Global  Investors  12/31/05.  Morgan  Stanley  Institutional  Equity  Report,  1/30/06. 

2  iShares  ETFs  commands  57%  of  US  ETF  industry  market  share  -  FRC  as  of  12/31/05.  Universe  excludes  exchange  traded  grantor  trusts. 

3  iShares  ETFs  US  assets.  Barclays  Global  Investors  as  of  4/28/06. 

Carefully  consider  the  funds'  investment  objectives,  risk  factors  and  charges  and  expenses  before  investing.  This  and  other  information 
can  be  found  in  the  funds'  prospectuses,  which  maybe  obtained  by  calling  I  800  iShares  (1  800474  2737)  or  by  visiting  www.iShares.com. 
Read  the  prospectus  carefully  before  investing. 

Investing  involves  risk,  including  possible  loss  of  principal.  The  iShares  Funds  ("Funds")  that  are  registered  with  the  US  Securities  and 
Exchange  Commission  under  the  Investment  Company  Act  of  1940  are  distributed  in  the  US  by  SEI  Investments  Distribution  Co.  (SEI).  Barclays  Global 
Fund  Advisors  (BGFA)  serves  as  an  advisor  to  the  Funds.  Barclays  Global  Investors  Services  (BGIS)  assists  in  the  marketing  of  the  Funds.  BGFA  and  BGIS 
are  subsidiaries  of  Barclays  Global  Investors,  N.A.,  which  is  a  majority-owned  subsidiary  of  Barclays  Bank  PLC,  none  of  which  is  affiliated  with  SEI.  This 
material  does  not  constitute  an  offer  or  solicitation  to  sell  or  a  solicitation  of  an  offer  to  buy  any  shares  of  any  Fund  (nor  shall  any  such  shares  be  offered 
or  sold  to  any  person)  in  any  jurisdiction  in  which  an  offer,  solicitation,  purchase  or  sale  would  be  unlawful  under  the  securities  law  of  that  jurisdiction. 

©  2006  Barclays  Bank  PLC.  All  rights  reserved.  iShares®  is  a  registered  trademark  of  Barclays  Global  Investors,  N.A.  Barclays  is  a  trademark  of  Barclays  Bank 
PLC.  All  other  trademarks,  servicemarks  or  registered  trademarks  are  the  property  of  their  respective  owners.  2989-iS-0506 


Mfront 


Why  Detroit 
Can't  Compete 

Any  company  that  has  to  support  three  retirees 
for  every  active  worker  would  have  a  hard  time 
making  ends  meet,  as  General  Motors  knows  all 
too  well.  But  that  widely  publicized  legacy 
burden  isn't  the  only  reason  domestic  automak- 
ers are  in  trouble.  On  average,  Toyota,  Honda 
and  Nissan  generate  $2,400  more  profit  per 
vehicle  than  GM,  Ford  Motor  and  Chrysler 
Group.  That's  $1 1.5  billion  in  gravy  that  the 
Japanese  companies  can  invest  in  new  products 
and  factory  expansion.  Manufacturing  consult- 
ants at  Harbour-Felax  Group  studied  all  six 
companies  to  see  where  the  profit  gaps  occurred. 
Here  is  a  breakdown  per  vehicle.  —Joann  Muller 


M  REVENUE 
$250-5940  (profit  gap) 

Incentive  deals  and  discounts 
!|       up  to  $4,500  to  car  rental 
companies  mean  domestic 
EXCESS     W-  vehicles  sell  for  less. 

CAPACITY 
$50-5350 

Japanese  automakers  don't  pay  idle  workers, 
as  the  Big  Three  do.  And  their  plants 
are  more  flexible  than  Detroit's.  INTEREST 
AND  OTHER 
^  COSTS 
S200-S580 

Detroit's  junk  credit  ratings  are  costly.  Toyota's 
investment  income  was  $1 .7  billion,  or  $212 
per  vehicle,  last  year.  That's  $579  per  vehicle 
better  than  GM's,  S208  above  Ford's. 


LABOR 

$590-5630 

The  average  Detroit  worker 
gets  at  least  ten  more  vacation 
days  than  a  Toyota  worker.  Cost: 
up  to  $1 38  per  vehicle.  Big  Three 
workers  get  16  more  minutes  of 
break  time.  Cost:  $70  per  vehicle. 


RETIREE  HEALTH  CARE 

S490-$705 

GM,  Ford  and  Chrysler  are 
supporting  2  million  employees, 
retirees  and  their  families; 
Japanese  have  but  a 
handful  of  U.S.  retirees. 


LEMMINGS 


The  Madness  of  Crowds 

Business  school  students  are  terrific  indicators  of 
what  sectors  were  hot — two  years  ago. 
By  Ghana  R.  Schoenberger 


LOOKING  FOR  A  CLEVER  WAY  TO  PRE- 
dict  which  industries  are  heading  for  a 
fall?  Just  find  out  which  ones  are  most 
avidly  sought  after  by  business  school  grads. 

In  2000,  17%  of  grads  of  the  University 
of  Pennsylvania's  Wharton  School  took 
Silicon  Valley  jobs,  only  to  see  technology  col- 
lapse soon  after.  In  2001,  30%  of  Wharton 
job-seekers,  more  than  ever  before,  took 
investment  banking  jobs.  Wall  Street  laid  off 


tens  of  thousands  of  bankers  over  the  next 
two  years.  First-year  investment  banking  as- 
sociates' pay  didn't  recover  until  this  year, 
when  it  hit  $230,000  at  top  banks. 

The  hot  job  sector  now  for  M.B.A.s? 
Private  equity,  of  course.  In  August  nearly 
400  Wharton  students — half  the  class — 
attended  a  presentation  on  applying  for  a 
job  at  a  private  equity  firm.  The  allure  of 
becoming  the  next  Henry  Kravis  has  made 


Too  Young  to  Know,  Too  Rich  to  Care 

While  their  ardor  for  hedge  fund  jobs  has  abated  a  bit,  Wharton  M.B.A.s  are  seek- 
ing and  taking  jobs  in  the  sector  in  greater  numbers,  even  as  returns  have  fallen. 


Number  of  students 


2Q%    Hedge  fund  returns 


Graduation  year 


Graduation  year 


'03 


'04 


'05 


'06 


'03 


'04 


2006  YTD  hedge  fund  return.  Sources:  Wharton;  Barclay  Hedge  Fund  Index. 


'05 


'06 


private  equity  the  fastest-growing  careei 
interest  on  campus,  says  Michelle  Antonio 
director  of  M.B.A.  career  management  ai 
Wharton.  It's  a  growing  field  with  lots  o: 
opportunity,  insists  second-year  Whartor 
student  Prashant  Kumar.  He's  president  o: 
the  Wharton  Venture  Capital  &  Private 
Equity  Club. 

"There's  a  disconnect  a  lot  of  time; 
between  what  M.B.A.S  want  to  do  anc 
where  the  jobs  are,"  concedes  Janet  Raiffa 
head  of  U.S.  campus  recruiting  for  Goldmar 
Sachs.  Goldman  has  plenty  of  openings  foi 
investment  bankers  and  private-wealth  man 
agers  this  year,  but  the  hot  areas  for  M.B.A 
applicants  are  merchant  banking  (making  in 
vestments  with  a  firm's  own-  money)  anc 
trading.  Sure,  it  may  be  sexier  to  play  arounc 
with  Goldman's  money.  But  in  the  quarte: 
that  ended  in  August  Goldman's  trading  anc 
principal  investments  division  saw  its  preta: 
earnings  fall  17%  over  the  prior  year's  quar 
ter.  The  investment  banking  unit  nearb 
tripled  its  pretax  earnings. 

.Wharton's  Kumar  laughs  off  the  idea  tha 
M.B.A.S  tend  to  chase  ships  that  have  sailed 
"There  are  always  fields  that  are  more  in  favoi 
but  it's  for  valid  reasons,"  he  says. 

Google  hired  150  M.B.A.S  this  yeai 
bringing  its  total  to  500,  and  got  3,500  mon 
applications  this  summer.  Sell  signal?  f 
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rhe  World  According  To  Paulina 

am  the  router  of  potential, 
am  a  green  light  for  progress. 


am  the  facilitator  of  success. 


his  is  my  world. 

•ly  world  runs  on 
)ynamic  Networking 


dynamic  Networking  from  the  new  AT&T  enables  Paulina 

)  run  multiple  applications  simultaneously  and  securely  over  a  global  IP  VPN. 
redicting  traffic  on  the  fly  to  maximize  efficiency  across  the  enterprise, 
reating  real-time  responsiveness,  greater  performance  and  a  green  light  to  go 
ill  speed  ahead.  Learn  how  Dynamic  Networking  can  enable  your  business. 


Your  world.  Delivered." 


iifront 

SATELLITE 


Dethroned 

Why  is  the  King  of  All  Media  giving  away  his  show? 

By  Evan  Hessel 


WHEN  HOWARD  STERN  SIGNED  ON 
with  Sinus  satellite  radio  in  2004, 
the  shock  jock  swore  off  free 
radio  and  its  federally  mandated  decency 
standards— for  life.  Last  month  he  found 
himself  suddenly  broadcasting  free  of  charge 
once  again. 

For  two  days  Sirius  let  listeners  tap  its 
Web  site  and  listen  to  Stern  for  free,  for  the 
first  time  since  his  satellite  debut  in  January. 
It  touted  Sirius'  new  move  to  let  Internet  users 
get  75  channels,  without  having  to  buy  a 
Sirius  satellite  radio,  for  $12.95  a  month; 
satellite  listeners  pay  the  same  price  for  130 
channels.  Stern  also  started  temporarily  sell- 
ing episodes  of  his  on-demand  cable  TV  show 
for  a  penny  apiece,  instead  of  $7.95. 

Acts  of  desperation — or  savvy  moves  to 
reignite  his  realm  in  digital  radio?  Discon- 
nected from  his  huge  daily  audience  in  the 
old  broadcast  world,  Stern  has  slipped  as  a  cul- 
tural force.  His  media  mentions  are  down  23% 
year-to-date  compared  with  2004.  Sirius  has 
5.1  million  subscribers — up  4.4  million  since 
it  first  signed  the  self-proclaimed  King  of  All 
Media — but  only  a  portion  of  that  total  tunes 
in  to  Stern.  Yet  on  old  radio  he  had  a  daily 
audience  of  12  million. 

In  April  Stern  griped  to  Entertainment 
Weekly:  "It's  insulting  to  me  that  everyone 
hasn't  come  with  me.  I  take  it  personally' 
(Stern  later  claimed  on  air  the  quote  was 
taken  out  of  context.) 

Sirius  posted  a  record  $853  million  loss 
last  year  on  sales  of  $242  million.  Program- 
ming costs  are  up  167%  this  year,  owing  in 
part  to  the  $80  million  Sirius  will  spend  pro- 
ducing Howard's  show.  Since  Stern's  satellite 


Shock  jock  Howard  Stern  has  pulled  new  customers  to 
Sirius — but  he  doesn't  have  the  draw  he  had  on  free  radio. 


debut,  Sirius  shares  are  down  44%  to  $3.72. 
The  star  himself  may  have  taken  a  hit.  In  Jan- 
uary Sirius  handed  him  3 1 .3  million  shares, 
then  worth  $236  million,  as  part  of  his  five- 
year  contract,  valued  at  $500  million  in  cash 
and  stock.  The  stock  would  be  worth  $116 
million  today;  Sirius  doesn't  know  whether 
he  has  dumped  any  shares. 

The  losses  and  stock  slide,  however,  ob- 
scure Stern's  masterful  performance  in  draw- 


ing new  customers.  After  he  signed  the  Sir- 
ius deal,  he  immediately  took  to  shilling  for 
his  future  employer,  talking  up  Sirius  on  his 
old  show  and  drawing  a  lawsuit  from  ex- 
employer  CBS  in  February.  The  antics  helped 
Sirius  add  2.2  million  subscribers  in  2005. 
In  January  Stern  debuted  on  Sirius, 
opening  his  show  with  the 
theme  song  from  2001:  A  Space 
Odyssey — accompanied  by  flat- 
ulence. Out  from  under  the 
Federal  Communications  Com- 
mission's stern  eye,  the  host  has 
delighted  his  dwindling  fan  base 
with  raunchy  new  bits.  He 
coaxes  porn  stars  and  actresses 
to  straddle  a  vibrating,  saddle- 
shaped  chair,  called  the  Sybian, 
during  interviews.  A  clip  of 
Stern's  chat  with  starlet  Carmen 
Electra  in  the  saddle  generated 
400,000  views  on  YouTube. 

Stern  left  his  old  radio  fran- 
chise in  ruins.  His  replacement 
in  New  York,  former  Van  Halen 
singer  David  Lee  Roth,  was 
canned  after  the  morning  show 
dropped  to  22nd  place  locally 
from  2nd.  The  Stern  station  in 
Los  Angeles  dropped  from  7th 
to  31st  under  anchor  Adam 
Carolla,  of  The  Man  Show  fame. 

Since  Stern's  first  show,  Sir- 
ius has  added  1.8  million  new 
subscribers,  a  55%  rise,  and  new 
revenue  flow  of  $280  million  a 
year;  but  archrival  XM  has  gained  1.2  mil- 
lion— sans  Stern  and  his  huge  pay  package. 

Sirius  Chief  Mel  Karmazin  vows  to  lift 
revenue  twelvefold  to  $3  billion  in  five  years 
producing  free  cash  flow  of  $1  billion  a  yeai 
(up  from  a  deficit  of  $814  million  in  2005) 
But  Sirius  spends  $131  signing  up  each  new 
subscriber,  whether  it's  a  Stem  fan  or  not,  dou- 
ble the  cost  at  XM.  And  so  far  Sirius  hasn't  pro- 
jected when  it  will  actually  book  a  profit.  P 
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SAS  gives  1-800-FLOWERS.CO 


warn*  jgm^m  m  mwmammsm^ 

POWER 

TO  KNOW 

how  to  cultivate  brand  loyalty  through  quality  customer  relationships. 


I  A  pioneer  on  the  Internet,  1  -800-FLOWERS.COM  is  now  a  leading  multichannel  retailer  with  more  than 
15  million  customers.  Brand  loyalty  -  rooted  in  personal,  one-to-one  customer  relationships  -  has  helped  the 
company  flourish.  And  that's  where  SAS  comes  in.  With  SAS  business  intelligence  and  analytics  software, 
1-800-FLOWERS.GOM  can  quickly  understand  customer  behaviors,  target  products  and  offers,  and 
predict  results  that  strengthen  its  overall  CRM  strategy.  The  result?  A  15  percent  increase  in  customer 
retention.  To  learn  more  about  1 -800-FLOWERS.COM  and  other  SAS  success  stories  that  go  Beyond  Bl,' 
call  1  866  680  71 20  or  visit  our  Web  site. 


www.sas.com/flourish 


Ssas 


>.srs 


le's  Big  Question  Mark 


Fueled  by  expectations  that  its  newest  iPod  shuffle  will  be  a  hit  this  Christmas  and  that  the  company  could 
become  the  gold  standard  of  the  home  entertainment  industry,  shares  of  Apple  Computer  have  climbed 
-matching  the  S&P  500— since  we  questioned  the  company's  ability  to  maintain  its  profitability 

— \  earlier  this  year  ("This  Apple  Is  Too  Shiny," 
Jan.  30).  This  stock  market  gain  came  despite 
the  fact  that  Apple  has  not  filed  its  last  two 
quarterly  reports  because  of  looming  financial 
restatements  related  to  options  backdating. 
But  the  last  public  documents  it  did  release 
should  give  investors  pause.  Key  yardstick: 
cash  flow  from  operations.  This  measure  of 
'  cash  generated  by  making  and  selling  products 
has  been  on  a  fairly  steady  decline  since 
December  2004,  with  the  exception  of  the 
quarter  ending  Sept.  24,  2005.  Profits  have  been 
strong,  but  the  cash  generated  from  those 
profits  has  been  weak.  One  reason  for  that:  For 
the  six  months  ending  Apr.  1,  2006,  the  latest 
for  which  this  data  is  available,  unsecured 
receivables  owed  to  Apple  by  its  manufacturers 
shot  up  by  $706  million.     —Michael  K.  Ozanian 


Source:  Reuters  Fundamentals 
via  FactSet  Research  Systems. 


ADVERTISING 


Huckster,  M.D. 

Using  celebrities  to  sell  drugs  isn't  good  enough 
anymore.  You  need  a  celebrity  with  a  professional 
degree  |  By  Amanda  Schupak 


ENDORSEMENTS  FROM  FOOTBALL 
players  and  TV  hunks  are  common 
go-tos  for  the  drug  industry,  which 
spent  $4.2  billion  last  year  hawking  pills  and 
patches  to  consumers.  But  really,  what  does 
Bob  Dole  know  about  medicine?  So  leave 
it  to  Pfizer  to  find  where  science  and  hype 
intersect:  celebrity  doctors.  The  company 
has  spent  $55  million  so  far  this  year  on  a 
campaign  featuring  Dr.  Robert  Jarvik,  the 
inventor  of  the  artificial  heart,  to  push  its 
$12  billion  cholesterol  drug,  Lipitor. 
Whether  rowing  a  kayak  across  a  serene 
lake,  or  reverently  proclaiming,  "The  heart 
is  amazing"  (he  should  know),  Jarvik 
doesn't  need  a  lab  coat  to  tell  consumers, 
"Trust  me;  I'm  a  doctor." 


This  spring  Pfizer  also  introduced  ads 
about  erectile  dysfunction  with  Dr.  Drew 
Pinsky,  known  simply  as  "Dr.  Drew"  from 
his  days  dispensing  sex  advice  on  the 
radio  and  on  MTV.  Pfizer  says  ads  like 
these  (which  run  on  TV,  on  the  Web  and 


in  magazines,  including  FORBES)  "provide 
consumers  with  useful  and  understand- 
able information." 

The  phenomenon  has  given  rise  to 
predictable  scolding.  "The  danger  of 
celebrity  physician  ads  is  that  it  creates  a 
physician  figure  that  is  in  competition 
with  my  physician,"  says  Northwestern 
University  medical  ethicist  Katie  L.  Wat- 
son. "If  I  see  a  lady  [in  a  drug  ad]  frolick- 
ing in  a  field  of  flowers  and  my  physician 
says  drug  X  isn't  right  for  you,  most  peo- 
ple will  say,  'Well,  my  physician  knows 
more  than  that  lady  frolicking  in  the  flow- 
ers' When  it's  Dr.  Jarvik,  suddenly  it's  a  lit- 
tle more  confusing.  Who  am  I  supposed 
to  believe?" 

The  patient  is  supposed  to  believe  his 
own  doctor,  of  course.  Unless,  that  is,  the 
doc's  views  are  tainted  by  free  drug  sam- 
ples or  some  other  kind  of  baksheesh.  But 
that's  another  story.  F 

Trust  me:  Robert  Jarvik,  artificial  heart 
inventor  and  adman. 
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RESEARCH 


rISA  COMMERCIAL  SOLUTIONS.  You're  always  looking  for  new  ideas.  Visa  gives  you  access  to  the  most  recent 
ata,  industry  case  studies  and  white  papers  with  information  on  best  practices.  So  you  can  implement  even  better 
nes.  Learn  more  at  visa.com/commercial  or  contact  your  commercial  banker. 
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Protecting  Our 
Golf  Courses 


■  (5  easy  for  the  government  to  spend  money  on  antiterrorism 
W  measures.  But  how  much  of  it  is  worthwhile?  Ohio  State 
I  University  political  science  professor  JOHN  MUELLER  argues 
that  many  of  these  measures  are  little  more  than  a  waste  of  taxpayer 
dollars.  Author  of  Overblown:  How  Politicians  and  the  Terrorism 
Industry  Inflate  National  Security  Threats,  and  Why  We  Believe 
Them  (Free  Press,  $25),  he  spoke  to  FORBES.         —Susan  Adams 


FORBES:  Surely  the  govern- 
ment does  an  analysis  of  the 
risk  versus  the  cost  before  it 
allocates  money  for  antiter- 
rorism programs. 
MUELLER:  Not  true.  A  tally  of 
potential  terrorist  targets  in 
the  U.S.  by  the  Department  of 


Homeland  Security  has  now 
soared  to  80,000.  Although  the 
list  has  remained  secret — we 
wouldn't  want  to  put  ideas  into 
the  head  of  your  average 
diabolical  terrorist,  after  all — 
there  have  been  a  number  of 
leaks  indicating  that  miniature 


golf  courses  are  considered 
targets,  as  is  Weeki  Wachee 
Springs,  a  roadside  water  park 
in  Florida. 

We  gather  this  isn't  limited  to 
Homeland  Security. 

The  U.S.  Post  Office  is 
shelling  out  $5  billion  for  new 
security  measures  as  a 
response  to  letters  containing 
anthrax  sent  by  a  mysterious 
terrorist  in  2001.  That  is, 
$1  billion  for  every  fatality 
inflicted  by  the  terrorist. 

Please  tell  us  that  money 
is  being  spent  more 
carefully  in  the  realm  of 
airline  security. 

Each  year  DHS  expends  $4  bil- 
lion on  airline  passenger 
screenings,  over  half  a  billion 
more  on  air  marshals  and  an- 
other $4.7  billion  on  zapping 
a  billion  bags,  even  though  no 
piece  of  checked  luggage  has 
downed  an  American  airliner 
since  1988.  One  economist  cal- 
culates that  requiring  people  to 
spend  an  extra  half  hour  in  air- 
ports costs  the  economy  $15 
billion  per  year. 


What  about  those  airport 
alerts? 

When  an  alleged  plot  to  bomb 
airliners  heading  to  the  U.S. 
from  Britain  was  exposed  last 
summer,  all  American  airports 
were  put  on  orange  alert  even 
though  there  was  no  evidence  of 
danger  within  the  U.S.  Orange 
alert  policing  costs  for  the  Los 
Angeles  airport  come  to 
$  100,000  per  day,  and  there  are 
5,000  airports  in  the  U.S.,  quite 
a  few  of  them  in  the  LAX  league. 

Can't  the  argument  be  made 
that  if  these  precautions 
thwart  another  Sept.  11 -style 
attack,  they're  worth  the 
money? 

The  chance  of  a  repeat  of  Sept. 
1 1  is  virtually  nonexistent.  Crew 
and  passengers  will  now  fight, 
as  seen  with  the  fourth  plane. 
Yet  there  are  now  thousands  of 
bored,  seat-occupying  air  mar- 
shals flying  on  U.S.  airliners. 
Their  most  publicized  achieve- 
ment thus  far:  killing  an  appar- 
ently deranged  and  menacing, 
but  innocent  and  unarmed,  pas- 
senger during  a  Florida  airport 
altercation  in  2005.  F 


HEALTH  CARE 

Only  Suckers  Pay  Retail 

How  to  chop  hundreds  of  dollars  off  your 
medical  bills  By  David  Whelan 

THE  COST  OF  A  MEDICAL  PROCEDURE  IS  USUALLY  A  MYSTERY 
until  the  bill  comes.  That's  when  you  really  get  sick.  Craig  Conn,  a 
software  consultant  in  St.  Charles,  111.,  recently  got  an  invoice  for 
his  wife's  surgery,  including  a  $3,390  facility  charge.  Conn  is  especially 
attuned  to  his  medical  bills  because  his  insurance  from  Blue  Cross  Blue 
Shield  of  Illinois  has  a  very  high  $5,000  deductible.  Even  though  Blue 
Cross  negotiated  a  lower  facility  charge  of  $1,290,  Conn  still  thought  it 
was  too  high. 

So  he  turned  to  a  company  called  My  Medical  Control.  A  negotiator 
at  the  Louisville,  Ky.  firm  compared  what  Conn  had  been  charged  with 
the  lowest  rates  in  the  Chicago  area.  Then  the  negotiator  called  the  hos- 
pital with  an  offer:  Charge  my  clients  credit  card  for  $962  now  and  get 


Timothy 
Cahill's  firm 
makes  an 
offer  that 
hospitals 
can't  refuse. 
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YOUR  LEGACY 


He's  got  your  laugh.  And  your  love  of  ice  cream.  So  why  not  make  sure  he  gets  everything  else  you  want  him  to  have? 
With  more  than  100  years  of  experience  in  the  personal  trust  business,  Northern  Trust  offers  a  breadth  and  depth  of 
knowledge  few  can  match.  You'll  find  our  expertise  second  to  none  when  it  comes  to  philanthropy,  asset  management 
and  sophisticated  wealth  transfer  strategies.  It's  your  legacy,  and  whether  it  lives  on  through  your  family,  community  or  favorite 
cause,  Northern  Trust  will  work  as  hard  to  preserve  it  as  you  did  to  create  it.  For  more  information,  call  800-468-2352 
or  visit  northerntrust.com. 


Northern  Trust 
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your  money  within  48  hours.  Or,  and 
this  was  left  unsaid,  keep  sending  him 
reminders  and  hope  to  get  paid  some- 
day, fingers  crossed.  The  hospital 
agreed.  My  Medical  Control  pocketed 
35%  of  the  savings,  or  $115,  and  Conn 
was  delighted  to  save  $213. 

Timothy  Cahill,  My  Medical  Con- 
trol's founder,  is  the  first  to  admit  his 
two-year-old  business  takes  advantage 
of  what  might  be  charitably  called  a 
screwy  medical  economy.  Three  mil- 
lion U.S.  employees  have  now  been 
shifted  to  high-deductible  plans,  often 
saving  their  employers  on  premiums, 
but  patients  who  now  bear  more  cost 
still  don't  get  enough  information 
about  what  they  should  be  paying  for 
services  and  procedures. 

So  a  lot  of  the  time  they  don't  pay. 
Last  year  the  cost  of  uncompensated 
care  reached  $29  billion,  up  from  $22 
billion  in  2000.  That  shows  up  on  the 
big  hospital  chains'  profit-and-loss 
statements,  where  bad  debt  levels 
have  almost  doubled  to  10%  of  rev- 
enue since  2000.  Cahill's  last  two 
companies  were  a  lot  like  My  Medical 
Control:  One  helped  health  insurers 
get  money  out  of  hospitals  and  doc- 
tors, the  other  helped  hospitals  col- 
lect from  car  insurers.  "What  we've 
done,"  says  Cahill,  "is  put  ourselves  in 
the  middle." 

My  Medical  Control  has  six  nego- 
tiators who  run  bills  through  a  database 
that  analyzes  the  12,000  commonly 
used  medical  codes  and  checks  them 
against  a  wide  range  of  reimbursement 
policies  in  200  metropolitan  areas.  If  a 
customer  is  not  getting  the  lowest  rate, 
the  negotiator  calls  the  hospital  or 
doctor's  office  and  uses  that  rate  to 
make  a  lowball  offer.  The  average  bill 
received  is  $1,000,  and  Cahill  typically 
gets  clients  a  22%  haircut.  The  largest 
bill  ever  was  $62,000,  which  Cahill's 
company  cut  in  half.  Half  of  hospitals 
agree  to  the  offer,  nine  in  ten  doctor's 
offices  go  for  it.  Cahill  acknowledges 
that  a  smart  patient  could  chisel  down 
a  bill  without  his  help,  but  then  you'd 
have  to  see  a  doctor  for  the  migraine 
you'd  get.  F 


PRIVATE  WEALTH 


China's  Richest 

LIFE  IS  STILL  BETTER  FOR  CHINA'S  RICHEST.  AT  LEAST,  IF  YOU  COUNT  ONLY  THE  MONEfj 
not  the  unwanted  attention.  This  year's  net  worth  figures  were  propped  up  with  sev- 
eral new  stock  market  listings.  The  country's  richest  man  is  electronics  retailer  Wong 
Kwong  Yu,  who  runs  Gome  Appliances.  Alas,  visibility  carries  risks;  at  press  time  a  Beijing 
newspaper  reported  that  he  was  under  investigation  for  illegally  obtaining  loans  a  decade 
ago.  (The  company  denies  there's  an  investigation.)  The  richest  woman  is  Yan  Cheung,  who 
became  a  billionaire  when  her  corrugated-paper  maker  was  listed  in  Hong  Kong.  Here  are 
the  top  ten  richest.  For  the  full  list  see  www.forbes.com/lists.  —Russell  Flannery 


1 .  WONG  KWONG  YU  $2.3  billion/Beijing/37 

Wong's  fortune  has  almost  doubled  in  the  past  year  as  Chinese  consumers 
flock  to  his  Gome  Appliances,  China's  largest  electrical  goods  chain.  Great 
timing  on  personal  sales  of  Gome  stock. 

2.  XU  RONGMAO  $2.1  billion/Hong  Kong/56 

The  Fujian-born  property  developer  listed  his  main  China  business  in 
Hong  Kong  in  2006.  The  company  is  also  moving  more  into  resort  and 
hotel  investments. 

3.  LARRY  RONG  ZHIJIAN  $2  billion/Hong  Kong/64 

Last  year's  No.  1  richest,  Rong  has  been  shifting  focus  of  Citic  Pacific  to 
China  from  Hong  Kong,  selling  off  stakes  in  a  Hong  Kong  shopping  mall 
and  in  Dragon  Airlines. 

4.  ZHU  MENGYI  $1.9  billion/Guangzhou/47 

The  former  government  bureaucrat  has  turned  Hopson  into  a  national 
real  estate  brand,  with  successful  projects  in  Beijing,  Shanghai  and 
Tianjin.  Also  involved  in  family  contracting  business. 

5.  YAN  CHEUNG  $1.5  billion/Hong  Kong/49 

China's  richest  woman.  With  her  Brazilian-citizen  husband  and 

brother,  she  runs  Nine  Dragons,  one  of  the  world's  largest  manufacturers 

of  cardboard. 

6.  ZHANG  LI  $1.45  billion/Guangzhou/52 

Zhang  founded  a  property  company  in  Hong  Kong  with  a  partner 
after  starting  his  career  as  a  hotel  industry  executive.  Shares  of  flagship 
R&F  trade  in  Hong  Kong. 

7.  SHI  ZHENGRONG  $1.43  billion/Wuxi/43 

Shi's  Nasdaq-listed  Suntech  makes  solar  panels.  Thus  might  China  become 
more  technologically  advanced  and  reduce  its  dependence  on 
imported  oil. 

8.  LIU  YONGXING  $1.16  billion/Shanghai/58 

Liu  and  his  family  made  an  early  fortune  in  animal  feed.  His  East 
Hope  Group  is  focusing  more  recently  on  aluminum  but  is  looking  to 
expand  feed  business  throughout  Asia. 

9.  GUO  GUANGCHANG  $1.15  billion/Shanghai/39 

Guo  and  three  buddies  founded  Fosun  Group,  now  one  of  China's  largest 
nongovernment-owned  conglomerates;  interests  in  steel,  property,  retail- 
ing and  real  estate. 

1 0.  LU  GUANQIU  $1.14  billion/Hangzhou/61 

Lu  built  auto  parts  empire  out  of  a  bicycle  repair  shop.  Today  the 
Wanxiang  Group  is  diversified,  with  investments  in  banking  and 
metals. 
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MAKE  YOUR  TAX  BURDEN 
LESS  BURDENSOME. 

Our  tax-free  funds  can  help  you  keep  more  of  what  you  earn. 


|  Franklin  tax-free  income  funds  can  provide  strong 

FRANKLIN 

tax-free    tax  benefits  for  most  investors  in  federal  income  tax 

FUNDS 

I  brackets  of  25%  or  higher.  Designed  to  generate 
monthly  tax-free  income  while  preserving  your  capital,*  they 
can  also  help  smooth  out  the  effects  of  market  volatility  on 
your  investments  as  part  of  a  well  diversified  portfolio. 

With  nearly  30  years'  experience  and  as  the  nation's  largest 
tax-free  fund  manager,"  we're  often  able  to  negotiate  the  purchase 
terms  of  new  bond  issues  to  best  meet  the  needs  of  our  fund 
investors.  For  more  information  see  your  financial  advisor,  call 
1-800-FRANKLIN  or  visit  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVE®  > 


/ou  should  carefully  consider  a  fund's  investment  goals,  risks,  charges  and  expenses  before  investing.  You'll  find  this  and  other  information  in  the  fund's 
vospectus,  which  you  can  obtain  from  your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing. 

3ond  prices  generally  move  in  the  opposite  direction  from  interest  rates.  As  the  prices  of  bonds  in  a  fund  adjust  to  a  rise  in  interest  rates,  the  fund's  share  price  may  decline, 
ffor  investors  subject  to  the  alternative  minimum  tax,  a  small  portion  of  fund  dividends  may  be  taxable.  Distributions  of  capital  gains  are  generally  taxable. 
ftSource:  Strategic  Insight,  7/31/06.  Based  on  long-term  tax-free  income  fund  assets. 
:ranklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 
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Field  of  Screens 

In  a  few  years  NFL  gridirons  will  become  their  own  Jumbotrons. 
"Turf  TV"  might  put  the  plasma  in  the  den  to  shame  By  Monte  Burke 


■  MAGINE  THIS:  YOU  PULL  IN  YOUR 
I  driveway  after  a  long  day  at  the 
I  office,  step  out  of  your  car,  and  sud- 
I  denly  your  lawn,  yes,  your  lawn, 
Hfl  lights  up  with  a  "Welcome  Home, 
Honey!"  Or  how  about  this:  The  military 
has  a  runway  deep  in  enemy  territory  that 
it  wants  to  keep  from  getting  blown  up,  so 
it  changes  the  color  of  the  landing  turf  to 
brown  to  blend  in  with  the  surrounding 


desert.  When  a  plane  comes  in  for  a  land- 
ing, two  strips  of  lights  appear.  After  the 
plane  has  landed,  with  a  push  of  a  button 
the  strip  reverts  to  camouflage  mode. 

Sounds  cool,  right?  This  technology 
will  be  available  soon,  making  its  grand 
entrance  as  a  National  Football  League 
field.  Mark  Nicholls,  the  founder  and 
chief  executive  of  Sportexe,  the  number 
two  maker  of  artificial  turf  in  the  NFL, 


has  patented  the  process  of  "tufting" 
fiber  optics  with  blades  of  plastic  grass. 
"We  will  be  able  to  turn  the  football  field 
into  a  giant  Jumbotron,"  says  Nicholls. 

A  field  can  display  a  huge  American 
flag  during  the  national  anthem.  At  half- 
time  a  sponsor  such  as  Budweiser  could 
cover  the  field  with  its  logo.  During  the 
game,  that  virtual  first-down  marker  you 
see  on  your  TV  could  now  be  on  the  field 


ILLUMINATED  GRASS 


How  It  Works  ► 

A  computer-generated  image  is 
sent  to  circuit-laden  trays  under 
the  field.  The  colored  lights  are 
reflected  upward  through  blades 
of  fake  grass  blended  with  optical 
fibers.  The  result  is  turf  TV. 


rWhat  It  Can  Do 

Stadium  owners  can  turn  a  soccer 
pitch  into  a  football  gridiron, 
instantly.  Repainting  lines  on 
today's  artificial  turf  can  take  2  to 
12  hours.  A  team  owner  can  show 
flags,  logos  and  beer  ads  on  the 
field,  or  flash  the  down  and  dis- 
tance before  the  ball  is  snapped. 


RUBBER  &  SAND 
INFILL 


DRAINAGE 
&  STABILITY 
SYSTEM 


THE  NEW  RANGE  ROVER  FOR  2007    DESIGNED  FOR  THE  EXTRAORDINARY  i 


 __ 


tself  before  the  ball  is  snapped.  And 
because  sensors  beneath  the  fibers  can 
sense  when  any  given  blade's  light  is 
sbscured,  referees  can  track  the  footsteps 
}f  a  player  to  determine  if  he  was  in- 
)ounds  or  not.  Stadium  owners  would 
welcome  the  technology  as  well,  as  it 
vould  help  them  get  more  use  out  of  the 
leld:  A  few  mouse  clicks  is  all  it  takes  to 
:hange  the  field  from  a  gridiron  to  a  soc- 
:er  pitch.  Compare  that  to  the  2.5-hour, 
^650  process  of  cleaning  and  repainting 
ines  on  todays  artificial  fields. 

Sportexe's  interactive  field  is  merely 
he  latest  salvo  in  the  escalating  artificial 
urf  wars.  AstroTurf,  that  pale  green,  post- 
nodern  creation  of  the  1960s,  loathed  by 
layers  and  TV- viewers  alike,  is  gone  from 
<S¥L  stadiums.  It's  been  replaced  by  what's 
cnown  as  "in-fill"  turf  systems,  which 
:over  a  football  field  with  50  million  to  70 
nillion  2.5-inch-tall  blades  of  "grass" 
nade  from  polyethylene,  cushioned  by  a 
nixture  of  rubber  pellets  and  silica  that 
icts  as  the  dirt.  The  in-fill  fields  look  and 
eel  more  like  natural  grass;  one  company 
:ven  supplies  a  spray  that  smells  like 
reshly  mowed  grass. 

The  new  fields  claim  to  be  softer  and 
nore  forgiving  than  AstroTurf,  which  was 
i  nylon  rug  laid  over  a  shock-absorbing 
>ad  and  concrete.  The  players  like  them 
>etter,  too.  But  James  Bradley,  the  Pitts- 
>urgh  Steelers'  chief  physician,  says  not 
:nough  research  has  been  done  on  the 
lew  fields  to  validate  a  safety  advantage. 
I'd  still  prefer  to  see  every  game  played  on 
;rass,"  he  says. 

The  in-fill  system  was  patented  in 
.981  by  a  former  professional  golfer 
lamed  Frederick  Haas  to  make  truer  hit- 
ing  surfaces  in  tee  boxes.  Its  potential  for 
ports  fields  was  realized  early  on,  but 
AstroTurf  so  dominated  the  artificial  turf 
narket  that  it  wasn't  until  2002  that  the 
irst  in-fill  field  was  installed  in  the  NFL,  at 
ieattle's  Seahawks  Stadium  (now  called 
}west  Field).  All  12  of  the  31  NFL  stadi- 
lms  with  artificial  turf  now  use  in-fill  sys- 
ems.  In-fill  systems  are  also  found  at 
>aseball  stadiums  and  town  parks,  and 
vere  recently  approved  by  the  Federation 
nternationale  de  Football  Association  for 
Vorld  Cup  soccer  qualifying  matches. 
FieldTurf  in  Montreal  (revenue:  $235 


million),  run  by  a  former  Canadian  Foot- 
ball League  quarterback,  is  the  market 
leader  with  eight  stadiums,  including  Ford 
Field  in  Detroit,  host  of  last  year's  Super 
Bowl,  the  first  ever  played  on  an  in-fill 
surface.  FieldTurf  says  it  has  built  1,900 
sports  fields  and  1 50  fields  in  town  parks. 
The  town  of  Redding,  Calif,  recently  built 
four  in-fill  fields.  Sportexe,  in  Fonthill, 
Ont.  (revenue:  $50  million),  is  the  distant 
number  two,  with  300  fields,  2  of  them  for 
the  NFL. 

But  Sportexe,  40%  owned  by  former 
Baltimore  Ravens  owner  Art  Modell, 
believes  the  future  of  turf  is  interactive. 
Here's  how  its  "turf  TV"  works:  A  com- 
puter sends  an  image  to  the  field,  where  it 
is  distributed  among  1,750  intercon- 
nected square  trays,  7.5  feet  on  a  side,  that 
host  their  own  light  processing  circuitry. 
Thousands  of  blades  of  polyethylene 
grass,  blended  with  optical  fibers,  reflect 
light  upward  from  the  trays.  It's  like  a 
computer  monitor  that  you  can  walk  on. 
A  football  field  would  have  128  million 
pixels,  which  works  out  to  1,280  per 
square  foot.  In  pixels  per  square  foot  it 
can't  hold  a  candle  to  your  television  set; 
in  total  pixels  it's  well  ahead. 

Unlike  your  flat  screen  at  home,  this 
display  is  equipped  to  withstand  the 
impact  of  a  380-pound  lineman.  The 
blades  are  conducting  light,  not  electricity, 
so  athletes  can't  be  electrocuted  on  rainy 
days,  even  if  they're  losing  badly. 

At  $1.5  million,  the  purchase  price  of 
an  interactive  field  will  be  three  times  that 
of  an  unilluminated  in-fill  field  and  eight 
times  that  of  a  natural  grass  field.  But 
Sportexe's  Nicholls  points  out  that  the 
ten-year  maintenance  bill  on  grass  can 
approach  $1  million,  20  times  the  cost  of 
maintaining  an  in-fill  field.  A  stadium 
owner  may  be  able  to  pay  the  mortgage  on 
the  interactive  grass  with  ad  revenue  or 
host  more  events  if  the  field  lines  can  be 
changed  so  easily  and  rapidly. 

Nicholls  says  the  lit-up  fields  are  still 
two  years  away  from  commercialization. 
The  technology,  though,  is  already  being 
employed,  most  notably  on  artificial 
Christmas  trees. 

"The  technology  isn't  really  that  amaz- 
ing," he  says.  "It's  just  that  no  one's  done  it 
on  a  field  yet."  F 
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Art  manifests  itself  at  the  intersection 

of  design  and  inspiration.  Introducing 
the  new  Range  Rover  for  2007.  Meticulous 
refinement  takes  the  interior  to  an 
unprecedented  level  of  sophistication. 

The  addition  of  Land  Rover's  highly 
acclaimed  Terrain  Response™  system 
further  enhances  the  Range  Rover's 
legendary  off-road  capabilities. 
Appreciate  all  that  the  new  Range  Rover 
has  to  offer  at  landroverusa.com. 


MIDCAP  STOCKS 


Play  the  Asian  Boom 

Prosperity  in  India  and  China  will  bring  riches  to 
U.S.  technology  companies  with  an  export 
bent  By  Andrew  T.  Gillies 


BAD  NEWS  FOR  INVESTORS,  AT  LEAST 
for  certain  ones:  The  dollar  will  col- 
lapse against  Asian  currencies  over 
the  next  two  decades.  Good  news:  China 
and  India  will  evolve  from  devourers  of 


basic  materials  into  full-blown  consumer 
economies,  creating  demand  for  U.S. 
exporters. 

These  are  two  of  the  premises  behind 
stock  picks  from  Stephen  Fan,  a  money 
manager  in  Mountain  View,  Calif,  with  a 
fondness  for  midcap  technology  stocks. 
One  in  his  portfolio  is  MEMC  Electronic 
Materials,  a  St.  Peters,  Mo.  firm  (once  part 
of  Monsanto)  that  makes  silicon  wafers  for 
the  semiconductor  industry.  Last  year 
sales  outside  the  U.S.  accounted  for  two- 
thirds  of  MEMCs  $1.1  billion  in  revenues, 
with  the  bulk  going  to  customers  in  Japan, 
Taiwan  and  South  Korea.  If  Asia  rockets 
as  Fan  expects,  MEMC  will  likely  go  along 
for  the  ride.  With  shares  at  $35,  MEMC 
goes  for  5  times  expected  2006  sales  and 
18  times  expected  earnings. 

Fan,  53,  is  a  Taiwan  native  and  the 
author  of  a  Stanford  Ph.D.  thesis  on 
international  finance.  For  a  big  believer 
in  Asian  growth,  he  is  surprisingly  san- 
guine about  U.S.  prospects.  Think  of  the 


Sustainable  Earnings  in  Midcap  Tech 


These  technology  stocks,  all  valued  between  $1  billion  and  $15  billion,  survived  the 
dozens  of  bottom-up  and  top-down  screens  developed  by  Stephen  Fan. 


ESTIMATED 

MARKET 

COMPANY 

RECENT 
PRICE 

EPS 
GROWTH1 

P/E2 

VALUE 
(SMIL) 

ALLIANCE  DATA  SYSTEMS 

$60.27 

18% 

18 

$4,828 

AMPHENOL 

65.32 

17 

20 

5,837 

COGNIZANT  TECHNOLOGY  SOLUTIONS 

74.51 

34 

43 

10,499 

LAM  RESEARCH 

48.48 

17 

11 

6,908 

MEMC  ELECTRONIC  MATERIALS 

35.28 

19 

15 

7,834 

MOLEX 

34.09 

15 

19 

6,265 

QLOGIC 

20.16 

15 

20 

3,212 

SALESFORCE.COM 

38.00 

48 

NM 

4,267 

SANDISK 

47.21 

18 

18 

9,251 

Prices  as  of  Nov.  1.  'Annualized,  next  three  to  five  years.  Earnings  forecast  for  next  12  months. 
NM:  Not  meaningful.  Sources.  FT  Interactive  Data,  Reuters  Fundamentals  and  Thomson  IBES  via 

FactSet  Research  Systems. 
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post-World  War  II  golden  years, 
only  this  time  powered  by  three  big 
economies  instead  of  just  one.  Says 
he:  "I  wouldn't  be  surprised,  five  or 
ten  years  from  now,  to  see  [real] 
U.S.  GDP  growth  averaging  5?/o."  as 
U.S.  companies  satisfy  Chinese  and 
Indian  demand  for  all  manner  of 
goods,  especially  technological 
ones.  Companies  with  midsize  capital- 
izations, which  he  defines  as  those 
between  $1  billion  and  $15  billion,  make 
up  $110  million  of  Fan  Asset  Manage- 
ment's $180  million  institutional  portfo- 
lio. Fan  claims  a  9%  compound  annual 
return  on  his  midcap  portfolio  since  its 
inception  in  January  2002,  versus  8%  for 
the  Russell  Midcap  Growth  Index. 

Fan,  who  travels  to  Asia  at  least  once  a 
year,  also  likes  the  outlook  for  MEMCs 
product  mix.  Beyond  the  microprocessor 
market,  the  company  is  expanding  polysil- 
icon  production  to  make  wafers  for  solar 
panels.  Between  that  and  the  Asian  pres- 
ence, says  Fan,  MEMC  should  produce! 
outsize  earnings  in  the  coming  years. 

Fan  starts  quantitatively,  running  6001 
companies  through  12  to  15  financial) 
screens  for  such  factors  as  revenue 
growth,  profit  margin  and  debt/equity 
ratio.  He  also  wants  to  see  that  analystsi 
reporting  to  Thomson  IBES  have  revisedl 
their  profit  forecasts  for  a  target  company 
upward  and  that  reported  profits  come] 
in  close  both  to  consensus  forecasts  and 
to  projections  from  the  company.  Next,! 
he  selects  companies  likely  to  benefit  fromi 
such  trends  as  the  retirement  of  baby 
boomers,  the  growth  of  consumerism  in 
Asia  and  the  exit  of  foreign  .capital  froml 
U.S.  markets.  Yum  Brands,  for  example, 
may  do  well  as  Asian  savers  cash  in  their 
Treasury  bills.  Its  KFC  chain,  already  thei 
largest  in  China,  is  opening  a  new  store| 
there  every  day. 

Another  Fan  pick  is  SanDisk,  whichi 
makes  flash  storage  for  digital  camerasi 
and  mobile  phones.  It's  a  pricey  stock,  atl 
20  times  projected  2006  earnings  (albeitl 
only  17  times  the  2007  projection),  but  ai 
winner  if  Fan  is  right  that  hundreds  of| 
millions  of  newly  prosperous  Chinese 
and  Indians  will  clamor  for  handheld! 
electronic  toys.  F 

See  Forbes.com/midcaps  for  our  list  of  the  100  Best  Midcap  Stocks  in  America. 
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With  modular  solutions  that  let  you  buy  only  the  software  you  need  now, 
is  for  great  companies,  not  just  great  big  companies. 

In  fact,  more  than  65%  of  SAP  customers  are  small  and  midsize  businesses!" 
n  more  at  sap.com/midsize. 

THE  BEST-RUN  BUSINESSES  RUN  SAP" 


"Among  Dim  (  Srodsbeel.  Inc.  listed  companies  with  employee  number  information.  Small  8nd  midsize  businesses  are  definf 
All-in-One  and  SAP*  Business  One  solutions  sold  through  resellers.  ©  2006  SAP  AG  SAP  and  the  SAP  logo  are  trodei 


Santa,  Where's  Your 
Sleigh? 

It's  a  mad  dash  to  get  the  latest  videogame  consoles 
across  the  Pacific  |  By  Tim  Kelly 


SONY'S  NEW  PLAYSTATION  3 
game  console  hits  U.S  stores 
Nov.  17.  It  will  have  breathtak- 
ing graphics  and  a  price  to 
match:  $500,  and  that's  for  the 
cheaper  of  the  two  models  debuting.  Two 
days  later  Nintendo  will  roll  out  its  rival 
product,  the  Wii.  It  doesn't  have  the  sleek 
graphics  of  the  Sony,  but  it  has  a  fun  con- 
troller and  is  less  than  half  the  price. 

The  prospect  of  two  new  advanced 
consoles  from  the  Japanese  giants  has 
videogamers  twitching  their  thumbs,  but 
the  odds  are  slim  they'll  find  one  right 
away.  Sony  has  promised  to  deliver  only 
400,000  consoles  to  the  U.S.  by  the  launch 
date,  with  another  600,000  to  come  by  the 
end  of  the  year.  Nintendo  is  favoring  the 
U.S.  market  a  bit  more,  promising  Amer- 
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ican  consumers  they  will  get  the  bulk  of 
the  4  million  units  Nintendo  plans  to  sell 
worldwide  by  Dec.  31. 

But  the  real  game  has  already  begun 
on  the  sprawling  piers  of  southern  China's 
ports,  such  as  the  one  in  Shenzhen.  Huge 
container  vessels  load  up  there  with  Chi- 
nese-made electronic  goods  for  the  ten- 
day  voyage  to  Los  Angeles,  Seattle  and 
San  Diego. 

The  headache  for  Sony  and  Nintendo 
will  be  finding  enough  space  on  those  ves- 
sels. "During  the  days  leading  up  to 
Thanksgiving  demand  surges  and  holds 
are  full,"  says  Atsushi  Matsumoto,  an  offi- 
cial at  Nippon  Yusen,  Japan's  biggest  oper- 
ator of  container  vessels. 

From  early  July  to  the  end  of  Novem- 
ber vessel  utilization  can  reach  100%,  says 


Robert  F.  Sappio,  a  senior  vice  president 
in  charge  of  transpacific  freight  at  Nep- 
tune Orient  Lines,  the  world's  eighth- 
largest  container  ship  operator.  "It  can  be  j 
tough  for  shippers  to  get  all  the  space  they 
want  exactly  when  they  want  it,"  Sappio 
says.  There  is  also  a  risk  of  delays  at  U.S. 
ports,  he  notes,  because  of  bottlenecks  at) 
the  interchange  between  ports  and  the 
railroad. 

It  should  have  been  easier  for  Sony. 
Had  it  kept  to  a  planned  launch  date  ear- 
lier this  year  for  the  function-laden  PS3, 
it  could  have  had  a  head  start  on  Nin-  J 
tendo's  peppy  alternative,  and  it  would 
have  avoided  the  Christmas  freight  rush. 
But  in  September  Sony  confessed  it 
couldn't  get  its  hands  on  enough  blue- 
laser  diodes  for  the  console's  high-capac- 
ity Blu-ray  disc  player,  forcing  it  to  scale 
back  production  and  halve  its  U.S.  deliv- 
ery target  for  the  remainder  of  the  year  to| 
1  million  units. 

Even  that  stunted  shipment  schedule! 
leaves  the  Japanese  consumer  electronics; 
giant  needing  perhaps  500  standard  20- 
foot  containers  to  get  its  consoles  acrossi 
the  Pacific  before  Christmas,  assuming 
the  PS3  is  packed  in  the  same  way  as  the:  [ 
PlayStation  2.  If  that  many  are  not  avail- 
able, Sony  could  opt  for  air  freight- 
quicker  but  a  lot  more  expensive.  Sixty 
Boeing  747  cargo  jets  would  probably  do 
the  job.  Both  Sony  and  Nintendo  are) 
tight-lipped  about  their  shipping  plans. 

If  ship  holds  are  too  full  or  the  boatsi 
are  too  slow  and  Sony  can't  get  its  hands 
on  enough  747s,  it  can  always  call  on  the 
Russians.  Volga  Dnepr,  a  Moscow  air| 
charter  service  with  a  fleet  of  giant 
Antonov  124  jets,  has  helped  Sony  out) 
of  tight  spots  twice  before.  In  2000  the 
Russian  cargo  jets,  dubbed  the  Ruslan, 
after  a  mythical  warrior  who  battled  wiz- 
ards and  saved  Kiev  from  an  invading 
horde,  ferried  PlayStation  2  consoles  to  | 
fill  a  gap  in  supplies  to  Europe  and  last 
year  pitched  in  during  the  Christmas 
rush.  For  the  time  being,  at  least,  Sony 
seems  to  be  keeping  that  option  in  its 
pocket.  "We  still  haven't  received  a  call 
from  Sony,"  says  Shinichi  Omaru,  an 
agent  in  Japan  for  the  Russian  cargo  jet 
company.  F 
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The  Irish  mind. 

The  unique  resource  you'll  need  to  bring  your 
knowledge-based  business  to  peak  performance. 

The  Irish.  Creative,  imaginative.  And  flexible.  Agile  minds  with  a  unique  capacity  to  initiate,  and  innovate, 
hout  being  directed.  Always  thinking  on  their  feet.  Adapting  and  improving.  Generating  new  knowledge  and 
n  ideas.  Working  together  to  find  new  ways  of  getting  things  done.  Better  and  faster. 

This  flexible  attitude  pervades  the  ecosystem.  Nowhere  else  will  you  find  such  close,  frequently 
Drmal,  links  between  enterprise,  education  and  research  facilities  and  a  pro-business  Government.  Connected 
a  dynamic  information  infrastructure.  In  Ireland,  everything  works  together. 

with  its  innate  knowledge  and  flexibility,  the  Irish  mind  can  be  the  pathway  to  profit  for  your  business, 
learn  more,  contact  the  Irish  Government's  inward  investment  agency,  IDA  Ireland,  345  Park  Avenue, 
w  York  on  212  750  4300,  e-mail  idaireland@ida.ie  or  log  on  to  www.idaireland.com 
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Books:  Paper 
Or  Plastic? 


WHEN  IT  COMES  TO  PORTABLE  ENTERTAIN- 
ment,  listeners  can  choose  among  radios, 
Walkmans  and  iPods.  Viewers  put  up  with  less 
successful  options  like  the  Watchman  and  dig- 
ital portables  with  short-lived  batteries.  And 
readers?  They  make  do  with  a  bulky  analog  thing  called  a  "book." 

The  new  Sony  Reader  aims  to  change  that.  The  $350  device 
looks  like  a  slim  paperback  and  weighs  less  than  1 1  ounces, 
including  a  removable  2-ounce  leather  portfolio.  The  screen  uses 
a  new  technology  called  E  Ink  designed  to  mimic  paper,  start  up 
where  you  left  off,  and  sip  so  little  power  that  the  battery  can  last 
thousands  of  pages  on  a  single  charge.  But  though  the  Reader  is  an 
intriguing  design,  it  won't  put  paper  out  of  business  just  yet. 

Start  with  the  screen.  One  way  it  saves  power  is  by 
omitting  a  backlight.  Instead,  each  pixel  is  a  pigment-filled 


rs  Reader 
can  put  dozens 
of  volumes  at 
your  fingertips. 


microcapsule  that  can  turn  white,  black  or  two  shades  of  gray 
thanks  to  electronics — and  maintain  its  state  without  requiring 
further  power.  Unfortunately,  the  white  is  nowhere  near  as  bright 
as  most  paper,  reducing  contrast  and  readability— particularly 
in  dim  venues  like  that  airplane  seat  beneath  the  perennially 
misaimed  light.  And  since  the  screen  isn't  as  big  as  even  a  mass- 
market  paperback  page,  you  get  less  text  at  once. 

Worse,  this  is  the  most  lethargic  electronic  device  in  recent 
memory,  so  unresponsive  that  you  often  end  up  turning  it  off  right 
after  you  turn  it  on  because  nothing  has  seemed  to  happen.  Just 
turning  a  page  can  take  several  seconds,  making  you  wonder 
whether  you  really  did  press  the  button.  With  every  page  you  turn, 
the  screen  annoyingly  blinks  black  before  recovering.  And  at  one  | 
point  the  unit  took  several  minutes  to  restart  even  after  1  repeatedly 

pressed  the  reset  button. 

Sony's  Reader      You  can  chan§e  the  disPlay 

from  vertical  to  horizontal  and, 
if  the  content  permits,  adjust  the 
size  of  type.  You  can  bookmark 
pages  to  return  to  them  quickly, 
but  there's  no  way  to  search  for 
words  within  the  text,  particu- 
larly galling  when  you  discover  books  with  indexes  that  don't 
work.  Also  missing:  an  internal  dictionary,  something  offered  in 
primitive  e-readers  available  at  the  turn  of  the  century. 

Downloads  from  Sony's  online  bookstore  are  fast.  Prices  are 
generally  lower  than  for  paper  editions — sometimes  by  several 
dollars,  sometimes  by  a  few  cents — and  you  get  $50  of  content 
free.  Though  the  store  claims  10,000  titles,  the  selection  seems 
skimpy,  the  site  unfinished.  Using  the  Reader  for  several  travel 
titles  might  be  a  weight-saving  boon,  but  the  store's  Europe  Travel 
category  displays  only  seven  tides,  two  by  Charles  Dickens.  You 
can  authorize  up  to  six  devices,  including  PCs,  for  each  book,  but 
you  have  to  use  Sony's  Connect  software  to  read  it. 

The  Reader  can  display  text,  PDF  and  RTF  files.  But  a  PDF  of! 
Hamlet  I  downloaded  from  Project  Gutenberg,  though  eminendy 
readable  on  a  computer  screen,  was  painfully  gray-on-gray  on  the 
Reader's,  and  line  formatting  in  a  text-file  version  of  Huckleberry 
Finn  made  for  awkward  breaks  on  the  Reader's  display.  Legally] 
free  books  will  probably  not  drive  this  unit's  acceptance  the  waw 
free  pirated  music  propelled  the  iPod. 

The  Reader  can  play  music  in  MP3  or  AAC  formats— but  notl 
if  you've  bought  it  from  a  site  like  iTunes  that  protects  its  titles.l 
The  music  software  can  play  while  you  read,  but  the  Reader  lack; 
a  speaker,  so  you  must  bring  your  own  headphones. 

Bring  your  own  memory  card,  too,  SD  or  Memory  Stick,, 
because  there  are  only  64  megabytes  in  the  case.  That's  enough) 
for  several  dozen  books,  but  not  much  for  music.  Or  for  photosj 
which  the  Reader  can  also  display — slowly,  monochromatically. 

Sometimes  analog  is  better.  For  now  the  iPod  of  the  literary  world! 
remains  a  philosophical  construct,  not  an  electronic  one.  F1 
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isiness  Notebook 


jrring  at  only  4.6  lbs. 

i?grated  Biometric  Fingerprint  reader 

| Mobile  Data  Protection  System  3D 

tbedded  TPM  Security  Chip 

grade  to  an  Ultra  Capacity  Battery 
Id  get  up  to  16  hrs  total  battery  life* 


Notebook  meets  Network. 
Business  meets  Expectations. 

Meet  the  HP  Compaq  nc6400  Business  Notebook  with 
Verizon  Wireless  BroadbandAccess  Built-in.  Get  up  to 
1 6  hours  of  total  battery  life*  when  you  add  the  HP  Ultra 
Capacity  Battery  Get  easy  built-in  access  to  America's 
most  reliable  wireless  broadband  network.  No  more 
searching  for  Wi-Fi  hotspots.  Just  sleek  design,  secure 
connections  and  true  mobility  for  the  truly  wireless  workforce. 


Purchase  an  HP  nc6400  Business  Notebook 
with  BroadbandAccess  Built-in  and  get  a 
FREE  3-day  trial  of  BroadbandAccess. 
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NEW  PRODUCTS 


Inside 


InventionLani 

George  Davison  peddles  hope  to  inventors  who  are  down  on  their 


FROM  THE  OUTSIDE  THE  HEADQUARTERS  OF  DAVISON 
Design  &  Development  looks  like  most  other  ware- 
houses in  northern  Pittsburgh.  Follow  founder  George 
Davison  III  inside,  though,  and,  as  he  pushes  a  button,  a 
bookshelf  in  a  large  showroom  slides  open  to  reveal  not 
a  Bat  Cave,  but  60,000  square  feet  of  fantasyland.  There,  230 
employees  work  among  a  casde,  a  pirate  ship  and  a  tree  house,  as 
well  as  other  childlike  sets.  Davison,  trim  and  energetic  at  42,  has 
spent  17  years  building  an  enterprise  that,  in  essence,  peddles 
hope  to  inventors.  For  a  fee,  his  company  will  build  a  prototype 
and  shop  it  around.  If  a  corporation  bites,  Davison  shares  royalties 
with  inventors.  Last  year,  he  says,  his  shop  netted  $2  million  on 
$25  million  in  revenue.  A  sign  above  the  entrance  reads: 
"InventionLand.  Dreams  are  Possible  Here." 

So,  apparently,  are  nightmares.  In  March  a  federal  district 
judge  in  western  Pennsylvania— responding  to  a  1997  suit 


against  the  company  by  the  Federal  Trade  Commission — 
ordered  that  $26  million  be  repaid  to  inventors.  These  victims, 
he  says,  were  misled  by  Davison  Designs  bogus  claims — includ- 
ing false  representations  about  how  selective  the  company  was 
in  choosing  inventions  to  work  with,  making  misleading  prom- 
ises of  close  contact  with  manufacturers  and  a  deceptive  claimi 
that  the  company's  revenue  came  from  sharing  royalties  with 
inventors,  rather  than  from  the  $800  to  $12,000  in  fees  it! 
charged  inventors. 

Davison  Design  appealed  and  in  July  won  a  stay  on  the  fine 
from  the  appeals  court.  The  company  filed  its  brief  with  the 
appellate  court  in  early  October,  but  Davison  says  there  may  be 
a  settlement  hearing.  A  lawyer  for  the  FTC  says  it  will  file  its  brief 
in  November. 

The  way  George  Davison  tells  it,  his  company  gets  some 
55,000  calls  a  month  from  inventors  around  the  U.S.  looking  for 
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nelp  to  turn  their  ideas  into  marketable  products.  Most,  he  says, 
find  him  either  on  the  Web  (via  ads  on  Google)  or  in  the  classi- 
fied sections  of  Popular  Science,  Popular  Mechanics,  American 
Baby  and  Field  &  Stream,  Inventors  pay  $800  to  see  if  their  ideas 
:onflict  with  existing  patents  and  whether  there's  a  potential 
market.  If  an  invention  passes  those  hurdles,  Davison  Design 
:harges  $10,000  or  more  to  create  a  prototype  of  the  product. 

That  takes  time.  To  make  a  gadget  called  the  Can  Pump  N' 
Pour,  a  circular  hard  plastic  ring  with  a  rubber  cover  that  keeps 
:he  fizz  in  opened  soda  cans,  Davison  engineers  went  through  30 
different  versions  with  its  own  moldmaking  machines  before  get- 
:ing  the  shape  right.  For  BikeBoard,  a  cross  between  a  skateboard 

;  he  really  helping?  By  Kerry  A.  Dolan 

in  the  rear)  and  a  bike  (a  tire  in  front),  the  R&D  group  used  a 
)lasma  cutting  machine  on  the  metal,  and  tube-bending  and 
velding  machines  to  fashion  the  curves.  Once  the  prototype  is 
lone,  the  company  searches  for  a  corporate  licensee,  then  keeps 
.0%  to  20%  of  royalties,  if  they  occur.  According  to  Davison,  he 
icenses  a  product  every  three  days,  on  top  of  spitting  out  200 
prototypes  a  month. 

Successes?  In  the  showroom  next  to  InventionLand,  Davison 
hows  off  some  items  that  have  been  licensed.  There's  a  Victori- 
,iox  Swiss  Army  knife  with  a  built-in  warning  whistle;  a  plastic 
vlagna  Jar  with  a  magnet  built  into  the  lid,  for  storing  nails  and 
crews;  and  a  rubber  Oil  Filter  Gripper  that  acts  as  a  potholder 
for  someone  removing  a  hot  filter  from  a  car  engine. 

Not  one  has  been  a  blockbuster,  although  Davison  says 
|iome  Depot  is  doing  a  private-label  version  of  the  Magna  Jar.  By 
aw— the  American  Inventors  Protection  Act  of  1999— the  corn- 


Heck  on  wheels:  Davison  takes  a  spin  on  the  BikeBoard,  one 
inventor's  product  he  has  successfully  brought  to  market. 
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ntaepreni  ui 


Not  white  knights  of  the  round  table  but 
so-called  Inventionmen,  discussing  designs     r  - 
and  building  prototypes  of  inventions. 


pany  Web  site  must  disclose  its  batting 
average.  In  this  case  37,000  or  so  people 
have  contracted  Davison  Designs  services 
in  the  last  five  years;  but  only  eight  of  those 
who  have  signed  up  have  realized  royalties 
exceeding  their  fees  to  Davison.  If  those 
odds  aren't  discouraging  enough,  consider 
this  from  a  document  the  Pennsylvania  fed- 
eral judge  ordered  sent  to  inventors:  As  of 
late  October,  only  0.00 1  %  of  Davison's  rev- 
enue was  derived  from  royalties  paid  on 
licensed  products.  Assuming  the  company 
doesn't  have  trouble  with  decimal  points, 
the  royalty  business  provides  Davison  $250 
a  year  in  sales.  (It's  probably  closer  to 
$25,000.) 

The  $4  Can  Pump  N'  Pour  can  be  had  on  Organize.com  as  well 
as  at  Linens  'n  Things  and  some  grocery  stores.  You  can  buy  the 
BikeBoard  ($70  and  up)  in  sporting  goods  chains  and  FAO  Schwarz. 
But  as  for  getting  rich  quick— or  even  slow?  The  bike's  inventor, 
John  Iavarone,  acknowledges  he  has  made  "some  money,"  but  not 
millions  of  dollars.  "I'm  satisfied,"  he  says.  "Just  to  see  your  product 
on  the  shelves  is  enough."  Iavarone  cut  a  separate  deal  with  a  man- 
ufacturer in  China,  and  is  now  trying  to  sell  his  company. 

Other  Davison  customers  are  far  from  satisfied.  Kam  J. 
Henson,  a  pharmaceutical  salesman  from  Boise,  Idaho,  came  up 
with  the  Shoe- Vine— a  string  of  detachable  shoe  trees  that  can  be 
hung  over  a  door  or  mounted  on  a  closet  wall— and  says  he  paid 
Davison  Design  $8,000  in  2003  to  create  a  prototype.  Davison 
told  him  he  would  target  Richards  Homewares  of  Portland,  Ore., 
which  makes  storage  products.  Henson  claims  he  was  told  not  to 
contact  Richards  directly.  "It  was  a  pretty  good  sales  pitch,"  says 
Henson.  "I  mean,  I'm  in  sales." 

A  Davison  employee  later  told  Henson  that  Richards  wasn't 


interested.  But  he  asked  for  several 
hundred  dollars  more — as  a  "repack- 
aging" fee— to  target  another  manu- 
facturer. Henson  sent  the  money  but 
became  suspicious  when  the  UPS 
tracking  slip  said  the  prototype 
weighed  less  than  one  pound.  He 
didn't  think  the  product  sample 
could  be  so  light.  Henson  ended  up 
calling  Richards  Homewares  and 
talking  to  the  company  president, 
:jgjg|  Robert  Freelander,  who  assured 

n|  him  he  had  never  received  a  proto- 

type. Henson  repeatedly  called 
Davison  Design,  asking  it  to  send 
back  his  prototype,  but  he  says  no 
one  returned  his  calls.  "I  got  totally 
screwed,"  he  says.  After  FORBES 
questioned  Davison  Design  about  it, 
the  company  sent  him  a  prototype 
(it  weighed  more  than  a  pound); 
Henson  says  it  doesn't  work. 

Davison  explains  that  he  never  promises  a 
hit  with  manufacturers:  "We're  going  to  be  in 
the  1%  area"  when  it  comes  to  successful 
inventions,  he  says. 

Mark  Nickerson  isn't  happy,  either.  The 
Garner,  N.C.  owner  of  a  home-improvement 
business  plunked  down  roughly  $9,000  for  a 
prototype  of  his  invention — Color  Link,  a  desk- 
top keyboard  that  illuminates  the  keys  in  four 
different  colors  to  help  folks  learn  to  type.  He 
was  told  the  idea  would  be  pitched  to  Spec 
Research,  a  City  of  Industry,  Calif,  maker  of  PC 
peripherals.  Nickerson  says  that  after  he  gave 
the  go-ahead,  Davison  Design  decided  to  target 
an  outfit  called  Arista  Enterprises,  a  Hauppauge,  N.Y.  maker  of 
audio  products  like  cable  connectors — but  not  keyboards.  Arista 
declined  to  license  Color  Link.  Then,  says  Nickerson,  Davison 
Design  asked  him  for  more  money  to  chase  another  company, 
which  someone  at  Davison  told  him  they  had  targeted  76  times 
with  zero  results.  "No  way,  I'm  not  sending  you  another  dime," 
Nickerson  recalls  telling  the  Davison  employee. 

Nickerson  says  he  called  Arista  and  found  out  his  keyboard  had 
been  sent  in  a  FedEx  box  that  hadn't  been  opened.  "This  guy  Al  at 
Arista  told  me  my  presentation  was  on  a  spreadsheet  with  a  bunch 
of  other  stuff.  I  was  under  the  impression  this  was  going  to  be  han- 
dled with  kid  gloves,"  says  Nickerson,  who  once  entertained  hopes 
that  he  could  make  a  few  million  dollars  off  his  keyboard. 

Plenty  of  other  folks  have  complained  about  the  company  on 
the  Web  site  RipoffReport.com.  George  Davison  insists  he's  trying 
to  resolve  the  problems.  In  a  letter  sent  to  the  site  he  offers  a  full  or 
partial  refund  to  unhappy  clients — if  he  deems  the  complaints  have 
merit.  The  offer  may  make  a  few  people  whole.  But  it  won't  change 
the  long  odds  for  most  would-be  Thomas  Edisons.  F 
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four  total  solution  for  all  your  business  needs  is  closer  than  you  think. 

edEx  Kinko's  Office  and  Print  Center  has  over  1,500  worldwide  locations,  many 
>pen  late.  From  copying  and  printing  to  packing  and  shipping,  FedEx  Kinko's  offers 
)  range  of  solutions  for  all  your  office  needs.  FedEx  Kinko's  helps  save  you  time  and 
noney  so  you  can  focus  on  the  things  that  really  matter  —  like  growing  your  business, 
for  more  information,  go  to  fedexkinkos.com.  Our  office  is  your  office® 


FecQxi  Kinko's . 

Office  and  Print  Center 


■Ml 


Special  Advertising  Section 


SSO  Crossroads  for  the  World 


Malaysia  has  traditionally  been  a  major  international  business  center.  Today  the 
Southeast  Asian  nation  is  a  premier  destination  for  Shared  Services  and  Outsourcing. 


For  centuries,  Malaysia  has  been  one  of  the  worlds  major  trading 
crossroads  for  ethnic  Malays,  Chinese,  Indians,  Europeans  and  Arabs. 
In  the  20th  century,  Malaysia  emerged  as  a  major  manufacturing  cen- 
ter, and  many  world-class  companies  opened  large  plants  throughout 
the  country.  The  dawn  of  the  21st  century  finds  Malaysia  moving  up 
the  value  chain  as  companies  like  DHL,  IBM,  Motorola,  Shell, 
Convergys,  Dell  and  BMW  take  advantage  of  the  country's  central 
location  and  diverse  population  to  outsource  key  services. 

"In  the  service  sector,  we  are  strong  in  high-value  activities,"  says 
Badlisham  Ghazali,  chief  executive  officer  of  Multimedia  Development 
Corporation  (MDeC).  MDeC  manages  the  high-impact  national 
Multimedia  Super  Corridor  (MSC)  Malaysia  project,  which  leverages 
information  and  communications  technology  (ICT)  to  drive  the  coun- 
try's technological  transformation.  "High-value  activities  require  people 
who  have  several  years  of  work  experience  and  specialization  in 
industries  such  as  finance,  energy  and  manufacturing,"  says  Badlisham. 

At  the  core  of  Malaysia's  value  proposition  as  a  Shared  Services  and 
Outsourcing  (SSO)  destination  is  its  young  and  highly  skilled  work- 
force. Its  literacy  rate  is  94%,  and  English,  Malay,  Chinese  and  Tamil 
are  widely  spoken.  Outsourcing  locations  in  Malaysia  can  thus  serve 
key  countries  worldwide.  With  its  array  of  higher  learning  institutions, 
Malaysia's  population  of  researchers  and  engineers  is  expected  to 


increase  fivefold  by  2010.  Many  of  the  50,000  Malaysians  who  stud 
overseas  every  year  return  upon  graduation  to  work  in  their  mothe 
land.  Nearly  a  million  foreign-educated  Malaysians  are  a  part  of  tfl 
workforce  today.  Malaysia's  Third  Industrial  Masterplan,  a  blueprii 
for  the  country's  economic  advancement  between  2006  and  202| 
emphasizes  continued  human  resources  development. 

"There  is  a  big  push  on  the  people  side,"  says  Rob  Cayzer,  MDeC  SS| 
program  director  and  co-chairman  of  Outsourcing  Malaysia  (OM),  s 
association  launched  by  Prime  Minister  Abdullah  Ahmad  Badawi 
May  2006  to  further  grow  the  sector.  "When  the  government  seesi 
knowledge  gap,  it  will  often  create  a  specific  training  program  to  fill  thj 
gap,"  states  Cayzer.  "We  act  like  a  consultant  to  every  company  th 
comes  in,  analyzing  their  business  problems  and  offering  solutions." 

When  companies  consider  outsourcing,  they  ask:  Is  the  workfoH 
competent?  Will  we  be  able  to  reduce  costs?  Is  the  country  stara 
politically  and  conducive  to  business?  Is  the  infrastructure  good 
Cayzer  firmly  believes  that  Malaysia  can  consistently  answer  "Yes.' 

As  it  prepares  to  host  the  high-profile  World  Congress  I 
Information  Technology  2008  (WCIT),  Malaysia  is  increasingly  beiii 
promoted  as  a  preferred  SSO  destination.  This  sunny  country,  with 
pro-business  environment,  skilled  workforce  and  high-quality,  low-coj 
lifestyle,  truly  offers  astute  businesspeople  the  best  of  all  worlds  . 


MDeC  is  the  one-stop  service  agency     Malaysian  Prime  Minister  Abdullah  Ahmad  Badawi  (third  from  right)  launched  Outsourcing 
for  companies  that  locate  operations     Malaysia  at  WCIT  '06  in  Austin,  Texas.  With  the  Prime  Minister  are  MDeC  Chief  Executive 
in  MSC  Malaysia.     Officer  Badlisham  Ghazali  (fourth  from  right)  and  other  Malaysian  WCIT  delegates. 


Dell  has  chosen  Malaysia  as  its 
Business  Center  to  deliver  busine 
tions  and  services  to  clients  worlo 


lernment  Of  Malaysia 


The  Hon.  Dato'  Seri  Abdullah  Ahmad  Badawi 

Prime  Minister  of  Malaysia 


2/T  2008  @  Malaysia:  Your  IT  Gateway  to  Asia 


D*d  Global  Bwlrwn  OmW 


we  welcome  the  world. 

%  Mi  1 1  I 


 MALAYSIA— 

Spearheading  Transformation 


World 


CliC 

MSC  Malaysia  Client  Contact  Centre 

+603  8315  3000 
clic@mdec.com. my 


MSC  MALAYSIA. 
The  difference  between 
good  investment  &■  great  investment 

We  welcome  you  to  the  ideal  environment  for  business  growth  and  expansion 
Harness  Malaysia's  fundamentals  of  an  attractive  IT  hub  through  MSC  Malaysia  with  world  class  infrastructure  at  3rd  world  cost. 
We  promise  the  freedom  to  move  key  factors  such  as  people,  ideas,  capital  and  equipment. 
Get  connected  to  valuable  opportunities! 

•  Economic  strength  •  Social  &  political  stability  •  Supportive  government  policies 

•  IP  protection  •  Multilingual  talent  •  Developed  infrastructure 


I  MUZZ*-, 

Driving  Transformation 

Your  One-stop  super  shop  to  MSC  Malaysia 


www.msc.com.my 


Whether  you're  in  the  air  or  in  business,  you  need  to  see  what  is.  But  you  also  need  t| 
anticipate  what's  next.  At  Rockwell  Collins,  we  help  you  see  it  ail.  With  people  and  producH 
that  bring  innovation  as  well  as  integrity  to  any  situation. -Building  a  relationship  with  yoi 
based  on  trust.  So  you  can  see  your  vision  for  what  it  is.  And  what  it  can  be. 

Rockwell. 
Collins 

www.rockwellcollins.com  Building  trust  every  day 
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STRATEGIES 


When  you  hear 
about  a  portfolio  that 
goes  up  along  with  the 
stock  market  but  can't 
go  down,  your  first  question 
should  be:  Where's  the  catch? 
By  Daniel  Fisher 


Guaranteed  to  Go  Up 


Tj«HE  PITCH  IS  SEDUCTIVE,  ESPECIALLY  TO  THOSE 
who  remember  the  turn-of-the-century  stock  melt- 
down: How  about  a  note  that  pays  a  return  pegged 
to  Standard  &  Poor's  500  Index  but  guarantees  your 
original  investment  back  no  matter  what?  Or,  better 
yet,  one  that  pays  double  or  triple  the  index? 

They're  called  "structured  retail  products,"  and,  if  you  haven't 
heard  of  them,  you  will.  Wildly  popular  in  Europe  and  Asia — 
(JBS  even  offers  a  Sharia-compliant  note  for  Muslim  investors — 
these  derivatives  for  the  average  investor  have  been  offered  in 
the  U.S.  for  at  least  two  decades  but  were  largely  forgotten  dur- 
ing the  bull  market  at  the  end  of  the  century.  In  the  choppier 
markets  since,  the  can't-lose  derivatives  have  come  back  with  a 
vengeance.  Sales  so  far  this  year  are  $33  billion  in  the  U.S., 
according  to  Structuredretailproducts.com,  a  market  research 


firm.  Last  year  sales  were  $200  billion  abroad. 

Take  Bank  of  Americas  Minimum  Return  Eagles  (the  name, 
predictably,  is  a  tortured  acronym — Equity  Appreciation 
Growth  LinkEd  Securities).  The  pitch:  If  stocks  do  well,  you 
participate,  but  if  they  crash,  you  get  all  your  money  back  with 
a  little  bit  of  interest.  Reward  without  risk,  it  seems.  Now  look 
closely  at  the  terms. 

The  Eagle  is  a  $1,000  five-year  note  that  pays  off  at  the  greater 
of  two  amounts.  One  is  $1,050  (that's  your  principal  plus  a  0.98% 
compound  annual  return);  the  other  is  what  BofA  cavalierly  de- 
scribes as  the  "index  return"  on  the  S&P  500.  The  "index  return" 
includes  dividends,  but  it's  split  out,  quarter  by  quarter.  In  this  cal- 
culation your  account  is  fully  charged  for  any  losses  in  the  stock 
market  but  is  credited  with  a  maximum  positive  return  of  only  7%. 

At  first  blush  this  sounds  pretty  good.  Why,  7%  a  quarter 
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adds  up  to  31%  a  year.  I'll  settle  for  that, 
you  say.  But  the  fallacy  is  in  thinking  that 
the  stock  market  climbs  steadily,  when  in 
fact  it  lurches  all  around.  Brokers  are  paid 
a  3%  fee  to  sell  these  things,  which  comes 
out  of  the  profits  Bank  of  America  makes 
by  capping  the  returns.  Say  the  market 
goes  up  30%  one  quarter  and  down  30% 
the  next.  If  you  own  the  market,  your 
return  for  the  six  months  is  a  loss  of  9%. 
The  truncated  return,  however,  delivers 
up  a  six-month  loss  of  25%. 

Before  deduction  for  the  sales  fee,  the 
Eagles  formula  would  have  outperformed 
the  S&P  index  in  several  rolling  five-year 
periods  starting  right  before  the  S&P 
began  its  46%  decline  in  mid-2000.  But  it 
would  have  trailed  the  index  for  virtually 
all  of  the  1990s  by  as  much  as  50%. 

There  are  two  more  twists  to  principal- 
protected  notes  that  investors  need  to 
understand:  First,  they're  unsecured 
obligations  of  the  banks  that  issue  them. 


And  second,  because  of  the  principal 
guarantee,  the  Internal  Revenue  Service 
treats  these  like  zero-coupon  bonds, 
meaning  you  pay  taxes  on  imputed 
interest  of  around  5%  each  year,  at  ordi- 
nary-income rates  as  high  as  35%.  If  the 
market's  up  at  the  end  of  five  years,  you 
get  a  premium,  also  taxed  as  ordinary 
income.  If  not,  you  get  a  deduction  for 
the  "profit"  you  never  earned. 

There  are  a  profusion  of  principal- 
protected  investments  on  the  market  now, 
including  "Index  Powered"  certificates  of 
deposit  sold  in  60  rural  banks  across 
the  Midwest  that  offer  federal  deposit 
insurance  up  to  $100,000  and  90%  of  the 
S&P  return.  As  derivatives  go,  these  aren't 
too  bad. 

But  reasonably  sophisticated  investors 
can  create  the  same  product  themselves  by 
purchasing  a  risk-free  zero-coupon  Trea- 
sury bond  and  call  options  on  a  stock 
index,  such  as  XSP  options  traded  on  the 
Chicago  Board  Options  Exchange.  Tax 
treatment  is  a  little  better  than  with  Eagles. 
The  Treasury  interest  is  exempt  from  state 


income  tax;  option  gains  or  losses  are 
treated  as  60%  long-term  (maximum  fed- 
eral tax  rate:  15%)  and  40%  as  short-term 
(taxable  at  up  to  35%).  With  the  do-it- 
yourself  structured  note,  you  don't  have  to 
worry  that  the  bank  goes  bust. 

"A  CD  that  is  tied  to  the  market  is  an 
absolutely  fantastic  idea,"  says  Robert  Gor- 
don of  Twenty-First  Securities,  a  New 
York  firm  that  advises  wealthy  families 
and  executives  on  investment  and  tax 
strategy.  "But  they  have  to  be  structured 
correctly." 

What  about  an  investment  that  pays 
triple  the  S&P  or  some  other  index?  Merrill 
Lynch  has  sold  more  than  $1.7  billion  of 
Accelerated  Return  Notes  this  year,  up 
from  $568  million  last  year.  Most  offer  a 
return  over  the  life  of  the  investment  that 
is  a  multiple  of  the  return  on  some  index 
(or  with  its  Bear  Market  Notes,  the  decline 
in  that  index).  But  your  gains  are  capped  at 
some  level.  In  the  case  of  the  bullish  two- 


year  note,  you  get  three  times  the  markets 
return  but  only  for  the  first  12%  to  35%  of 
the  market's  return.  The  appeal  is  to 
investors  who  expect  the  market  to  go  up, 
but  only  a  little,  explains  Satch  Chada, 
managing  director  in  charge  of  retail  struc- 
tured products  at  Merrill  Lynch:  "In  a  5% 
interest  rate  market  you're  able  to  get  a  14% 
return,"  he  says.  Because  there  is  no  princi- 
pal protection  and  the  notes  have  maturi- 
ties past  12  months,  all  the  return  on  the 
Merrill  Lynch  product  is  capital  gain.  The 
sales  fee  is  up  to  2%,  depending  on  the 
length  of  the  investment. 

Again,  there  are  ways  for  smart 
investors  to  structure  such  returns  on 
their  own,  using  traded  indexes  and 
options.  Here's  how  to  create  your  own 
trade  with  returns  similar  to  those  on  the 
Merrill  product.  Pick  a  level  of  market 
exposure  you  want — $50,000,  say — and 
buy  mini-options  representing  triple  that 
amount  of  the  S&P  Index  at  the  current 
market  price.  Simultaneously  sell  options 
at  a  15%  higher  level  to  partially  subsidize 
the  trade.  These  mini-options,  sold  as 


LEAPS  on  the  Chicago  Board  Options 
Exchange,  each  control  $10  times  the 
index  level;  for  example,  a  1350  LEAPS 
represents  market  exposure  of  $13,500. 

With  this  sequence  of  bets  you'll  (a)  be 
exposed  to  market  losses  to  the  extent  of 
the  money  you  paid  for  the  trade,  (b)  get 
triple  the  index  return  up  to  15%,  (c)  give 
up  any  gains  above  15%.  December  2008 
LEAPS  near  the  current  S&P  level  of  1360 
cost  $1,710  each,  while  equivalent  options 
at  1550  sell  for  $580,  making  the  cost  of  a 
triple-the-index  $50,000  trade  around 
$11,300. 

There  are  more  variations  on  the 
structured  note  theme,  most  of  them 
complicated  and  some  quite  risky.  One 
has  you  selling  puts.  ABN  Amro  has  sold  a 
one-year  note  that  pays  9.4%  if  the  price 
of  Caterpillar  (recent  price,  $60)  stays 
above  $58.  If  the  stock  crashes,  you  get  the 
$23.50  quarterly  interest  payments  and 
the  depreciated  shares  back  instead  of 
your  principal. 

What's  going  on  here?  You  are,  in 
effect,  investing  in  a  one-year  bond  and  at 
the  same  time  selling  a  put  option.  Your 
premium  income  for  writing  this  risky  put 
option  takes  the  form  of  an  enhanced  yield 
on  the  bank  note.  Just  to  make  your  head 
spin,  however,  these  put-enhanced  bank 
notes  have  weird  terms  unlike  those  in  the 
Chicago  options  market.  With  a  Chicago 
put  you  might  get  stuck  with  the  stock  in 
question  if  it  dips  and  the  option  holder! 
decides  to  exercise.  But  assuming  you  ownj 
the  underlying  stock,  if  the  stock  subse- 
quently soars,  you  enjoy  the  gain.  Not  so 
with  the  ABN  Amro  product;  once  the| 
stock  dips  below  its  trigger,  the  most  youi 
can  get  back  is  the  principal  plus  interest. 

One  reason  structured  notes  arel 
being  issued  at  a  rapid  pace  is  the  rise  in 
interest  rates  in  the  past  several  years.  Ini 
mathematically  complicated  ways,  mar- 
ket interest  rates  are  built  into  the  pricingj 
of  derivatives  like  puts  and  calls,  and 
with  higher  rates  the  terms  of  a  struc- 
tured note  can  be  made  more  appealing; 
to  the  naive  investor. 

"When  interest  rates  were  very  low,, 
these  things  had  to  go  away,"  Gordon  says. 
"When  interest  rates  start  back  up  there 
will  be  a  wave  of  them,  and  everybody 
should  watch  out."  F' 


A  choppy  stock  market?  Rising 
rates?  Structured  notes  appear. 
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Part  of  a  Special  Advertising  Series 


By  Jonathan  Rose, 
President, 

The  Capital  Gold  Group, 
and  precious  metals 
investment  strategist 


\  W  "^yr"  car-end  is  an  excellent  time  to  review  your  investment 
portfolio  and,  after  such  a  tumultuous  year,  assessing  your 
y    risk  exposure  is  essential.  How  safe  is  your  money? 

The  geopolitical  outlook  for  2007  is  worrisome.  With  North 
kOrea  and  Iran's  nuclear  aspirations  moving  toward  reality,  tensions  have 
icreased,  creating  uncertainty  in  many  sectors  and  markets.  T  he  stock 
narket  has  been  on  a  roller-coaster  ride  in  2006,  the  U.S.  dollar  remains 
veak,  oil  prices  have  fluctuated  widely  and  housing,  which  as  a  ready 
otirce  of  home  equity  dollars  has  fueled  consumer  spending,  is  slowing. 

In  .1  recent  speech,  f'cdcral  Reserve  Board  Chairman  Ben  Bernanke 
aid  housing  was  experiencing  a  "substantial  correction"  that  he 
lclicved  would  reduce  economic  growth  by  a  full  percentage  point  in 
he  second  half  of  this  year.  With  so  many  factors  to  consider,  what 
s  the  best  way  to  invest?  The  answer  is  diversification. 

T  he  Buying  Power  of  Gold 

Most  investors  know  the  importance  of  spread- 
ing risk  among  different  types  of  investments. 
Truly  savvy  investors  include  precious  metals 
in  physical  form  among  the  asset  classes  in 
their  portfolios  because  they  know  that 
nothing  holds  its  purchasing  power  like 
and  other  precious  metals. 


MAKE YOUR 


Gold,  in  particular,  is  at  the  beginning  of  a  strong  cycle.  In  a 
recent  study,  well-respected  analysts  Mary  Anne  and  Pamela  Aden, 
editors  of  The  Aden  Forecast,  revealed  that  in  the  200  years 
between  1803  and  2003,  prices  of  commodities,  including  gold 
and  oil,  have  experienced  five  "mega  upmoves,"  each  coinciding 
with  a  war  and  lasting  an  average  of  22  years. 

According  to  the  Aden  research,  gold  began  its  upward  climb  in 
2001,  coinciding  with  the  War  on  Terror,  and  it  could  continue  to 
rise  in  price  lor  another.  15  years  or  more.  Bear  in  mind  that  the 
Adens  are  not  predicting  that  gold  will  experience  an  uninterrupt- 
ed price  increase.  There  may  well  be  ups  and  downs.  But,  in  gen- 
eral, gold  is  expected  to  remain  strong. 

Owning  gold  in  physical  form  is  Straightforward.  Investors  tan 
purchase  gold  coins  or  bullion  bars  and  can  even  hold 
gold  in  individual  retirement  accounts.  At  The 
Capital  Gold  Group,  our  investment  advisers 
study  precious  metals  market  trends  and  can 
assemble  a  portfolio  that  complements 
your  investment  objectives.  Ensure  that 
your  investments  can  overcome  next 
year's  rough  financial  seas.  Add  gold 
and  other  precious  metals  to  your 
portfolio  today. 


CAL  AS  SAFE  AS  GOLD™ 
CALL  1-800-510-9594. 


JUST  FOR  FORBES  READERS:  Make  a  gold  purchase 
and  we  will  add  a  free  gold  coin  to  your  portfolio. 
Please  mention  code  FB-1 12706  when  you  contact  us. 


i  Capital  Gold  Group 
www.safeasgold.com 


■  Money&lm/Prting 

.MONEY  MEN 

Saving  Your  Liver 

Drugs  for  deadly  hepatitis  C  don't  work  too  well. 
T.  Rowe  Price's  Kris  H.  Jenner  and  Jay  Markowitz  are 
looking  for  the  drug  firms  that  can  fix  the  problem. 

By  Kerry  A.  Dolan 

sion.  These  are  just  four  of  the  side  ■ 

effects  of  interferon,  a  standard  I  | 
drug  used  to  treat  the  liver  disease  ■ 
hepatitis  C.  The  cure  can  feel  worse 
than  the  disease.  And  the  remedy  isn't  guar- 
anteed to  cure  you.  Interferon  and  other 
drugs  work  on  less  than  half  of  the  people 
with  the  strain  of  hepatitis  C  most  common 
in  this  country. 

Some  170  million  people  worldwide 
are  infected  with  hepatitis  C,  including  4 
million  in  the  U.S.  Around  80%  don't  have 
symptoms,  which  means  most  people 
don't  even  know  they're  infected.  But  after 
sometimes  20  years,  chronic  hepatitis  C 
can  cause  jaundice,  nausea  and  abdominal 
pain.  It  can  also  lead  to  liver  cancer,  cir- 
rhosis and  severe  liver  disease.  Hepatitis  C 
kills  an  estimated  8,000  to  10,000  people  a 
year  in  the  U.S. 

This  stealthy  virus  is  transmitted 
through  contact  with  an  infected  persons 
blood— whether  through  illegal  drug  use, 
tattooing,  sex,  cuts  and  scrapes  or  even 
using  someone  else's  razor  or  toothbrush. 
That's  distinct  from  another  common 
form  of  the  disease,  hepatitis  A,  which 
takes  a  fecal-oral  route  via  food  or  house- 
hold objects.  There,  the  infection  is  usu- 
ally obvious  right  away. 

In  the  1980s,  before  blood  donor 
screening  for  hepatitis  C  began,  as  many 
as  240,000  people  a  year  in  the  U.S. 
became  infected  with  the  disease,  esti- 
mates the  Centers  for  Disease  Control  & 
Prevention.  That  has  fallen  dramatically 
since  to  26,000  new  infections  annually. 
But  that's  still  a  lot. 

Because  existing  treatments  have  such 
low  cure  rate  and  sometimes  unbearable 
side  effects,  biotech  and  pharmaceutical 
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companies  have  been  racing  to  develop  a 
new  generation  of  better  drugs.  "The 
hottest  area  in  drug  development  right 
now  and  for  the  next  couple  years  is  hepa-  I 
titis  C,"  says  Kris  H.  Jenner,  who  runs  the 
$1.7  billion  (assets)  T.  Rowe  Price  Health 
Sciences  Fund.  "The  winner  is  going  to 
have  an  extraordinary  increase  in  value 
because  the  market  is  so  significant." 

Jenner's  fund  has  prospered  in  part  by 
investing  in  some  of  the  companies  pursu- 
ing new  hepatitis  C  drugs,  but  the  bigger 
payoff  is  likely  yet  to  come.  The  no-load 
mutual  fund  has  a  five- 
year  annualized  return 
of  8.3%  (versus  a  1.7% 
return  for  the  S&P  500). 
Yearly  fees  are  a  not- 
bad  0.91%  of  assets. 

A  physician  him- 
self, Jenner,  44,  knows 
what  he  is  doing.  He 
had  completed  four  years  of  residency  in 
surgery  at  Johns  Hopkins  Hospital  in 
1997  when  he  left  medicine  to  join 
another  Baltimore  institution,  fund  pow- 
erhouse T.  Rowe  Price.  He  has  run  the 
Health  Sciences  Fund  since  2000. 

Another  doc,  Jay  Markowitz,  43,  a 
biotechnology  analyst  and  vice  president 
at  T.  Rowe  Price,  works  with  Jenner  at  the 
fund.  He  has  witnessed  hep  C's  gruesome 
effects  in  person.  As  a  surgeon  Markowitz 
performed  liver  transplants  before  joining 
T.  Rowe  in  2002.  "I've  seen  people  die 
from  hepatitis  C.  End-stage  liver  disease 
exacts  a  tremendous  human  and  eco- 
nomic toll,"  he  says. 

Jenner  cautions  that  it's  still  early  in 
the  development  of  the  new  hepatitis  C 
drugs  and  that  the  stock  price  of  com- 
panies working  on  them  will  likely 
.  be  extremely  volatile  for  the  next  two 
I  years.  "Anytime  you  have  a  new  area  of 
\  therapy  unfolding,"  he  says,  "people's 
I  expectations  can  run  the  gamut  from 
>  extreme  optimism  and  giddiness  to 
I  overly  despondent." 

The  ones  who  persevere  and  find 
i  more  effective  therapies  are  likely  to  be 
I  big  winners,  says  Jenner.  With  better 
I  treatments,  global  spending  on  hepatitis 
I  C  drugs  could  grow  from  the  current 
i  $2.5  billion  a  year  to  as  much  as  $10  bil- 
l  lion  in  2012,  predicts  Geoffrey  Porges,  a 
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Sanford  C.  Bernstein  senior  analyst. 

That  promise  has  prompted  Jenner  and 
Markowitz  to  invest  in  firms  that  are  usually 
deep  in  the  red,  typical  of  biotech  outfits. 

The  drugs  now  used  by  hepatitis  C 
patients— a  combination  of  pegylated 
interferon  and  an  antiviral  pill  called  rib- 
avirin— attack  the  virus  and  boost  the 
body's  immune  system.  (Pegylation  is  the 
combining  of  a  drug  with  the  polymer 
polyethylene  glycol,  in  order  to  make  it 
last  longer  in  the  bloodstream.)  How  vex- 
ing for  folks  with  the  most  common  strain 
of  hepatitis  C  (genotype  1,  infecting  70% 
of  U.S.  hep  C  patients)  that  a  yearlong 
treatment  regimen  of  ribavirin  pills  and 
weekly  injections  of  interferon  cures  the 
disease  just  40%  to  50%  of  the  time.  Some 
can't  tolerate  the  flulike  side  effects  and 
have  to  stop  the  treatment  early. 


for  investors  is  that  late- stage  clinical  trials 
could  show  it  to  be  a  flop. 

Like  many  biotechnology  companies, 
Human  Genome  Sciences  has  minimal 
revenues  ($19  million  last  year)  and  huge 
losses  ($239  million).  By  the  company's 
reckoning,  replacing  existing  interferon 
with  its  Albuferon,  if  that  drug  is  approved, 
could  add  $2  billion  a  year  to  revenues. 

Another  approach  to  combating  hep  C 
is  to  stop  the  virus  from  replicating  by  at- 
tacking enzymes  that  let  it  do  so.  Thus  far 
the  most  promising  new  class  of  such 
enzyme-attacking  drugs  looks  to  be  protease 
inhibitors,  best  known  for  combating  the 
progress  of  HIV  infections  in  the  body. 

The  leader  in  the  pack  with  protease 
inhibitors  for  the  hepatitis  virus,  say 
Markowitz  and  Jenner,  is  Vertex  Pharma- 
ceuticals of  Cambridge,  Mass.  Data  from 


Who  Will  Find  the  Wonder  Drug? 

T.  Rowe's  health  fund  managers  think  these  companies  have  the  potential  to  find 
the  better  hep  C  remedy.  The  obvious  downside:  They  may  not. 
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Human  Genome  Sciences  is  develop- 
ing a  drug,  Albuferon,  a  combination  of 
the  human  protein  albumin  and  inter- 
feron. This  combo  stays  in  the  body 
longer  than  interferon  and  thus  can  be 
injected  less  often,  every  two  weeks  and 
possibly  every  four  weeks.  "The  acute  side 
effects  of  interferon  tend  to  happen  right 
after  dosing,"  says  Markowitz.  Patients  in 
a  midstage  trial  of  Albuferon  reported 
better  quality  of  life,  although  the  experi- 
ment is  still  at  an  interim  stage. 

In  June  Human  Genome  Sciences 
partnered  with  Swiss  pharmaceutical 
giant  Novartis  to  jointly  commercialize 
Albuferon  in  the  U.S.  Novartis  will  sell  the 
drug  outside  the  U.S.  Of  course,  the  risk 


a  small,  midstage  clinical  trial  with  its  pro- 
tease inhibitor,  known  as  VX-950  or 
telaprevir,  were  "nothing  short  of  spectac- 
ular," says  Markowitz.  The  12  patients 
who  took  Vertex's  drug  in  combination 
with  interferon  and  ribavirin  showed  no 
sign  of  the  virus  after  four  weeks  of  treat- 
ment. Also,  24  of  26  patients  who  received 
telaprevir  in  early-stage  trials  were  cured 
of  hepatitis  C  after  six  additional  months 
of  treatment  with  interferon  and  ribavirin. 

In  June  Vertex  signed  a  deal  with 
Johnson  &  Johnson  to  codevelop  telapre- 
vir, in  which  J&J  obtained  most  foreign 
rights  for  the  drug.  Vertex  lost  $203  mil- 
lion on  $161  million  in  revenues  last  year. 
Vertex  shares  have  quadrupled  in  value 


over  the  past  two  years  on  optimism 
about  its  drug. 

Not  all  the  hep  C  pioneers  are  small 
biotechs.  Schering-Plough  is  an  estab- 
lished player  in  the  treatment  of  hepatitis 
C  with  its  interferon  drug,  PEG-Intron, 
which  brought  in  $751  million  in  sales  last 
year,  and  a  ribavirin  drug  called  Rebetol. 
Jenner  and  Markowitz  are  watching 
Schering- Plough's  development  of  a  pro- 
tease inhibitor,  as  well. 

Right  now  that  drug  doesn't  look  as 
potent  as  Vertex's  drug,  based  on  the  lim- 
ited data  available,  says  Markowitz.  Scher- 
ing-Plough, which  has  a  number  of  other 
drugs,  including  over-the-counter  Claritin 
and  consumer  goods  such  as  Dr.  Scholl's 
foot  care  products,  earned  $269  million 
on  sales  of  $9.5  billion  last  year.  It  trades 
at  34  times  trailing  earnings. 

InterMune  of  Brisbane,  Calif,  partnered 
with  Swiss  pharmaceutical  titan  Roche  to 
work  on  several  of  InterMune's  protease  in- 
hibitors, one  of  which  is  expected  to  begin 
clinical  trials  in  humans  before  the  end  of  this 
year.  With  no  trial  data  yet,  it's  too  early  for 
Jenner  or  Markowitz  to  make  a  call  on  the 
drugs'  likelihood  of  success.  Yet  they  view  this 
long  shot  as  worth  owning  now.  InterMune's 
market  capitalization  is  $731  million. 

Three  other  companies  that  Jenner  and 
Markowitz  own  are  working  on  a  different 
class  of  enzyme-attacking  drugs  called  poly- 
merase inhibitors.  In  August  ViroPharma  of 
Exton,  Pa.  said  data  from  an  early-stage  trial 
of  its  polymerase  inhibitor  reduced  the  virus 
99%  on  average  after  14  days  of  treatment 
in  combination  with  interferon.  Idenix  Phar- 
maceuticals partnered  with  Novartis  on  its 
polymerase  inhibitor,  NM283.  Markowitz  says 
the  drug  has  modest  potency,  but  is 
undergoing  a  trial  in  combination  with  in- 
terferon and  ribavirin  that  may  show  better 
results.  Roche,  which  already  sells  pegylated 
interferon  (Pegasys)  and  ribavirin  (Copegus), 
announced  in  May  that  in  a  small  early-stage 
trial  its  polymerase  inhibitor  was  effective 
in  significantly  reducing  the  viral  load. 
Markowitz  says  that  based  only  on  prelimi- 
nary data,  the  Roche  drug  appears  to  be  more 
potent  than  Idenix's  drug,  but  it  has  to  be 
given  in  high  doses.  Still,  he  is  hopeful.  And 
so  is  everybody  connected  with  curing  this 
dread  malady.  F 
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Sanford  C.  Bernstein  senior  analyst. 

That  promise  has  prompted  Jenner  and 
Markowitz  to  invest  in  firms  that  are  usually 
deep  in  the  red,  typical  of  biotech  outfits. 

The  drugs  now  used  by  hepatitis  C 
patients — a  combination  of  pegylated 
interferon  and  an  antiviral  pill  called  rib- 
avirin— attack  the  virus  and  boost  the 
body's  immune  system.  (Pegylation  is  the 
combining  of  a  drug  with  the  polymer 
polyethylene  glycol,  in  order  to  make  it 
last  longer  in  the  bloodstream.)  How  vex- 
ing for  folks  with  the  most  common  strain 
of  hepatitis  C  (genotype  1,  infecting  70% 
of  U.S.  hep  C  patients)  that  a  yearlong 
treatment  regimen  of  ribavirin  pills  and 
weekly  injections  of  interferon  cures  the 
disease  just  40%  to  50%  of  the  time.  Some 
can't  tolerate  the  flulike  side  effects  and 
have  to  stop  the  treatment  early. 


for  investors  is  that  late-stage  clinical  trials 
could  show  it  to  be  a  flop. 

Like  many  biotechnology  companies, 
Human  Genome  Sciences  has  minimal 
revenues  ($19  million  last  year)  and  huge 
losses  ($239  million).  By  the  company's 
reckoning,  replacing  existing  interferon 
with  its  Albuferon,  if  that  drug  is  approved, 
could  add  $2  billion  a  year  to  revenues. 

Another  approach  to  combating  hep  C 
is  to  stop  the  virus  from  replicating  by  at- 
tacking enzymes  that  let  it  do  so.  Thus  far 
the  most  promising  new  class  of  such 
enzyme-attacking  drugs  looks  to  be  protease 
inhibitors,  best  known  for  combating  the 
progress  of  HIV  infections  in  the  body. 

The  leader  in  the  pack  with  protease 
inhibitors  for  the  hepatitis  virus,  say 
Markowitz  and  Jenner,  is  Vertex  Pharma- 
ceuticals of  Cambridge,  Mass.  Data  from 
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T.  Rowe's  health  fund  managers  think  these  companies  have  the  potential  to  find 
the  better  hep  C  remedy.  The  obvious  downside:  They  may  not. 
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Human  Genome  Sciences  is  develop- 
ing a  drug,  Albuferon,  a  combination  of 
the  human  protein  albumin  and  inter- 
feron. This  combo  stays  in  the  body 
longer  than  interferon  and  thus  can  be 
injected  less  often,  every  two  weeks  and 
possibly  every  four  weeks.  "The  acute  side 
effects  of  interferon  tend  to  happen  right 
after  dosing,"  says  Markowitz.  Patients  in 
a  midstage  trial  of  Albuferon  reported 
better  quality  of  life,  although  the  experi- 
ment is  still  at  an  interim  stage. 

In  June  Human  Genome  Sciences 
partnered  with  Swiss  pharmaceutical 
giant  Novartis  to  jointly  commercialize 
Albuferon  in  the  U.S.  Novartis  will  sell  the 
drug  outside  the  U.S.  Of  course,  the  risk 


a  small,  midstage  clinical  trial  with  its  pro- 
tease inhibitor,  known  as  VX-950  or 
telaprevir,  were  "nothing  short  of  spectac- 
ular," says  Markowitz.  The  12  patients 
who  took  Vertex's  drug  in  combination 
with  interferon  and  ribavirin  showed  no 
sign  of  the  virus  after  four  weeks  of  treat- 
ment. Also,  24  of  26  patients  who  received 
telaprevir  in  early-stage  trials  were  cured 
of  hepatitis  C  after  six  additional  months 
of  treatment  with  interferon  and  ribavirin. 

In  June  Vertex  signed  a  deal  with 
Johnson  &  Johnson  to  codevelop  telapre- 
vir, in  which  J&J  obtained  most  foreign 
rights  for  the  drug.  Vertex  lost  $203  mil- 
lion on  $161  million  in  revenues  last  year. 
Vertex  shares  have  quadrupled  in  value 


over  the  past  two  years  on  optimism 
about  its  drug. 

Not  all  the  hep  C  pioneers  are  small 
biotechs.  Schering-Plough  is  an  estab- 
lished player  in  the  treatment  of  hepatitis 
C  with  its  interferon  drug,  PEG-Intron, 
which  brought  in  $751  million  in  sales  last 
year,  and  a  ribavirin  drug  called  Rebetol. 
Jenner  and  Markowitz  are  watching 
Schering- Plough's  development  of  a  pro- 
tease inhibitor,  as  well. 

Right  now  that  drug  doesn't  look  as 
potent  as  Vertex's  drug,  based  on  the  lim- 
ited data  available,  says  Markowitz.  Scher- 
ing-Plough, which  has  a  number  of  other 
drugs,  including  over-the-counter  Claritin 
and  consumer  goods  such  as  Dr.  Scholl's 
foot  care  products,  earned  $269  million 
on  sales  of  $9.5  billion  last  year.  It  trades 
at  34  times  trailing  earnings. 

InterMune  of  Brisbane,  Calif,  partnered 
with  Swiss  pharmaceutical  titan  Roche  to 
work  on  several  of  InterMune's  protease  in- 
hibitors, one  of  which  is  expected  to  begin 
clinical  trials  in  humans  before  the  end  of  this 
year.  With  no  trial  data  yet,  it's  too  early  for 
Jenner  or  Markowitz  to  make  a  call  on  the 
drugs'  likelihood  of  success.  Yet  they  view  this 
long  shot  as  worth  owning  now.  InterMune's 
market  capitalization  is  $731  million. 

Three  other  companies  that  Jenner  and 
Markowitz  own  are  working  on  a  different 
class  of  enzyme-attacking  drugs  called  poly- 
merase inhibitors.  In  August  ViroPharma  of 
Exton,  Pa.  said  data  from  an  early-stage  trial 
of  its  polymerase  inhibitor  reduced  the  virus 
99%  on  average  after  14  days  of  treatment 
in  combination  with  interferon.  Idenix  Phar- 
maceuticals partnered  with  Novartis  on  its 
polymerase  inhibitor,  NM283.  Markowitz  says 
the  drug  has  modest  potency,  but  is 
undergoing  a  trial  in  combination  with  in- 
terferon and  ribavirin  that  may  show  better 
results.  Roche,  which  already  sells  pegylated 
interferon  (Pegasys)  and  ribavirin  (Copegus), 
announced  in  May  that  in  a  small  early-stage 
trial  its  polymerase  inhibitor  was  effective 
in  significantly  reducing  the  viral  load. 
Markowitz  says  that  based  only  on  prelimi- 
nary data,  the  Roche  drug  appears  to  be  more 
potent  than  Idenix's  drug,  but  it  has  to  be 
given  in  high  doses.  Still,  he  is  hopeful.  And 
so  is  everybody  connected  with  curing  this 
dread  malady.  F 
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ks  out  there,  we've  created  a. -few  bold  ideas  of  our  own. 


Maverit 

RESSED  IN  SHORTS  AND  A  T  SHIRT,  BILL  NGUYEN 
35,  breezed  in  30  minutes  late  to  a  Septembei 
meeting  with  his  six  board  members,  some  o 
whom  had  flown  in  from  Boston  and  Seattle 
Nguyen  (pronounced  "win")  is  the  cofounder  o 
an  eight-month-old  Web  site  called  Lala  in  Pak 
Alto,  Calif.  On  Lala  people  swap  used  CDs  an 
buy  new  ones  for  less  than  what  many  retailers  charge.  They  blog  o 
the  site  about  new  music  and  chat  up  members  with  similar  tastes. 

The  board  was  expecting  an  update  on  traffic  stats  and  trading  vol 
umes,  but  one  of  the  first  things  out  of  Nguyen's  perpetually  smilinj 
mouth  was  the  announcement  that,  days  earlier  and  without  his  in 
vestors'  knowledge,  he  had  spent  just  under  one  million  dollars  to  bu 
Woxy,  a  moneylosing  Internet  rock  radio  station  that  was  about  to  g 
bust.  The  hilarious  part,  said  Nguyen,  was  that  he  pitched  the  deal  01 
Woxy's  message  board  using  the  subject  line  "white  knight,"  initially 
misspelling  the  stations  name  as  Roxy.  "I  was  surfing  in  Costa  Rica: 
and  got  confused."  The  stations  owners  closed  the  deal  with  Nguyen 
within  days.  "My  investors  were  cool  with  it,  once  I  told  them,"  he  says, 
Lala's  investors  try  not  to  get  in  the  way.  "Bill  feels  haphazard,  but 
in  fact  he's  very  intentional,"  says  Michael  Krupka  of  Bain  Capital.  BafnjJ^1 
has  chipped  in  $5  million  of  the  $9  million  Lala  has  raised  to  date. 

Nguyen's  stated  intention  is  to  reenergize  the  music  industry,  r 
speaks  of  Lala  only  in  earthmoving  terms:  "I  want  to  make  the  mu$ 
industry  hip  again.  I'm  going  to  undo  the  commoditization  of  musi 
and  bring  back  choice.  Everything  the  industry  does,  we'll  do  th 
reverse." 

It's  a  grand  statement  of  purpose,  but  at  the  moment  Lala  seem: 
to  be  doing  as  much  to  facilitate  piracy  as  it  does  to  inspire  listener 
to  buy  more  music.  What's  to  stop  a  customer  from  copying  a  CD  t( 
his  hard  drive  before  trading  it  in  to  get  another?  Not  much  excep 
compunctions  about  violating  copyright  laws.  Note:  The  law  clearl 
permits  you  to  buy  a  CD  and  then  copy  it  to  your  hard  drive  so  tha 
you  can  play  it  on  your  iPod.  But  you're  in  controversial  legal  terri 
tory  if  you  copy  the  music  and  then  trade  the  CD  to  your  neighbor. 

Lala's  200,000  members  create  "have"  lists  and  "want"  lists  o 
their  albums  and  trade  with  other  members  using  Netflix-lik 
postage-paid  envelopes.  It  works  like  a  barter  club.  Send  off  ai 
album  to  another  Lala  member  and  you  get  a  credit  for  one  CD 
You  use  that  credit  to  obtain,  from  a  different  Lala  member,  a  CD  or 
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gical  procedures.  And  patients  get  one  test  done 


Bill  Nguyen  hangs  out  at  a  Rebin 
Band  concert  in  San  Fr 


Picks"  and  "Rockin  the  Suburbs." 
Nguyen  is  building  recording  stu- 
dios in  San  Francisco,  Brooklyn 
and  Austin,  Tex.  so  bands  can  per- 
form live  online. 

Lala  itself  runs  fairly  loosely. 
No  one  has  a  job  title  or  a  busi- 
ness card.  Its  23  employees,  all 
but  5  of  whom  are  engineers, 
revamp  half  the  site  monthly. 
The  leader  among  the  program- 
mers is  cofounder  Anselm  Baird- 
Smith,  who  was  behind  Ebay's 
search  technology.  Nguyen  lured 
him  away  from  a  Google  job 
offer  with  $1  million  in  three- 
year  pay  and  a  hefty  chunk  of 
equity  in  Lala. 

Nguyen  made  Boston  music-store  chain  Newbury  Comics 
one  of  two  suppliers  of  Lala's  new  CD  inventory  after  hearing 
about  Newbury  from  a  Lala  member.  Nguyen  agreed  to  a  deal 
with  Newbury  in  the  first  few  minutes  of  meeting  its  cofounder 
Michael  Dreese.  "My  brain  feels  like  it  is  caught  in  a  pinball 
machine  around  Bill,"  says  Dreese. 

Nguyen  sets  aside  20  cents  of  every  CD  swap  dollar  for  musi- 
cians. He  also  set  up  a  nonprofit,  called  the  Z  Foundation,  to 
pick  up  unclaimed  funds.  So  far  it  has  $100,000,  and  150  artists 
have  signed  up  to  receive  funds.  It  will  likely  be  small  change, 
but  it's  a  start.  "Bands  shouldn't  have  to  sell  T  shirts  and  make 
bad  videos,"  says  Nguyen. 

Nguyen  thinks  he  can  keep  Lala  to  under  30  workers, 
forever,  by  getting  others  to  do  much  of  the  work.  Members  do 
the  bulk  of  customer  support  by  answering  other  members' 
questions  directly  on  Lala's  Web  site.  Nguyen  figures  three-quar- 
ters of  all  new  features  were  specifically  requested  by  members. 
One  asked  for  and  got  software  that  could  track  what  he  listens 
to  on  iTunes.  Another  got  Lala  to  rank  radio  stations  by  how 
many  times  a  listener  purchases  one  of  the  albums  played.  "Our 
members  are  our  product  managers,"  says  Nguyen.  "There  is  no 
master  plan."  Lets  hope  his  fans  always  feel  that  way.  F 
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1  jrate  diagnosis,  earlier,  more  effective  treatment  and 
( its.  And  it  will  likely  improve  cost  efficiencies  for  the 
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NETWORKING 


The  Race  to  Connect 

Nascar  wants  to  add  horsepower  to  sponsorship  by  helping  marketers  strike 
lucrative  deals  far  from  the  track.  Gulfstream  jet,  anyone?  By  Jack  Gage 


ARK  MORAN,  PRESIDENT  OF  SPECTATOR  SPORTS 
for  Ingersoll  Rand,  was  eager  to  get  down  to  busi- 
ness. Jumping  to  his  feet  in  front  of  a  group  of 
Nascar  sponsors  in  Atlanta  earlier  this  year,  he  cut 
to  the  chase:  "I  didn't  come  here  to  go  to  a  cock- 
tail party — its  a  pretty  expensive  cover  charge  to  get  in  the  room — 
so  let's  do  some  deals.  I'm  here  to  buy,"  he  said. 

Over  the  next  few  hours  Moran  buttonholed  executives  from 
Sprint  Nextel  to  talk  to  the  company  about  centralizing  Ingersoll 
Rand's  mobile-phone  network.  Sprint  Nextel  hadn't  responded  to 
an  earlier  request  by  the  company  for  a  proposal,  but  after  Moran 
spoke  with  Carolyn  Rehling,  Sprint  Nextel's  vice  president  of  en- 


terprise business,  the  two  outfits  later  reached  an  agreement.  In  the 
same  afternoon,  Moran  huddled  with  executives  from  Advanced 
Micro  Devices  to  discuss  back-scratching  arrangements  that  could 
mean  Ingersoll  Rand  would  utilize  AMDs  server  technology  and 
Ingersoll  Rand  would  provide  security  systems  to  AMD. 

Networking,  Nascar-style.  Sponsors  affiliated  with  the  for-profit 
stock  car  racing  body  have  always  liked  to  hobnob  over  the  roar 
of  engines  at  races.  Now  Nascar  is  formalizing  the  schmoozefest 
by  helping  its  official  sponsors — some  pay  up  to  $15  million  a  year 
to  attach  their  monikers  to  Nascar's — meet  one  another  and  make 
deals.  There  are  currently  25  companies,  including  Allstate,  DuPont, 
Home  Depot  and  Visa,  mat  are  happy  to  have  Nascar  play  match- 
maker at  networking  events. 

Nascar  execs  hope  the  promise  of  business  introductions  to 
other  dealmakers  help  it  justify  20%  increases  in  fees,  on  average, 
for  its  top  45  sponsorship  slots.  "We  want  blue-chip  partners,  and 
we're  willing  to  force  some  attrition  to  get  that,"  says  James 
O'Connell,  vice  president  of  corporate  marketing  for  Nascar. 

The  idea  of  creating  official  greeting  sessions  in  meeting 
rooms  far  from  the  whiff  of  fuel  and  beer  was  hatched  in  2004 
after  NewPage,  a  privately  held  papermaker  in  Dayton,  Ohio, 
told  Nascar  executives  that  it  would  sign  on  as  an  official  spon- 
sor only  if  Nascar  could  help  the  company  sell  50,000  tons  of 
paper.  Nascar  agreed.  NewPage  became  a  sponsor,  selling  29,000 
tons  of  paper  to  Nascar  marketers  that  year,  and  the  shoulder- 
rubbing  group,  known  as  the  B2B  Council,  was  formed.  Among 
other  deals:  Waste  Management  of  Houston  signed  on  to  pro- 
vide trash  collection  for  200  Checkers  restaurants,  and  Domino's 
Pizza  recently  worked  out  a  deal  with  Best  Western,  another 
Nascar  sponsor,  to  plug  the  pizzamaker  on  hotel  key  cards. 

At  the  most  recent  gathering,  held  on  the  eve  of  the  Chevy 
Rock  &  Roll  400  race  in  September,  business  cards  flew  around 
the  Jefferson  Hotel  in  Richmond,  Va.  Seventy-five  executives 
from  Nascar  sponsor  companies  met  at  the  daylong  get-together, 
which  included  a  "speed  dating"  component  in  which  Nascar 
executives,  in  true  matchmaking  mode,  encouraged  attendees  to 
circulate  and  meet  someone  new  every  1 5  minutes. 

Everyone  was  there  to  make  a  deal — or  two  or  three.  Some  even 
flew  in  to  press  the  flesh  and  took  off  before  the  races  began.  Kevin 
Riveroll,  senior  motor-sports  marketing  manager  at  Masterfoods, 
said  he  was  there  to  persuade  Home  Depot  to  give  it  prime  vend- 
ing machine  placement.  Naomi  Rodriguez,  marketing  manager  of 
DirecTV  Group,  wanted  Sprint  Nextel  to  provide  mobile  devices 
for  the  satellite  TV  company's  installation  group.  And  William  Shira, 
head  of  marketing  and  sales  support  at  Gulfstream  Aerospace,  which 
sold  five  jets  to  Nascar  sponsor  companies  in  2005,  was  there  to 
sell.  Shira  said  he  was  jazzed  that  29  execs  had  signed  up  for  test 
flights.  "I  don't  know  why  we  didn't  get  into  this  group  sooner,"  said 
the  ebullient  executive. 

So  far  Nascar  is  happy,  too.  After  attracting  only  six  sponsors 
to  the  networking  group  in  2004,  Nascar  executives  say  it  has  helped 
facilitate  60  business  contracts.  Its  hope  is  that  those  deals  make 
the  cost  of  a  Nascar  sponsorship  look  like  a  bargain  to  marketers. 
"We  think  partners  remember  we  made  that  first  connection,"  says 
O'Connell.  F 
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Dangerous 
Devices 


Twenty  million  Americans  walk  around  with 
high-tech  medical  gear  grinding  away  inside  them. 
Are  they  safe?  By  Matthew  Herper  and  Robert  Langreth 


JOHNSON  &  JOHNSON'S  DRUG-COATED  STENT  IS  A  MIRACLE  OF  MEDICAL 
engineering.  The  tiny,  stainless-steel  mesh  tube,  less  than  4  millimeters  wide, 
relieves  the  crushing  chest  pain  that  occurs  when  the  heart  is  starved  of  blood. 
Covered  in  a  chemical  that  keeps  die  artery  from  closing,  die  stent  slides 
into  a  blocked  vessel  in  a  simple,  not  very  invasive  procedure  and  stays  diere, 
propping  it  open.  .After  it  hit  die  market  in  April  2003,  cardiologists  implanted 
.the  new  stent  in  350,000  people  in  eleven  months,  though  it  costs  nearly 
three  times  as  much  as  older,  noncoated  versions. 

Since  then  drug-coated  stents  from  J&J  and  Boston  Scientific  have  been  inserted 
into -the  arteries  of  4  million  people.  The  breakthrough  medical  deuces  generate 
S5  billion  a  year  in  sales  from  a  million  patients.  You  might  figure  that,  being  feder- 
ally regulated,  diese  devices  were  approved  only  after  the  manufacturers  established 
both  their  safety  and  their  efficacy.  But  that's  true  only  up  to  a  point.  It  turns  out  that 
the  teensy  tubular  scaffolds  have  never  been  shown  to  .prevent  heart  attacks  or  save 
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lives;  their  human  trials  were  smaller,  of 
shorter  duration  and  more  narrowly  focused 
than  trials  for  many  new  drugs;  and  half  of 
all  applications  involve  "off-label"  uses, 
deploying  stents  in  ways  that  weren't  stud- 
ied at  all  in  clinical  testing. 

Now  new  data  indicate  that  the  stents, 
because  of  their  supposedly  miraculous 
coating,  may  cause  4,500  heart  attacks 
every  year,  up  to  2,000  of  them  fatal.  This 
increased  risk,  moreover,  could  persist  for 
a  lifetime,  requiring  patients  to  take  blood 
thinners  for  the  rest  of  their  lives,  thereby 
facing  the  sometimes  fatal  side  effects  of 
those  drugs. 

"There's  so  much  evidence"  of  the  new 
danger,  says  Spencer  King,  the  Piedmont 
Hospital  cardiologist  who  in  1987 
implanted  the  first  stent  in  North 
America.  He  says  up  to  30%  of 
patients  who  get  drug-coated 
stents  would  fare  better  with 
bare  metal,  avoiding  extra 
heart  attack  risk;  some  prob- 
ably didn't  need  a  stent  pro- 
cedure at  all.  "Everybody 
agrees  this  is  real,"  he  says. 

But  Johnson  &  Johnson 
insists  it  sees  no  significantly 
increased  risk.  Boston  Scientific  says  the 
worries  are  overblown.  It  and  many 
researchers  say  the  drug-coated  stents' 
ability  to  vastly  reduce  reclogging  out- 
weighs the  risks.  Next  month  the  two 
gadget  giants  will  have  to  defend  their 
thriving  business  before  an  expert  panel 
advising  the  Food  &  Drug  Administration 
on  the  issue.  Whatever  the  outcome,  can 
plaintiff  lawyers  be  far  behind? 

The  flap  over  stents  is  the  latest  in  a 
series  of  safety  scares  now  racking  the 
booming,  $80  billion-a-year  business  of 
medical  devices.  Some  20  million  Ameri- 
cans now  walk  around  embedded  with 
high-tech  gear:  artificial  hips  and  knee 
joints,  pacemakers,  heart  defibrillators 
and  more.  Most  of  the  80,000  gadgets  in 
use — and  most  of  the  4,000  new  ones 
okayed  every  year — are  safe  and  effective. 

But  79  devices  have  been  yanked  off 
the  market  in  the  past  five  years  because 
of  potentially  fatal  side  effects,  up  65% 
over  the  previous  five  years;  2,300  more 
gadgets  have  been  recalled  for  lesser  com- 
plications. And  when  a  recall  happens, 


The  Bionic  Man 

A  LOOK  AT  SOME  OF  THE  MORE 
COMMON  REPLACEMENT  PARTS 
DEVICE  MAKERS  HAVE  CREATED 


IMPLANTABLE  CARDIOVERTER 
DEFIBRILLATORS 

Each  year  a  quarter  of  a  million  heart- 
failure  patients  are  implanted  with  these 
devices  made  by  Medtronic,  Boston 
Scientific  and  St.  Jude  Medical.  An  ICD 
prevents  sudden  cardiac  death  by  sensing 
abnormal  heart  rhythms  and  shocking 
the  heart  back  into  action  with  a 
jolt  of  electricity.  Recalls  have 
scared  patients,  but  experts 
and  the  companies  point  out 
that  more  people  have 
died  from  not  getting 
defibrillators  than  from 
having  them  fail. 


HIP  AND  KNEE  REPLACEMENT  — 

Every  year  joints  made  of  titanium  and 
plastic  replace  160,000  American  hips  and 
280,000  knees.  Most  of  these  devices 
are  manufactured  by  Biomet,  Stryker, 
Zimmer  and  J&J.  They  are  safe 
and  effective,  but  a 
controversy  may  be 
brewing  over  price: 
Because  one  hospital 
doesn't  know  what 
others  are  paying, 
prices  may  vary  as 
much  as  $1,000,  or 
20%,  inflating  health 
care  costs,  according  to 
Bernstein  Research. 
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often  the  suspect  device  remains  inside 
patients. 

Implantable  defibrillators,  which 
deliver  a  shock  to  the  heart  to  prevent  it 
from  shutting  down,  have  been  surgically 
implanted  into  hundreds  of  thousands  of 
patients  in  recent  years.  Then  in  2005 
defib  maker  Guidant  told  doctors  about  a 
design  flaw  that  could  render  two  of  its 
models  ineffective — three  years  after  it 
first  spotted  the  problem.  Some  of  the 
40,000  patients  with  these  models  under- 
went surgery  to  replace  them,  while  oth- 
ers wait  for  what  might  go  wrong.  The 
manufacturer,  now  owned  by 
Boston  Scientific,  faces  550  indi- 
vidual or  class  suits.  Cardiolo- 
gists say  that  the  number  of  mal- 
functions is  small  compared  with 
the  number  of  lives  saved. 

Guidant  also  took  a  hit  in  2003 
over  its  Ancure  aortic  stent.  Approved 
in  1999  after  trials  involving  621  patients, 
it  was  created  to  thwart  aortic  aneurism,  a 
weak  spot  in  the  main  artery  from  the  heart. 
(If  the  aneurism  bursts,  the  patient  could  die.) 
Guidant  soon  learned  the  delivery  system 
sometimes  got  stuck  in  blood  vessels  during 
installation.  But  instead  of  reporting  all  of  the 
problems  to  the  FDA,  as  required,  the  com- 
pany initially  kept  it  quiet. 
In  two  years  the  new  stent 
went  into  some  7,600  pa- 
tients— and  malfunctions 
occurred  in  more  than 
2,600  of  the  cases,  leading 
to  12  patient  deaths,  the 
Justice  Department  says. 
After  seven  whistleblowers 
alerted  the  feds,  Guidant 
pleaded  guilty  to  ^^HHHH 
felonies,  paid  a  $92  million 
fine  and  shut  down  the  business  making  the 
aortic  stent. 

Now  some  doctors  are  flagging  the 
potential  dangers  of  new  implantable 
gadgets  to  treat  back  pain,  prevent  stroke 
and  soothe  severe  heartburn.  Some  doc- 
tors decry  f&J's  new  metal  disc,  known  as 
the  Charite,  which  has  been  implanted  in 
the  spines  of  several  thousand  patients.  It 
was  approved  by  regulators  after  a  trial 
involving  only  304  patients— and  only 
36%  of  them  fared  well  enough  to  get  off 
narcotic  painkillers. 


Neck  stents  made  by  Abbott  Laborato- 
ries are  coming  into  question,  too.  They 
can  prevent  strokes  by  propping  open  the 
carotid  artery,  letting  patients  avoid  the 
usual  practice  of  having  that  vessel  cut 
open  in  surgery.  But  in  October  a  527- 
patient  study  sponsored  by  the  French 
government  found  that  10%  of  patients 
who  got  neck  stents  died  or  had  a  stroke 
in  the  following  month — double  the  com- 
plication rate  for  surgery.  Abbott  says  its 
studies  show  no  added  risk,  and  one  sup- 
porter, German  cardiologist  Klaus  Math- 
ias,  says  the  French  study  was  the  most 
poorly  run  clinical  trial  he  had  ever  seen. 
Abbott  is  conducting  trials  in  4,000 
patients  to  settle  the  matter. 

Another  much-debated  fix:  tiny 
clumps  of  polymer  lodged  in  the  esopha- 
gus to  quell  heartburn.  Boston  Scientifics 
Enteryx  spurts  a  polymer  into  the  throat 
to  alleviate  pain.  It  was  approved  in  2003 
after  being  tested  in  FDA  trials  in  a  mere 
109  patients  over  12  months.  (By  com- 
parison, 11,000  patients  took  Wyeth's 
ulcer  pill,  Protonix,  for  the  same  amount 
of  time  in  order  to  get  the  drug 
approved.) 

But  the  plastic-dispensing  device  was 
difficult  to  use  properly  Sometimes  doc- 


Seventy-nine  devices 
have  been  yanked  off 
the  market  in  five  years 
because  of  potentially 
deadly  side  effects. 


tors  delivered  the  polymer  to  the  wrong 
place,  causing  internal  bleeding  and  kid- 
ney damage.  One  patient  bled  to  death 
when  the  chemical  was  injected  into  the 
aorta  instead  of  the  esophagus.  The  com- 
pany voluntarily  pulled  the  device  in  2005. 

Several  competing  heartburn  gadgets 
remain  on  the  market,  despite  limited  test- 
ing. "These  things  were  rushed  to  market 
too  early,  without  being  tested  enough," 
contends  gastroenterologist  Walter  Hogan 
at  the  Medical  College  of  Wisconsin,  who 
calls  for  a  moratorium  on  their  use  until 
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Everyone  agrees  this  is  real. 

Piedmont  Hospital  cardiologist  Spencer  King  on  the  risk  for  drug-coated  stents. 


better  studies  are  done. 

More  safety  questions  may  arise  with 
increasing  frequency.  Hundreds  of  clinical 
trials  are  under  way  for  still  more  miracle 
gadgets:  new  devices  to  treat  depression 
by  using  magnetic  fields  applied  to  the 
skull;  replacement  parts  for  bad  heart 
valves;  a  mesh  bag  that  is  wrapped  around 
the  heart  to  help  counteract  heart  failure. 

Some  doctors,  academics  and  patient 
advocates  blame  the  lapses  on  a  medical- 
industrial  complex  made  up  of  acquies- 
cent regulators,  gadget-happy  cardiolo- 
gists and  surgeons  who  rake  in  consulting 
and  appearance  fees  from  device  makers, 
and  pushy  device  makers  themselves. 
These  critics  cite  an  overly  lax  regulatory 
process,  trials  that  are  far  less  demanding 
than  those  for  drugs  and  a  lack  of  follow- 
up  after  treatment. 

Some  devices  "haven't  been  as  safe  as 
they  should  be,"  says  David  Waters,  a  car- 
diologist at  the  University  of  California, 
San  Francisco.  "It's  just  easier  for  some- 
thing that  doesn't  work  well  to  slip  by." 
Charles  Rosen,  a  spinal  surgeon  and  safety 
crusader  at  UC,  Irvine,  adds:  "The  FDA 
isn't  meeting  its  responsibility  to  ensure 
the  safety  and  efficacy  of  devices  for  the 
American  public.  [Regulators]  are  manip- 
ulated by  industry."  Says  Eric  Sacks  of 
Emergency  Care  Research  Institute,  a 
nonprofit  that  tracks  recall  data:  "The  sys- 
tem is  overwhelmed." 

The  FDA  admits  as  much,  acknowl- 
edging "inadequacies"  and  "shortcom- 
ings" in  tracking  device  safety  and  vow- 
ing to  overhaul  its  approach.  "I  don't  see 
this  as  a  bad  thing — I  see  it  as  good,"  says 
James  Tobin,  chief  of  Boston  Scientific, 
of  efforts  to  more  thoroughly  test 
devices.  The  device  industry  trade  group, 
AdvaMed,  says  the  FDA  "does  a  good  job" 
and  that  makers  are  helping  it  "stream- 
line and  refine  postmarket  reporting 
mechanisms." 

That  is  an  elusive  quest,  given  the 
swelling  ranks  of  gadget  patients.  Each 
year  half  a  million  people  in  the  U.S. 
undergo  spinal-fusion  surgery,  says 
research  firm  Frost  &  Sullivan.  They  get 
cages,  screws  and  rods  implanted  in  the 
spine,  despi  lies  that  show  fusion  is 
not  very  effective  lower  back  pain.  A 
total  of  160,000  Aj     i  ans  get  artificial 


hips  made  of  titanium  and  plastic;  280,000 
get  knee  replacements;  a  quarter- million 
get  defibs.  Only  one  implantable-defibril- 
lator patient  in  five  ends  up  needing  a  jolt 
to  the  heart.  To  be  sure,  you  don't  know  in 
advance  which  patients  will  need  this  life- 
saving  jolt. 

This  thriving  trade  in  man-made 
body  parts  has  enriched  shareholders  of 
device  makers:  An  index  of  1 1  such  stocks 
is  up  43%  in  four  years,  while  a  drug- 
maker  index  has  fallen  2%,  hurt  by  the 
Vioxx  safety  scandal  and  other  travails. 
The  gadget  craze  has  created  several  for- 
tunes, making  billionaires  of  William 
Cook  of  Cook  Group,  who  used  a  blow- 


torch to  make  an  early  catheter,  and  John 
Abele,  cofounder  of  Boston  Scientific. 

The  device  boom  also  has  fattened  the 
wallets  of  thousands  of  physicians.  The 
advent  of  angioplasty  created  a  new  breed: 
the  interventional  cardiologist — 14,000  of 
them.  Elsewhere  3,500  doctors  specialize 
in  implanting  parts  for  aching  backs. 

The  symbiosis  between  docs  and 
device  makers  concerns  some  experts. 
"Physicians  like  to  do  things  that  work, 
that  make  money  and  promote  their  spe- 
cialty," says  Frank  Veith,  a  vascular  sur- 
geon at  New  York  University  Medical 
Center  who  is  critical  of  newfangled 
neck  stents. 
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DANGEROUS  DEVICES 


The  industry's  ties  to  docs  are  so  cozy 
that  at  a  recent  conference  on  "Trans- 
catheter  Cardiovascular  Therapeutics,"  in 
Washington,  D.C.,  the  hosts  put  out  a 
booklet  disclosing  conflicts  of  interest.  It 
ran  on  for  45  pages.  Many  researchers  dis- 
closed having  accepted  thousands  of  dol- 
lars in  research  grants  and  consulting  and 
speaker  fees.  The  organizer,  cardiologist 
Gregg  Stone  of  Columbia  University, 
revealed  that  12  companies  had  each  paid 


bim  $10,000  or  more  and  that  he  had 
taken  equity  stakes  in  1 1  more.  Stone  says 
working  with  industry  leads  to  advances 
that  help  patients. 

OC,  Irvine's  Charles  Rosen  argues  that 
scores  of  spine  surgeons  "have  basically 
become  marketing  men  for  these  compa- 
nies and  earn  huge  consulting  fees." 

"It  is  a  rigged  system,"  Rosen  laments. 
He  has  formed  the  Association  of  Ethical 
Spine  Surgeons  for  physicians  who  are 


"I  was  going  to  be  this  bionic 
woman. ...  It  ruined  my  life." 

Catherine  Rich,  who  says  a  spine  implant  made  her  pain  worse. 


free  of  such  conflicts;  50  have  signed  up. 

Now  the  feds  are  stepping  in. 
Medtronic  in  July  agreed  to  pay  $40  mil- 
lion in  fines  to  settle  civil  allegations  that 
its  spinal-devices  unit  paid  kickbacks  to 
doctors  in  the  form  of  sham  consulting 
agreements,  shady  royalty  pacts  and  lavish 
trips;  though  the  company  paid  up,  it 
denies  any  wrongdoing. 

Some  patients  feel  betrayed.  Catherine 
Rich,  40,  of  Mission  Viejo,  Calif,  endured 
debilitating  back  pain  for  three 
months  before  following  her  sur- 
geon's advice  to  let  him  embed  her 
spine  with  an  $11,500  disc  from 
J&J.  "It  was  presented  like  it  was 
going  to  solve  all  my  problems. 
I  was  going  to  be  this  bionic 
woman,"  she  says.  But  her  agony 
returned,  worse  than  ever — she 
couldn't  go  to  work,  care  for  her 
4-year-old  son  or  have  sex  with 
her  husband. 

So  Rich  had  to  undergo  a 
second  surgery,  this  one  per- 
formed by  Dr.  Rosen.  He  argues 
that  J&J's  Charite  disc  increased 
her  pain,  but  he  left  it  in  place 
and  fused  together  two  verte- 
brae. Rich  says  she  still  can't 
climb  stairs  easily  and  spends  23 
hours  a  day  in  a  special  hospital 
bed.  "It  ruined  my  life."  So  far 
she  hasn't  sued— but  at  least  30 
other  disc  recipients  have. 

Rosen  believes  hundreds 
more  patients  have  been  hurt  by 
the  new  disc,  which  has  been 
implanted  in  several  thousand 
people.  (He  has  done  some  lim- 
ited work  reviewing  cases  for 
plaintiff  lawyers.)  Rosen  con- 
tends J&J's  trial  compared 
Charite  with  an  outmoded  sur- 
gery to  make  the  metal  disc  look 
more  effective. 

J&J  denies  the  trial  was 
rigged  and  insists  the  Charite 
disc  has  a  low  complication  rate 
and  that  it  lets  patients  recover 
faster  than  when  they  undergo 
older  fusion  surgery;  only  8%  of 
688  patients  it  studied  needed 
repeat  operations.  Texas  Back 
Institute  spine  surgeon  Richard 
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DANGEROUS  DEVICES 


Guyer  concurs,  citing  results 
in  more  than  300  patients  at 
his  clinic.  The  vast  majority 
"are  very  happy,"  says  Guyer, 
who  receives  consulting  fees 
from  J&J. 

Making  myriad  metal 
parts  for  ailing  spines  now  is  a 
$2.3  billion-a-year  business, 
Frost  &  Sullivan  says,  growing 
25%  a  year.  The  number  of 
lumbar  fusions,  to  name  one 
procedure,  tripled  from  1990 
to  2001,  reaching  120,000  that 
year.  "Most  spine  devices  are 
of  uncertain  efficacy  and 
probably  add  to  the  complica- 
tion rate,"  says  internist 
Richard  Deyo  at  the  Univer- 
sity of  Washington.  He  stud- 
ied spinal-fusion  surgeries  in 
Washington  State  and  found 
that  as  procedures  soared 
from  1990  to  2000,  the  rate  of 
repeat  surgeries  rose  a  bit;  it 
would  have  fallen  had  the 
devices  worked  well. 

But  critics  who  assert  there 
is  no  data  supporting  back 
surgery  are  "flat-out  wrong," 
says  spine  surgeon  John  Peloza 
of  Dallas.  "Surgery  is  expand- 
ing because  the  technology  is 
so  much  better."  He  adds  that 
no  progress  would  be  made  if 
device  makers  and  doctors  didn't  work 
closely  together.  Spine  device  maker 
Medtronic  says  back  surgery  "has  proven 
results." 

The  booming  industry's  humble 
beginnings  go  back  a  century.  In  1886  J&J 
opened  up  shop  in  New  Brunswick,  N.J. 
on  the  fourth  floor  of  a  former  wallpaper 
factory;  14  employees  made  sterile  surgi- 
cal dressings.  In  the  late  1950s  and  early 
1960s  came  the  first  artificial  hips,  devel- 
oped by  British  surgeons,  and  then  the 
first  artificial  heart  valves.  The  first  pace- 
maker that  could  be  implanted  in  patients 
came  about  the  same  time,  from  a  then 
tiny  firm  called  Medtronic. 

The  modern  device  era  exploded  in 
1977  with  the  invention  of  angioplasty, 
when  German  cardiologist  Andreas  Gru- 
entzig  made  a  tiny  slice  near  the  hip  of  a 


II 


I  don't  see  this  as  a  bad 
thing— I  see  it  as  good." 

James  Tobin,  chief  of  Boston  Scientific,  of  the 
need  for  bigger  tests  of  his  firm's  devices. 


patient  and  inserted  a  catheter  tipped  with 
a  balloon  into  an  artery.  He  snaked  it  up 
into  the  heart,  inflating  the  balloon  to 
squish  a  clump  of  plaque  against  the 
artery's  inner  wall  to  clear  it. 

The  new  procedure  led  to  the  found- 
ing of  Boston  Scientific  in  1979.  Around 
the  same  time  the  implantable  defibrilla- 
tor was  invented,  building  Medtronic  and 
St.  Jude  Medical.  Angioplasty,  defibs  and 
orthopedics  are  now  mainstays  of  the 
device  industry. 

The  industry  was  barely  regulated 
until  1976,  when  Congress  empowered 
the  FDA  to  ensure  devices  were  safe, 
effective  and  well  made.  But  the  new  law 
included  a  loophole  called  510(k)  that 
remains  today:  A  device  can  be  approved 
with  few  or  no  clinical  trials  if  it  is 
deemed  "substantially  equivalent"  to  a 


gadget  that  existed  before 
1976. 

Most  of  the  thousands  of 
devices  in  use  today  were 
cleared  under  this  easy  pas- 
sage, even  frightfully  intru- 
sive new  tools.  In  2004  Con- 
centric Medical  of  Mountain 
View,  Calif,  unveiled  one  of 
the  first  devices  to  treat 
stroke,  a  kind  of  corkscrew 
for  the  brain.  It  is  fed  from  a 
slit  in  the  groin  into  the  neck 
to  clear  out  the  vessel  and 
then  is  removed.  It  was 
approved  via  510(k)  because 
it  was  similar  to  older 
devices. 

But  some  neurologists  say 
it  has  not  yet  been  proved  to 
help  patients  recover  from 
stroke,  even  as  stroke  drugs 
with  better  data  were  turned 
down.  "It  is  very  frustrating. 
Approving  this  device  has 
made  it  difficult  to  find  out 
how  well  it  works,"  says  Uni- 
versity of  Pittsburgh  neurol- 
ogist Lawrence  R.  Wechsler. 
Concentric  counters  that  it 
now  is  running  a  federally 
funded  trial  of  120  patients. 

Another  device,  the 
Aquadex  FlexFlow  from  CHF 
Solutions  of  Brooklyn  Park, 
Minn.,  is  used  as  an  alternative  to  drugs  to 
drain  excess  fluid  from  patients  with  con- 
gestive heart  failure.  The  Aquadex  sits 
outside  the  body  like  an  intravenous  bag, 
cycling  healthy  blood  back  into  the 
patient.  It  cleared  the  FDA  on  a  510(k) 
exception  in  2002.  By  contrast,  a  J&J  drug 
to  treat  the  same  problem  endured  14 
clinical  trials  covering  more  than  1,500 
patients — and  still  drew  fire  for  safety 
questions.  CHF  has  new  results  from  a 
200-patient  study  that  seem  to  show  the 
FlexFlow,  which  costs  $14,500,  has  some 
advantage  over  drugs — four  years  after  it 
went  on  the  market. 

The  FDA  looked  at  tightening  device 
rules  in  the  early  1990s,  but  Congress 
undercut  the  effort.  To  be  sure,  it  is  possi- 
ble for  regulators  to  go  too  far  in  regulat- 
ing implants.  In  1992  the  agency  called  a 
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DANGEROUS  DEVICES 


The  FDA  is  talking 
about  fundamental 
changes  in  the  way 
it  tracks  medical 
devices. 


on  1,058  patients  in  its  biggest  trial;  a 
heart-drug  study  might  require  three 
times  as  many  subjects.  The  tiny  tube 
was  coated  in  a  rubbery  polymer  that 
released  bits  of  medicine  over  time,  pre- 
venting the  artery  from  growing  scar  tis- 
sue over  the  device  and  reclogging  the 
blood  flow.  But  that  left  the  polymer  and 
metal  exposed,  and  in  rare  cases  blood 
clots  form  on  this  foreign  surface  and 
cause  heart  attacks. 

Patients  with  drug-coated  stents  get 
clots  at  the  rate  of  1  per  500  patients  per 
year,  to  judge  from  outside  analyses  of  the 
company's  trial  results.  J&J  and  Boston 
Scientific  will  be  running  trials  of  tens  of 
thousands  of  patients  to  better  understand 
the  blood-clot  risk,  but  results  won't  be 
available  for  years. 

Many  doctors  argue  that  the  FDA 
should  toughen  its  standards  for  introduc- 
ing new  implants  of  all  kinds.  But  doing 
so  might  slow  innovation  in  a  break- 
through-fueled industry.  "The  device 


moratorium  on  silicone  breast  implants, 
playing  into  the  hands  of  tort  lawyers 
making  an  industry  of  suing  silicone 
implant  maker  Dow  Corning.  After  the 
company  was  bankrupted  by  the  litigation 
it  became  apparent  that  there  was  scarcely 
any  scientifically  established  link  between 
silicone  and  the  health  problems  blamed 
on  it.  Dow  Corning  is  now  out  of  bank- 
ruptcy. Breast  implants  may  return  to  the 
market  by  next  year. 

In  1993  a  high-ranking  FDA  official, 
Robert  Temple,  issued  a  report  on  how  the 
burgeoning  device  industry  could  con- 
duct more  rigorous  clinical  trials.  That 
faded  in  1997  when  Congress  passed  a  law 
dictating  that  new  devices  must  be 
approved  by  the  "least  burdensome" 
method  possible. 

By  that  time  the  industry  had  gotten  a 
big  boost  with  the  first  metal  stent  for 
clogged  arteries.  Doctors  were  doing 
300,000  balloon  angioplasties  annually  in 
the  U.S.,  but  in  upward  of  40%  of  cases  the 
artery  reclogged  (a  process  known  as 
restenosis).  To  combat  this,  J&J  in  1994 
introduced  the  first  stent  to  prop  the 
artery  open;  this  cut  restenosis  to  15%  of 
cases.  Angioplasties  soared  to  800,000  a 
year  by  2002.  Then  came  J&J's  drug- 
coated  stent,  which  reduced  the  reclog- 
ging problem  to  fewer  than  5%  of  patients, 
and  angios  increased  to  more  than  a  mil- 
lion a  year. 

The  new  stent,  the  Cypher,  was  tested 

Innovation  Engine 

The  $80  billion-a-year  medical  device  industry  depends  on  a  steady  flow  of  new  gadgets  to  treat  a  wide  range  of  physical 
ailments.  Here's  a  list  of  inventions  working  their  way  through  the  pipeline. 


industry  would  grind  to  a 
halt"  if  studies  for  implants 
became  as  big  as  those  for 
drugs,  says  Mitchell  Krucoff 
of  the  Duke  Clinical  Research 
Institute.  Thomas  Fogarty,  a 
professor  at  Stanford  who  has 
patents  on  63  devices,  says 
young  doctors  are  reluctant 
^^^^^  to  invent  new  devices  because 
of  the  regulatory  scrutiny 
they  already  face.  "We  in  the  U.S.  are  slow- 
ing down  and  losing  our  position  of  lead- 
ership," he  frets. 

Daniel  Schultz,  the  FDA's  chief 
device  regulator,  says  new  medical 
devices  don't  need  the  large-scale 
exhaustive  trials  of  the  drug  industry 
because  it  is  easier  to  predict  the  behav- 
ior of  a  machine  than  it  is  to  track  the 
chemical  interactions  of  a  new  drug  in 
the  body.  But  he  vows  to  pursue  sweep- 
ing changes  in  how  the  FDA  monitors 
device  performance  after  approval, 
creating  a  massive  database  to  track  all 
"adverse  events"  far  faster  than  today's 
paperwork  reporting  process  can. 

"We  are  talking  about  fundamental 
changes,"  Schultz  says.  He  emphasizes  that 
the  benefits  of  medical  devices  "far  out- 
weigh any  risk."  The  hard  part:  sifting  out 
the  few  flawed  devices  that  emerge  in  this 
surging  business  of  bionic  parts — and 
stopping  them  from  posing  hidden  threats 
to  millions  of  patients.  F 


DEVICE 

MAKER 

FUNCTION 

8  K>  ABSORB  ABLE  STENT 

Abbott  Laboratories 

Perhaps  the  most  radical  attempt  to  avoid  side  effects,  this 

device  dissolves  into  apparently  harmless  lactic  acid  inside  the  body. 

ENDEAVOR  STENT 

Medtronic 

Gets  rid  of  stent  clotting  with  a  coating  that  mimics  the 
surface  of  red  blood  cells. 

IMPELLA  RECOVER 

Abiomed 

A  device  to  help  the  heart  pump  that  can  be  implanted  nonsurgical^  through 
a  catheter.  It  might  save  some  patients  from  heart  transplants. 

NEUROSTAR 

Neuronetics 

Uses  magnetic  pulses  to  the  brain,  delivered  in  multiple  visits 
over  three  to  six  weeks,  to  treat  depression. 

XSTOP 

St.  Francis 

Medical  Technologies 

A  simple  titanium  spacer  to  treat  pinched  nerves  in  the  spine 
instead  of  fusing  bones  together. 

Sources:  Alex  Arrow,  Lazard  Capital  Markets;  company  statements. 
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uzhou's  economy  has  comje  a  long 
ay,  but  it's  not  resting  on  its  laurels. 


Suzhou  Industrial 
Park  (SIP) 


>uzhou  has  long  been  characterized  as  a 
quaint  Chinese  tourist  town,  famed  for  its 
?r-!ined  streets,  quality  silks  and  picturesque 
dens.  But  that  image  is  quickly  evolving. 

bout  100  km.  west  of  Shanghai,  this  ancient  and  affluent  city  of  the 
I  su  province  is  making  headlines  as  one  of  China's  most  attractive 
nations  for  foreign  investment.  In  just  two  and  a  half  decades, 
I  ou  has  undergone  a  remarkable  economic  transformation,  turning 
I  a  pleasant  tourist  city  into  a  major  electronics  manufacturing  hub. 
ice  China's  opening  in  the  1970s,  heralded  by  the  late  paramount 
jr  Deng  Xiaoping,  the  country  has  witnessed  rapid  economic 
ipsion,  with  a  phenomenal  average  growth  rate  of  8.5%  for  the  past 
ears.  In  2005,  China's  GDP  stood  at  US$2.3  trillion,  making  it  the 
1's  fourth-largest  economy  after  the  U.S.,  Japan  and  Germany. 

nomic  Evolution  Under  Way 

zhou,  with  a  population  of  6  million,  has  been  one  of  the  most 
trious  cities  in  China  throughout  its  history.  It  once  thrived  as  a 
lg  center  —  predominandy  in  silks  and  textiles  —  along  the  Grand 
ll,  which  linked  Hangzhou  and  Beijing.  The  turning  point  in  its 
Inmic  fortunes  was  in  the  early  1990s,  when  the  city's  leaders  set 
I  a  number  of  areas  for  special  economic  development  zones,  and 
jted  policies  to  draw  investment  funds  from  overseas, 
lese  strategies  paved  the  way  for  Suzhou  to  achieve  significant 
iDmic  progress.  In  recent  years,  Suzhou  has  become  one  of  the 
Inant  recipients  of  foreign  investment  capital  among  the  major 
I  of  China,  competing  closely  with  places  like  Shanghai  and  Beijing, 
fehou  Industrial  Park  (SIP)  alone  —  the  city's  foremost  economic 
ilopment  zone  jointly  developed  by  the  Singapore  and  Chinese 
rnments  in  1994  —  has  become  a  mecca  for  global  high-tech 
ijifacturers.  Companies  such  as  Alcatel,  Nokia,  Fairchild  and  Philips 
■  spent  millions  setting  up  export  facilities  in  Suzhou,  churning  out 


everything  from  electronic  goods  to  telecommunications  equipment, 
semiconductors  and  IT  components  for  the  world  market. 

Besides  SIP,  all  of  the  county-level  cities  and  urban  districts  under 
the  jurisdiction  of  Suzhou,  such  as  Zhangjiagang,  Changshu,  Taicang, 
Kunshan,  Wujiang,  Wuzhong,  Xiangcheng  and  Suzhou  New  &  Hi- 
tech  District,  have  become  the  destinations  for  foreign  investors  and 
manufacturers,  making  Suzhou  a  real  "international  manufacturing  base." 

An  Eye  on  the  Future 

Yan  Li,  the  mayor  of  Suzhou,  attributes  the 
city's  success  to  the  government's  foresight  in 
economic  planning.  He  says  policymakers  in 
Suzhou  have  always  been  one  step  ahead  of  the 
nation.  "In  the  1970s,  when  other  parts  of 
China  were  focused  on  agricultural  develop- 
ment, we  strived  to  become  a  foreign-oriented 
economy.  When  others  set  their  sights  on 
foreign  investment,  we  concentrated  on  indus- 
trial restructuring  and  high-tech  development." 

Business  leaders  like  Michael  Barbalas, 
managing  director  of  Andrew  Telecommunications  (China)  Co.  Ltd, 
agrees,  and  says  "the  local  government  is  very  focused  on  the  future." 
Headquartered  in  the  U.S.,  Andrew  is  a  leading  supplier  of  telecom 
equipment  to  the  global  communications  infrastructure  market.  The 
company  established  production  facilities  at  SIP  in  1998. 

Yan  says  the  focus  now  is  to  "continue  to  create  benefits  for  foreign 
investors"  and  to  provide  them  with  a  high  quality  of  government  service. 
At  the  same  time,  he  hopes  to  balance  the  city's  reliance  on  overseas 
investment  by  developing  its  local  economy  and  achieve  what  he  calls  "a 
coordinated  society  —  how  to  let  Suzhou's  success  benefit  the  lives  of 
all  citizens  and  improve  their  living  conditions." 

While  Suzhou's  economy  has  made  great  leaps  in  recent  years,  the  city's 
leadership  is  not  resting  on  its  victories. 


Suzhou  Mayor 
Yan  Li 


IfnAKr 

SABRES 

Paychex  founder  THOMAS  GOLISANO  remade 
the  bankrupt  Buffalo  Sabres  into  a  profitable 
Stanley  Cup  contender  By  Mary  Ellen  Egan 


BBj  N  I  A  IT  <  X  TOBER  THE  BUFFALO 
I  Sabres  of  the  National  Hockey 
I  League  were  locked  in  a  scoreless  tie 
I  with  the  New  York  Islanders  when, 
H  suddenly,  Sabres  right  wing  Ales 
Kotalik  scored  on  a  booming  shot  from 
the  top  of  the  left  face-off  circle,  one-tim- 
ing a  pass  from  Jaroslav  Spacek  past 
Islander  goalie  Rick  DiPietro. 

The  goal  by  Kotalik,  one  of  the  dead- 
liest snipers  in  the  league,  started  the 
Sabres  on  their  way  to  a  3-0  victory  and  a 
record-tying  tenth  consecutive  win  in  the 


new  NHL  season.  With  a  11-1  record  the 
Sabres  are  a  favorite  to  win  the  Stanley 
Cup  this  season.  The  team  leads  the 
league  with  58  goals  scored.  "Offensively 
they're  head  and  shoulders  above  the  rest 
of  the  league,"  says  Adam  Proteau,  an  NHL 
Web  columnist  for  Hockey  News. 

It  is  an  amazing  feat  considering  the 
Sabres  finished  last  in  the  NHL  s  North- 
east Division  just  three  years  ago,  when 
they  also  had  an  operating  loss  (before 
interest,  taxes,  depreciation  and  amorti- 
zation) of  $5.3  million  on  revenues  of 
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$50  million.  By  last  season  the  team  had 
made  it  to  the  playoffs,  posting  a  profit 
of  $4.6  million  on  revenues  of  $70  mil- 
lion. FORBES  values  the  team  at  $149 
million,  17th  on  our  list  and  45%  more 
than  two  years  ago  when  the  Sabres 
ranked  a  sorry  28th. 

Credit  for  this  remarkable  turnaround 
goes  to  an  unlikely  savior:  the  team's 
owner,  B.  Thomas  Golisano,  64,  the  bil- 
lionaire founder  of  payroll  processor  Pay- 


Sabres  into  bankruptcy.  (John  Rigas  was 
sentenced  to  15  years  but  is  free  pending 
an  appeal.) 

The  NHL  did  its  best  to  run  the  team 
while  it  looked  for  a  buyer.  But  with  the 
Sabres'  front  office  in  disarray,  the  team 
faltered  and  attendance  collapsed,  draw- 
ing only  5,800  season  ticket  holders  in  the 
2002-03  season,  down  from  9,000  the 
year  before. 

Golisano's  first  move  was  to  bring 


another  job,"  says  Quinn. 

The  new  pricing  strategy  helped 
expand  the  fan  base  as  more  parents 
could  now  afford  to  bring  their  kids  to 
the  games.  Attendance  rose  13%  in  the 
2003-04  season,  despite  a  mediocre 
37-38  record,  including  an  eight-game 
losing  streak  in  December  that  prompted 
the  coaches  to  want  to  trade  some  players. 
Golisano  said  no,  make  it  work  with  what 
you  have — and  spend  more  time  practic- 


Night  and  Day  

The  Sabres'  fortunes  have  improved  dramatically  since  Golisano  purchased  the  team  in  2003. 


SEASON:  2002-03       2005-06  • 


chex.  Golisano,  who  has  run  unsuccess- 
fully for  New  York  governor  three  times, 
is  a  hockey  neophyte.  He  never  played  the 
game  and  had  attended  only  three  hockey 
games  prior  to  buying  the  team  in  April 
2003  for  $92  million,  most  of  which  was 
assumed  debt. 

"Six  months  before  I  agreed  to  buy 
them,  I  swore  I'd  never  own  a  sports 
team,"  he  says.  "But  no  one  stepped  up  to 
the  plate  for  this  community.  That  was  my 
motivation." 

And  with  that,  he  bought  decidedly 
damaged  goods.  Before  Golisano  took 
charge,  the  Sabres  were  owned  by  John 
Rigas,  founder  and  chief  executive  officer 
of  cable  giant  Adelphia  Communications. 
In  September  2002  Rigas  was  indicted  on 
federal  fraud  charges  stemming  from 
improper  accounting  at  Adelphia,  subse- 
quently forcing  both  the  company  and  the 


back  the  team's  former  president, 
Lawrence  Quinn,  as  managing  partner. 
Known  as  arrogant  and  divisive,  Quinn 
was  an  unpopular  choice  among  some 
fans,  but  Golisano  didn't  care:  Quinn 
knew  how  to  knock  heads  and  cut  costs. 
Out  went  118  front  office  jobs.  "There 
were  too  many  people  not  doing  much  of 
anything  and  getting  paid  for  it,"  says 
Golisano,  who  can  be  stingy  himself.  For 
the  first  five  years  at  Paychex  (now  with 
sales  of  $1.7  billion),  Golisano  was  its 
only  employee. 

To  help  get  the  fans  back,  Quinn  low- 
ered season  ticket  prices  to  $1,160  from 
$1,600  and  dropped  per-game  ticket 
prices  from  $68  to  as  low  as  $49  for  a  cen- 
ter-ice seat.  Comparable  seats  start  at 
$137  at  a  Toronto  Maples  Leafs  game.  "If 
we  were  wrong,  we'd  be  looking  at  a  25% 
drop  in  revenue  and  I'd  be  looking  for 


$149  mil 


REVENUE  FRANCHISE  VALUE 

'Current  season. 


ing  shots.  The  coaches  added  a  half  hour 
to  each  practice,  and  by  the  end  of  the 
season  the  Sabres  had  risen  in  scoring 
from  29th  to  6th  place. 

But  that  momentum  faded  with  the 
NHL  owners  lockout  that  canceled  the 
2004-05  season.  Player  salaries  had  been 
rising  faster  than  revenues,  and  owners  had 
demanded  a  salary  cap.  The  players  finally 
acceded  but  not  in  time  to  salvage  the  sea- 
son. Golisano  used  the  lockout  time  wisely, 
holding  frequent  meetings  with  players, 
coaches  and  management  "so  the  players 
weren't  disenfranchised  with  the  owner, 
unlike  other  NHL  teams,"  Quinn  says. 

With  the  new  player  contract  came 
new  on-ice  rules  aimed  at  making  the 
game  faster,  higher-scoring  and  less  of  a 
street  brawl.  Hooking  an  opponent's  skate 
with  your  stick  is  now  outlawed,  as  is 
clutching  (grabbing  on  to  your  oppo- 
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Choose  proven  performance 
for  your  401  (k)  Rollover. 

TheT.  Rowe  Price  FlexChoice  Rollover  IRA 


Just  a  few  of  our  funds  appropriate  for  Rollover  IRAs  that  beat  their  1  -, 

As  of  9/30/06                                                     1  Year 

5-,  and  1 0-year  I 

5  Year 

.ipper  average. 

10  Year 

Capital  Appreciation  Fund 

10.27% 

12.12% 

12.15% 

Lipper  Flexible  Portfolio  Funds  Average 

7.68% 

7.19% 

7.49% 

Growth  Stock  Fund 

11.29% 

7.72% 

9.33% 

Lipper  Large-Cap  Growth  Funds  Average 

3.53% 

3.60% 

5.37% 

Value  Fund 

14.82% 

10.43% 

10.99% 

Lipper  Multi-Cap  Value  Funds  Average 

1114% 

9.85% 

9.35% 

Current  performance  may  be  lower  or  higher  than  the  quoted  past  performance,  which  cannot  guarantee  future  results. 
Share  price,  principal  value,  and  return  will  wary,  and  you  may  have  again  or  loss  when  you  sell  your  shares.  To  obtain  the 
most  recent  month-end  performance,  please  call  us  or  visit  our  Web  site.  Request  a  prospectus  or  a  briefer  profile;  each 
includes  investment  objectives,  risks,  fees,  expenses,  and  other  information  that  you  should  read  and  consider  carefully 
before  investing.  All  mutual  funds  are  subject  to  market  risk,  including  loss  of  principal. 


A  wide  range  of  proven  performers — For  each  1-,  5-  and  10-year  period  ended  9/30/06,  over  70%  of  our  mutual 
funds  beat  their  Lipper  average.*  And  our  wide  range  of  funds  gives  you  the  choices  you  need  to  make  the  most  of  your 
retirement  savings.  Results  will  vary  for  other  periods.  Past  performance  cannot  guarantee  future  results. 

Low  cost — T.  Rowe  Price  offers  100%  no-load  funds  with  no  sales  charges  or  commissions,  and  lower  expenses  than  their 
Lipper  averages. 

It's  easy  to  get  started — We  can  help  you  choose  from  90  mutual  funds  and  even  help  take  care  of  the  rollover  paperwork 
for  you.  So  call  one  of  our  Rollover  Specialists  today.  Or  visit  our  Web  site  to  open  an  account.  And  put  the  expertise  of 
T.  Rowe  Price  to  work  for  your  Rollover  IRA. 


troweprice.com/start 


1.877.645.4574 


T.Rowefirice 


INVEST  WITH  CONFIDENCE 


Average  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  "Based  on  cumulative  totai  return,  106  of  139. 78  of  94,  and  49  of  67 
T,  Rowe  Price  funds  (including  all  share  classes  and  excluding  funds  used  in  insurance  products)  outperformed  their  Lipper  average  for  the  1-  5-,  and  10-year  periods  ended  9/30/06.  respectively. 
Not  all  funds  outperformed  for  all  periods.  (Source  for  data:  Lipper  Inc.) 

T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  IRARFC074396 
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nent).  The  premium  is  now  on  skating— 
and  speed. 

So  Golisano  signed  players  who  could 
flourish  with  that  style  of  play,  such  as 
former  Phoenix  Coyotes  captain  Teppo 
Numminen,  Chris  Drury  (Colorado 
Avalanche)  and  Kotalik  (drafted  from  the 
Czech  Republic).  The  team  made  it  to  the 
playoffs  with  a  record  of  52  wins  and  30 


losses,  losing  in  the  conference  finals  to 
the  Carolina  Hurricanes. 

The  playoff  run  and  the  team's  $31 
million  payroll  let  the  Sabres,  a  benefici- 
ary of  the  new  revenue-sharing  pool, 
clear  almost  $4.6  million  in  profit  last  sea- 
son. They  could  have  earned  a  lot  more 
but,  unlike  most  teams,  decided  against 
raising  ticket  prices  during  the  playoffs. 


"The  previous  owners  jacked  up  prices 
for  the  Stanley  Cup  playoffs,  and  the 
community  had  a  ripped-off  feeling.  We 
wanted  to  negate  that,"  explains  Golisano, 
who  has  poured  roughly  $20  million  into 
the  team  for  working  capital. 

The  fans'  goodwill  has  carried  over 
to  this  season  and  season  ticket  sales 
increased  69%,  to  14,860.  F 


TCaiH  ValliatlOHS  The  league's  new  salary  cap  has  moved  it  from  a  $96  millior 

l  loss  to  a  $126  mil 

ion  profit. 

VALUE 

OPERATING 

RANK  TEAM    OWNER(S)  (YEAR  ACQUIRED) 

CURRENT1 
(SMIL) 

2-YEAR 
CHANGE 

DEBT/ 
VALUE2 

REVENUE* 
($MIL) 

.  INCOME3 
(SMIL) 

1 

Toronto  MAPLE  LEAFS  |  Ontario  Teachers'  Pension  Plan  ('94),  Bell  Globemedia  ('03) 

1  QO/ 
I  O  70 

52% 

$119 

$41.5 

2 

New  York  RANGERS    fahlpvision  Systems  f  97) 

306 

9 

82 

109 

17.7 

3 

Detroit  RED  WINGS  Michael  Hitch  ('82) 

ICQ 

4 

35 

89 

5.8 

4 

Dallas  STARS  Thomas  Hicks  f'95) 

248 

-4 

81 

89 

10.0 

5 

Philadelphia  FLYERS  Comcast  Spectacor  ('96) 

7 
—  / 

26 

88 

0.9 

6 

Boston  BRUINS   Jpremv  Jacobs  f'75) 

235 

0 

51 

86 

4.8 

7 

Montreal  '  ANAniFNK    Mnknn  fnors  Rrpwinn  C7R\  fipnmp  Gillptt  Ir  ("011 

iviumu  ecu  ^nlint/lLli  J     iyiuijuii  V.UUI  j  uicwiiiy  i          vjcuiyc  unpen  ji  \  \j  i  j 

1o 

104 

90 

17.5 

O 

Cnlnradn  AV/AI  A  NT  HP    ^tanlpv  krnpnkp  COO) 

Luiuiauu  nVnLnlivnt     jiaiiicy  muliirc  \  uuy 

219 

-11 

25 

81 

5.9 

9 

Los  Angeles  KINGS  Philip  Anschutz,  Edward  Roski  Jr  ('95) 

205 

6 

96 

82 

7.1 

10 

Vancouver  CANUCKS  John  McCaw  Jr  {'95),  Francesco  Aquilini  ('05) 

192 

30 

57 

80 

1.1 

11 

Tampa  Bay  LIGHTNING  William  Davidson  ('99) 

13 

29 

82 

5.0 

12 

Chicaao  RI  ACKHAWKS  '  William  Wirt7  CiA) 

\.IIILauu  ULnvlXlinll l\ J  <.  William  Willi.  \ 

168 

-6 

0 

67 

3.1 

13 

Minnesota  WILD  Robert  Naegele  Jr  ('97) 

1  CI 

U 

79 

71 

4.7 

14 

Ottawa  SENATORS   Euaene  Melnvk  f  03) 

159 

27 

15 

76 

4.2 

15 

Anaheim  DUCKS  Henry  Samueli,  Susan  Samueli  ('05) 

15/ 

0 

75 

-0.2 

16 

St  Louis  BLUES  David  Checketts  ('06) 

150 

7 

80 

66 

1.0 

17 

Buffalo  SABRES  Thomas  Golisano  ('03) 

34 

70 

4.6 

18 

New  Jersey  DEVILS  i  Jeffrey  Vanderbeek  ('04) 

148 

19 

53 

62 

-6.7 

19 

Edmonton  OILERS  Edmonton  Investors  Group  ('98) 

146 

40 

19 

75 

10.7 

20 

San  Jose  SHARKS  ;  Kevin  Compton,  Gregory  Reyes  ('02) 

145 

-2 

31 

69 

1.8 

21 

Carolina  HURRICANES  Peter  Karmanos  Jr  ('94) 

144 

44 

63 

72 

0.5 

22 

Phoenix  COYOTES  Jerry  Moyes  ('01) 

143 

5 

49 

63 

-6.0 

23 

Florida  PANTHERS  Alan  Cohen  (  01) 

142 

18 

35 

65 

-1.9 

24 

New  York  ISLANDERS  Charles  Wang  ('00) 

140 

-12 

71 

56 

-9.2 

25 

Columbus  BLUE  JACKETS  John  H  McConnell  ('97) 

139 

0 

32 

66 

-4.0 

26 

Calgary  FLAMES  Calgary  Flames  LP  {'80) 

135 

17 

14 

68 

2.3 

27 

Nashville  PREDATORS  |  Craig  Leipold  ('97) 

134 

21 

28 

61 

-1.1 

28 

Pittsburgh  PENGUINS4  Mario  Lemieux  ('99) 

133 

31 

38 

63 

4.8 

29 

Atlanta  THRASHER: 

128 

21 

55 

64 

-5.4 

30 

Washington  CAPITALS  I  Theodore  Leonsis  ('99) 

127 

10 

54 

63 

4.6 

LEAGUE  AVERAGE 

'  180 

14 

46 

76 

By  Kurt  Badenhausen,  Michael  K.  Ozanian  and  Maya  Roney 

Revenues  and  operating  income  are  for  2005-06  season  and  are  net  of  revenue  sharing.  'Value  of  team  based  on  current  arena  deal  (unless  new  arena  is  pending),  without 
deduction  for  debt  (other  than  arena  debt).  'Includes  arena  debt.  Earnings  before  interest,  taxes,  depreciation  and  amortization.  -"Acquisition  by  James  Balsillie  pending 
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know 


Health  Care  Transparency 


Good  service 
means  knowing  the 
real  price  in  advance. 

With  Aetna,  your  employees  can  now 
know  the  actual  rate  for  certain  medical 
services  before  they  receive  them.  Only 
Aetna  gives  our  members  easy  online 
access  to  the  actual  rates  we've  negotiated 
with  70,000  doctors  all  over  the  nation*  for 
the  most  frequently  performed  treatments 
and  services.  Knowing  actual  rates  can 
help  your  employees  manage  their  annual 
out-of-pocket  expenses,  and  make  better 
decisions  about  how  to  use  their  benefits 
and  insurance  plans.  To  find  out  more, 
call  your  broker,  Aetna  representative,  or 
visit  us  online  at  aetna.com. 


We  want  you  to  know" 


)f Aetna' 


Health 
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Pharmacy 

Behavioral  Health 

Disability 

Life 


©2006  Aetna  Inc.  Plans  are  offered  by  Aetna  Health  ol  California  Inc  ,  Aetna  Health  of  the 
Carolinas  Inc  Aetna  Health  of  Illinois  Inc  Aetna  Health  Insurance  Company  of  New  York 
Corporate  Health  Insurance  Company.  Aetna  Health  Inc  and  Aetna  Life  Insurance  Company 

Health  benefits  and  insurance  plans  contain  exclusions  and  limitations.  "Members  can  only  view 
rates  for  participating  physicians  and  physician  groups.  Not  available  in  all  states.  Service  is  available 
to  Aetna  members  today  within  DocFind  when  they  log  into  Aetna  Navigator™  at  aetna.com. 
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SHINING  SEA 
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the  famed  sea  explorer  Jacques 
Cousteau,  one  body  of  water 


contained  such  an  astounding  diversity  of  life  that 
it  ranked  to  him  as  "the  aquarium  of  the  world." 

It  is  the  Mar  de  Cortes,  a  vast  inlet  of  the  Pacific  Ocean  bordered 
by  the  mainland  coast  ot  Mexico  to  the  east  and  the  Baja  Peninsula 
to  the  west.  By  any  measure,  the  convergence  of  land  and  water 
in  this  distant,  beautiful  and  even  mystical  frontier  is  unsurpassed. 
More  species  of  whales  can  be  seen  here  —  a  total  of  39  —  than 
anywhere  else  on  the  planet.  Some  922  uninhabited  islands  provide 
sustenance  to  a  rich  marine  mammal  and  seabird  population,  and 
are  home  to  flora  found  nowhere  else.  So  precious  is  "Mexico's 
Galapagos,"  as  it  is  called,  that  the  region  was  registered  last  year  as 
a  World  Heritage  Site  by  UNESCO. 

Today,  the  Mar  de  Cortes  is  the  focus  for  a  unique  development 
of  small,  jewel-like  resorts  that  will  carefully  attract  both  tourists 
and  yachtsmen  to  this  incredible  environment.  The  driving 
force  behind  the  Mar  de  Cortes  project  is  Mexico's  National 
Trust  Fund  for  Tourism  Development,  known  as  FONATUR. 
Since  its  formation  in  1974,  FONATUR  has  developed  five  of 
the  country's  fabled  beach  resorts  —  Cancun,  Ixtapa,  Los 
Cabos,  Loreto  and  Huatulco  —  and  spawned  the  golden  era  of 
Mexican  tourism. 


THE  LEGACY  OF  FONATUR 

Nowadays,  more  than  40%  of  all  tourists  who  visit  Mexico  g 
to  a  FONATUR-developed  destination,  accounting  for  moi 
than  54%  of  the  country's  gross  foreign  tourism  revenues.  And  th 
hotels  in  its  resort  areas  enjoy  an  astounding  77%  occupanc 
With  miles  of  pristine  beaches,  luxurious  resorts  and  a  wealth  c| 
recreational  activities,  plus  exquisite  restaurants  and  world-claji 
shopping,  Mexico  in  the  last  three  decades  has  become  one  of  thll 
ten  most  popular  and  economically  potent  tourist  destinatior 
in  the  world. 

FONATUR's  most  recent  success  story  is  Litibu,  the  413-aci) 
first  stage  of  its  project  along  the  Pacific  coast  in  Nayarti,  o) 
Mexico's  mainland.  On  its  first  day  of  sales  early  in  2006,  mor 
than  70%  of  Litibii's  available  land  was  sold  to  investors  and  onl 
one  hotel  site  remains  available.  FONATUR  is  also  givin 
renewed  attention  to  the  project  of  Loreto  Bay,  which  is  ultimatel' 
slotted  to  have  5,000  villas,  980  condominiums  and  six  boutiqui 
hotels  with  1,500  rooms,  as  well  as  a  golf  course,  shopping  centel 
spa  and  medical  clinic. 

A  VISION  FOR  THE  MAR  DE  CORTES 

The  Federal  Government  Agency's  most  ambitious  project  to  data 
however,  and  one  that  surely  resonates  with  yachtsmen,  is  th| 
Mar  de  Cortes  project  or  nautical  route.  Reminiscent  of  the  forme 
mission  route  established  by  Spanish  missionaries  in  the  16tl 
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century,  it  will  consist  of  a  series  of  Ports  of  Call  along  the  coasts 
of  the  Pacific  as  well  as  the  Mar  de  Cortes.  Just  as  missionaries  built 
their  original  missions  one  day's  travel  by  horse  or  cart  from  each 
other,  the  Mar  de  Cortes  Ports  of  Call  will  be  one  day's  travel 
by  boat,  or  about  120  nautical  miles  apart.  By  the  end  of  the 
construction  period  (2020),  Mar  de  Cortes  will  consist  of  14  routes 
with  30  tourist  circuits,  28  Ports  of  Call,  22  coast  localities,  a  land 
bridge  from  Santa  Rosalita  to  Santos  Coronado,  and  three  ferries. 

In  an  ambitious  move,  the  plans  for  the  project  will  ultimately 
include  an  84-mile  land  bridge  from  the  Pacific  Ocean  to  the 
Mar  de  Cortes,  a  drive  that  will  take  only  three  hours.  This  will 


allow  boat  travelers  quick  access  to  either  the  Pacific  Ocean  or 
the  Mar  de  Cortes,  which  will  be  especially  beneficial  to  those 
who  don't  have  enough  vacation  time  to  sail  around  the  tip  of  the 
peninsula  —  a  two-week  journey.  When  the  highway  is  complete, 
yachtsmen  will  be  able  to  have  breakfast  on  the  Pacific  Coast  and 
end  the  day  with  a  sunset  cruise  among  the  islands  of  the  Mar  de 
Cortes.  Furthermore,  the  plan  calls  for  improving  the  road 
between  Mexicali  and  San  Felipe  to  allow  towing  rigs  for  larger 
vessels  from  the  U.S.  to  have  access  to  the  Mar  de  Cortes. 

STABLE  ENVIRONMENT,  STABLE  ECONOMY 

Beyond  creating  world-class  resorts,  FONATUR  has  made  a 
goal  of  preserving  the  environment  as  well  as  improving  the 
economy.  In  the  case  of  Mar  de  Cortes,  the  project  aims  to 
balance  development  with  conservation.  It  will  also  allow  for 
the  restoration  and  maintenance  of  natural  and  cultural 
resources,  as  well  as  the  distribution  of  economic  benefits  that 
will  improve  the  quality  of  life  throughout  the  region  —  not 
just  in  the  coastal  towns.  This  will  reduce  poverty  and  regional 
inequities  by  offering  new  job  and  development  opportunities 
for  the  entire  population.  I 

To  learn  more  about  FONATUR  and  its  plans  for  the  future  of 
Mexico's  tourism  industry,  please  visit  www.fonatur.gob.mx,  or 
e-mail  a.clientes(a>fonatur.gob.mx  to  request  information. 


T^e  0uibing  principle  behind  Mar  be  Corteo  io  development  for 
preservation.  T^e  project  will  conoirt  oftl>ree  proflrarw. 

•  Integral  Tourist  Regions.  This  program  has  created  an  interconnected  net- 
work of  circuits  on  aea  and  on  land  that  unite  attractive  tourist  destinations. 

•  Ports  of  Call.  The  main  objective  of  this  program  is  to  become  the  doorway 
for  the  Integral  Tourist  Regions  and  to  attend  to  all  nautical  requirements. 
Each  Port  is  comprised  of  low-impact  installations  and  provides  basic 

1  navigational  services  such  as  fueling  stations  and  minor  repairs,  as  well 
as  travel  facilities,  restaurants  and  medical  services. 

•  Coastal  Localities.  This  program  aims  to  provide  basic  services  to  all 
I  locations  within  the  Port  of  Call  and  seeks  to  preserve  and  enhance  the 

locale  for  tourists  and  residents. 


Reminiscent  oftlje  former  mission  route  established  by  Spanish  missionaries 
in  tl)e  1 6tl)  century,  tfye  Mar  9e  Cortes  project  will  consist  of  a  series  of 
Vorts  ofcallalona  tl)e  coasts  oftlje  Vacific  as  well  as  tl)e  Mar  de  Cortes. 
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DYNAMISM  OR  STASIS 


|  T'S  HERESY  TO  SAY  SO  IN  THESE  PAGES,  BUT  THE  SLUGGISH 
■  economies  of  continental  western  Europe  have  far  bigger 

I  problems  than  high  tax  rates  and  big  welfare  states.  The 
I  economic  policies  of  countries  like  Germany,  France  and 

I  Italy  have  gone  wrong  in  ways  that  cutting  taxes  and  tight- 
ening social  insurance  can't  fix. 

The  hardest  of  all  economic  problems  is  what  to  make  next. 
What's  valuable  that  hasn't  been  done  before?  Businesses,  and 
whole  economies,  can  only  grow  so  much  by  copying  or  incre- 
mentally improving  what's  already  been  done.  For  significant 
growth  to  continue,  innovators  have  to  come  up  with  new  and 
valuable  ideas.  Mere  invention  isn't  enough;  the  novelty  has  to  be 
something  customers  want. 

European  corporatism,  dating  back  to  the  1920s,  stifles  that 
process.  This  ideology's  goal:  "Remove  the  brain  of  capitalism  to 
curtail  and  modify  the  mechanism  of  experiments  and  discover- 
ies undertaken  by  unorganized  entrepreneurs  and  financiers  and 
replace  it  with  a  selection  mechanism  governing  investment  and 
innovation  that  would  require  a  consensus  of  key  social  groups." 
These  are  the  words  of  this  year's  Nobel  laureate  in  economics, 
Edmund  S.  Phelps  of  Columbia  University,  in  a  2005  working 
paper.  (Google:  Phelps,  "The  Economic  Prosperity  of  Nations.") 

What  the  stagnating  economies  of  western  Europe  need, 
Phelps  suggests,  is  more  "dynamism,"  a  term  I  used  in  my  1998 
book  The  Future  and  Its  Enemies  to  describe  much  the  same 
process  of  decentralized  experiments. 

Economists  and  policymakers,  he  argues,  should  focus  less 
on  neoclassical  prescriptions — tax  and  spending  incentives, 
inputs  of  labor,  capital  and  physical  resources— and  more  on  bar- 
riers to  dynamism.  With  the  right  incentives  and  input,  an  econ- 
omy can  indeed  grow  rapidly,  but  that  works  only  as  long  as  there 
are  plenty  of  good  ideas  for  businesses  to  copy  from  other  places, 
whether  for  cloth  in  19th-century  America,  cars  in  20th-century 
Japan  or  shoes  in  21st-century  Vietnam. 

Phelps  attributes  Europe's  postwar  takeoff  to  "a  rapid  injec- 
tion of  new  technologies"  invented  else- 
where and  financed  by  private  capital  com- 
ing largely  from  the  U.S.  "The  foreign  aid 
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of  the  Marshall  Plan  was  small  next  to  the  private  capital  that 
helped  fuel  the  Continent's  catch-up  miracles,"  he  writes  in 
"Understanding  the  Great  Changes  in  the  World:  Gaining 
Ground  and  Losing  Ground  Since  World  War  II,"  an  article  just 
published  in.  the  online  journal  Capitalism  and  Society.  As  for 
supply-side  arguments,  he  notes  a  timing  problem:  tax  cuts  in 
the  late  1940s  but  rapid  productivity  growth  only  in  the  late 
1950s  and  1960s. 

And  that's  all  ancient  history.  For  the  past  decade,  writes 
Phelps,  "most  of  western  continental  Europe  has  been  gripped 

by  a  new  slowdown,  one 
that  has  brought  the  pro- 
ductivity growth  rate  far 
below  the  rate  enjoyed  by 
Americans  and  most  others 
in  the  world's  population — 
those  in  China,  India,  South 
Korea,  Scandinavia,  central 
Europe  and  Ireland,  to  name 
most  of  the  buoyed  up 
populations." 

The  conventional  focus 
on  taxes  and  spending,  Phelps 
argues,  is  distracting  policy- 
makers from  more  funda- 
mental barriers  to  innovation, 
such  as  Germany's  protected 
small  regional  banks  or  its 
requirement  that  trade  unions 
have  a  say  in  companies'  in- 
vestment decisions. 

"[Chancellor  Angela] 
Merkel  of  Germany  really  got  off  on  the  wrong  foot  by  thinking 
that  the  villain  of  the  piece  is  the  welfare  state  when  she  should  be 
worrying  about  all  those  things  that  she  seems  to  think  are  just 
fine,"  he  says.  Cutting  taxes  is  of  limited  use  when  German  laws 
keep  capital  from  flowing  to  the  most  promising  new  ideas,  at 
least  within  the  country. 

Corporatist  barriers  can  not  only  reduce  the  chances  of  truly 
original  innovations  but  also  slow  the  adoption  of  best  practices 
developed  elsewhere.  "Average  practice  on  the  Continent 
responds  far  more  slowly  to  a  given  increase  in  best  practice  than 
does  average  practice  in  the  U.S.,  owing  to  a  range  of  burdens  and 
barriers  present  on  the  Continent,"  he  writes. 

Continued  growth  and  prosperity  require  more  than  incen- 
tives to  work,  save  and  invest  in  the  same  old  ways.  To  grow 
beyond  the  frontier  of  imitation,  an  economy  must  foster  a  con- 
stant flow  of  economic  experiments.  But  these  are  the  very  sorts 
of  disruptive  enterprises  that  threaten  the  neat  arrangements  of 
the  corporatist  status  quo.  You  can't  have  growth  without 
dynamism,  which  is  another  word  for  change.  F 

Virginia  Postrel  (www.dynamist.com)  is  a  contributing  editor  for  the  Atlantic 
and  author  of  The  Future  and  Its  Enemies  and  The  Substance  of  Style. 


Policymakers 
should  focus  less 
on  neoclassical 
prescriptions  like 
tax  and  spending 
incentives  and 
more  on  barriers 
to  dynamism. 
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Defeating 

Diabetes 

By  Jason  Forsythe 

in  an  age  when  medical  advances  are 
announced  nearly  every  day,  it  is  a  con- 
founding reality  that  we  are  losing  the 
battle  against  diabetes.  "We  are  in  the 
middle  of  an  epidemic  of  diabetes  in  this 
country,  and  the  world/'  explains  Dr. 
Leonid  Poretsky,  professor  of  medicine 
»at  Albert  Einstein  College  of  Medicine 
and  chief  of  endocrinology  at  Beth 
Israel  Medical  Center  in  New  York. 
"It  is  spreading  at  a  tremendously  fast 
rate  both  here  and  abroad." 


',1,'"  


The  exact  causes  of  the 
spread  of  the  disease  are 
not  completely  under- 
stood, but  at  least  one  of 
the  reasons  involves  a  gen- 
eral change  in  lifestyle.  With 
weight  gain,  people  who  suffer 
from  the  most  prevalent  form  of 
diabetes  —  type  2  diabetes  — 
develop  a  resistance  to  insulin,  the 
hormone  that  controls  blood  sugar 
(glucose)  levels  in  the  blood.  If  left 
untreated,  diabetes  can  lead  to 
heart  disease,  stroke,  blindness, 
kidney  and  nerve  disease,  amputa- 
tions or  impotence. 

"With  computers  and  cars,  we 
see  weight  going  up  —  and  in  a 
macro  sense,  a  sedentary  lifestyle 
is  a  cause  of  diabetes,"  says  Dr. 
Poretsky.  "We  don't  understand 
exactly  why,  but  we  do  know  the 
epidemic  is  growing." 


The  Cost  of  Diabetes 

The  financial  cost  of  diabetes  is 
staggering.  Nationally,  one-third  of 
all  diabetes  remains  undiagnosed, 
adding  to  its  estimated  costs.  Assum- 
ing the  cost  of  health  care  does  not 
outpace  the  overall  cost  of  living,  the 
annual  cost  of  diagnosed  diabetes 
could  rise  to  an  estimated  $156 
billion  by  2010  and  to  $192 
billion  by  2020.  ggmt 

An  estimated  41  million 
Americans  age  40  to  74 
have  pre-diabetes,  a  con- 
dition in  which  their 
blood  glucose  levels  are 
too  high.  Without  care, 
these  people  are  likely  to 
develop  diabetes  within 
10  years. 

The  Centers  for  Disease 
Control  and  Prevention 
reports  that  since  1987  the 


incidence  of  diabetes  has  jumped 
45%  —  while  the  death  rates  due 
to  heart  disease,  stroke  and  cancer 
have  declined. 

Paying  for  Diabetes 

In  spite  of  the  fact  that  more  than  20 
mm  million  Americans  suffer  from 
diabetes,  reimbursement 
for  the  treatment  of 
diabetes  is  essentially 
non-existent.  "We 
have  a  paradoxical 
I  situation,"  says  Dr. 
Poretsky.  "Medicare 
will    pay    for  your 
kidney  dialysis,  which 
is  extremely  expensive, 
but  they  will  not  pay  for  a 
diabetes  nurse  to  teach 
patients  how  to  monitor  their 
blood  sugar.  Most  patients  don't 
(Continued  on  page  4) 
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Diabetes  and 
Gum  Disease 


A visit  to  the  dentist  does  more  than  ensure 
thorough  teeth  cleanings  and  detection  of 
dental  problems  like  cavities.  According  to  a 
study  conducted  by  Aetna  and  Columbia 
University  College  of  Dental  Medicine  over  a 
two-year  period,  periodontal  care  is  associated  with 
reduced  health  risk,  and  early  periodontal  care  is  associat- 
ed with  lower  overall  medical  costs  for  members  with  dia- 
betes, coronary  artery  disease  or  cerebrovascular  disease. 

As  the  life  expectancy  of  the  American  population  con- 
tinues to  rise  and  as  the  incidence  of  obesity  continues  to 
increase,  it  is  expected  that  the  number  of  people  who  will 
develop  diabetes  will  significantly  multiply  in  the  future. 
As  a  result,  it  is  expected  that  dental  practitioners  will  be 
seeing  and  treating  more  patients  with  this  disease. 

Diabetes  is  the  sixth-leading  cause  of  death  in  the  U.S. 
And  periodontal  disease  has  been  referred  to  as  the  "sixth 
complication  of  diabetes."  (Source:  Loe,  H.  "Periodontal 
disease;  The  sixth  complication  of  diabetes  mellitus;" 
Diabetes  Care  1993,  1:329-34.)  Over  20  million  people 
have  been  diagnosed  with  the  disease,  and  this  number  is 

increasing  by  approximately 
one  million  each  year. 
The  condition  is  associated 
with  periodontal  disease,  as 
the  presence  of  periodontal 
infection  can  interfere  with 
glycemic  control,  and  poor 
glycemic  control  can  exacer- 
bate  periodontal  disease. 

One  promising  finding  from 
the  aforementioned  study 
by  Aetna  and  Columbia 
University  College  of  Dental 


Medicine  is  that  members  with  diabetes  who  had  periodon 
tal  treatment  in  the  first  year  of  the  study  experienced  9°/, 
lower  medical  costs  than  those  who  had  treatment  only  in  th 
second  year.  In  addition,  the  study  found  that  those  member 
with  diabetes  who  had  periodontal  treatment  reportec 
reduced  health  risk  scores  of  29%  compared  to  those  wh 
had  no  dental  treatment. 

Diabetes  Mellitus 

Diabetes  Mellitus  is  the  most  common  of  all  endocrine  dis 
orders.  There  are  two  forms:  type  1  and  type  2.  Type  1,  usu( 
ally  diagnosed  in  the  young,  is  caused  by  the  destruction  o 
beta  cells  of  the  pancreas,  resulting  in  an  absolute  deficien 
cy  of  insulin  production.  The  required  treatment  is  insulii 
administration.  Insulin  resistance  typifies  type  2,  the  mor 
common  form  of  diabetes.  This  occurs  when  target  tissue 
do  not  respond  to  available  insulin,  resulting  in  high  bloo« 
glucose  levels  (hyperglycemia).  Type  2  diabetes  commonl 
occurs  later  in  life  and  can  often  be  managed  by  diet  mod 
ification  and  oral  hypoglycemic  drugs,  although  insulin  ma 
be  necessary  to  treat  advanced  cases. 

Periodontal  Disease  and  Diabetes  Mellitus 

Persons  with  diabetes  have  higher  odds  of  developing  peri 
odontal  disease  when  compared  to  those  with  norma 
blood  glucose  levels.  In  addition,  the  severity  of  periodon 
tal  infection  is  associated  with  the  duration  of  diabetes  ii 
the  individual.  Studies  "have  also  shown  that  individual 
with  diabetes  are  not  only  more  susceptible  to  periodon 
tal  disease,  they  can  suffer  from  greater  tooth  loss  thai 
people  without  diabetes.  Conversely,  the  data  also  sugges 
that  the  presence  of  periodontal  infection  can  adversel 
affect  glycemic  control  in  people  with  diabetes  and  tha 
there  appears  to  be  a  bidirectional  relationship  betwee: 
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Reduction  in  Risk  Scores  and  Medical  Costs  Associated  With  Periodontal  Treatment 


Periodonitis 
Risk  Score 

ixu  u/ciiidi 

Services 
Risk  Score 

With  PptrifkHrtntnl 
■  vim  rci luuuii id i 

Care:  Reduction 
in  Risk  Score 

n3oUl/ICl  ICvJ 

Reduction  in  Overall 
Medical  Costs 

Diabetes 

3.39 

4.79 

29.2% 

9% 

Coronary  Artery 
Disease  (CAD) 

4.68 

6.49 

^  27.9% 

J^r  16% 

Cerebrovascular 
Disease  (CVD) 

6.23 

8.26 

£  24.6% 

11% 

Source:  "An  Examination  of  Periodontal  Treatment  and  Per  Member  Per  Month  (PMPM)  Medical  Costs  in  an  Insured  Population"  Paper 


ie  two  conditions.  The  exact  nature  of  this  relationship 
not  yet  clear,  but  evidence  indicates  that  periodontal  dis- 
ise  increases  the  severity  of  diabetes  mellitus  and  disrupts 
verall  metabolic  balance. 

testification  of  Patients  With  Undiagnosed 
iabetes  Mellitus 

diagnosis  of  Diabetes  Mellitus  is  made  based  on  many 
'Stemic  and  oral  signs  and  symptoms.  These  include: 


/stemic  Signs  and  Symptoms 

Polydipsio  (excessive  thirst),  polyuria 
(excessive  urination)  and  polyphagia 
(excessive  appetite) 

ral  Signs  and  Symptoms 

Gingivitis  and  periodontal  disease 
Dry  mouth  and  salivary  gland 
I  dysfunction 

i  Recurring  bacterial,  viral  and 
fungal  infections  (i.e.,  thrush) 
Dental  decay 


Weight  loss 

Weakness  and  profound  fatigue 


•  Dental  abscesses 

•  Delayed  wound  healing 

•  Loss  of  teeth 

•  Impaired  ability  to  wear  dentures 

•  Burning  mouth  syndrome 

•  Taste  impairment 


Patients  who  exhibit  signs  and  symptoms  of  diabetes 
ould  be  referred  to  a  physician  for  further  evaluation 
id  diagnosis. 

Most  evidence  suggests  that  periodontal  disease  in  per- 
[ns  with  diabetes  may  be  a  result  of  prolonged  exposure 
i  hyperglycemia  and  occurs  with  the  greatest  frequency 
id  severity  in  those  with  poor  glycemic  control.  These 
j.tients  can  improve  their  periodontal  health  by  control- 
|ig  their  glucose  levels.  Furthermore,  improved  commu- 
tation between  dentists  or  periodontists  and  physicians 


or  endocrinologists  can  improve  patient  management  of 
the  systemic  and  oral  effects  of  the  disease. 

The  Role  of  Dental  Professionals  in  the 
Diagnosis  and  Management  of  Patients  With 
Diabetes  Mellitus 

Comprehensive  diabetes  care  is  a  team  effort  involving 
both  the  patient  and  a  system  of  health  care  professionals. 
For  the  dental  professional,  the  identification  and  treat- 
ment of  patients  with  diabetes  should  be  an  important 
component  of  dental  practice.  The  National  Diabetes  Edu- 
cation Program  (NDEP)  recommends  that  these  patients 
have  regular  oral  examinations  and  be  educated  about  the 
importance  of  their  oral  health. 

Outreach 

By  integrating  medical  and  dental  information,  Aetna  has 
developed  an  outreach  program  that  identifies  members 
with  diabetes  (and  other  medical  conditions),  and  offers 
education  about  the  connections  between  oral  health  and 
overall  health  as  well  as  assistance  in  making  a  dental 
appointment.  Encouraging  members  to  visit  the  dentist 
regularly,  especially  those  who  have  a  personal  or  family 
history  of  diabetes,  is  one  solution  that  not  only  improves 
overall  health  but  reduces  medical  costs. 

The  information  contained  in  this  document  does  not  constitute 
medical  advice  or  a  diagnosis  of  medical  condition  as  each  indi- 
vidual circumstance  is  different.  Aetna  does  not  provide  medical 
services  and,  therefore,  does 

not  advocate  any  particular       ,.,  ■  ® 

ni  u  We  want  you  to  know 

treatment.  Please  consult  your  } 
health  care  provider  for  the 
advice  and  care  appropriate  for 
your  specific  medical  needs.  ■ 
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nq  California  Almonds 


CHANNEL  SNARFING 

Take  control  over  your  TV  time  snacking 
habits  by  placing  a  bowl  of  super-tasty, 
seasoned  almonds  right  next  to  the  remote. 

COMMUTER  CRUNCH 

Use  your  glove  compartment  for  something 
useful  for  a  change,  like  a  bag  of  roasted 
almonds  to  crunch  on  when  you're  stuck  in 


DESK  STASH 

Be  smarter  about  how  you  curb  those 
midday  munchies  by  strategically  stashing 
a  container  of  roasted  almonds  in  your 
desk  drawer. 

FOR  MORE  SNACKING  TIPS  AND 
THE  FULL  NUTRITIONAL  SCOOP, 
VISIT  www.AlmondsAreIn.com. 


m  almonds  o 
ww  w.  A I  rr\p  n  d  s  A  r  e . 


(Continued  from  page  1) 
know  how  to  treat  their  diabetes 
by  themselves,  but  if  health 
providers  were  reimbursed  to  teach 
them  how,  I  think  we  could  make  a 
huge  dent  in  prevention." 

According  to  Dr.  Poretsky,  a  dia- 
betes educator  could  teach  2,000 
patients  a  year  about  how  to  mon- 
itor and  control  the  disease  at  a 
fraction  of  the  cost  of  treating  the 
disease  itself. 

Promising  Therapies 

Fortunately,  the  risk  of  developing 
diabetes  can  be  reduced  by  as  much 
as  60%  with  regular  exercise  and 
effective  weight  control.  Maintain- 
ing ideal  body  weight  by  eating 
properly  and  exercising  is  the  single 
most  important  method  for  avoid- 
ing diabetes. 

However,  changing  lifesty  le  with 
diet  and  exercise  onlv  works  in 


about  10%  of  patients  diagnosed 
with  diabetes.  For  the  rest  of  the 
diabetics,  the  treatment  involves 
maintaining  normal  blood  pressure, 
cholesterol  and  blood  sugar  levels. 

In  the  last  decade  there  has  been 
a  tremendous  jump  in  the  number 
of  user-friendly  glucose  level  mon- 
itoring devices,  and  are  more 
on  the  horizon.  Drugs  such  as 
EXUBERA  and  rosiglitazon,  ther- 
apies like  hOKT-3-gamma-l  and 
the  nonsurgical  transplantation  of 
pancreatic  cells  are  the  latest  med- 
ical advances  in  getting  diabetes 
back  under  control.  • 
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Whoever  said  big  things  come  in  small  packages  must  have  been  eating  California  Almonds. 
Crunchy  and  delicious,  high  in  vitamin  E,  low  in  saturated  fat  and  a  tasty  source  of  protein,  almonds  are  full 
of  good  stuff  that's  good  for  you.  Not  only  are  they  cholesterol -free,  but  research  shows  that  eating  about 
an  ounce  of  almonds  a  day  in  place  of  foods  higher  in  saturated  fat  can  actually  lower  cholesterol. 
Sa       So  whenever  you've  got  a  void  to  fill,  make  sure  California  Almonds  are  in. 


The  Almond  Board  of  California  is  a  proud 
sponsor  of  the  American  Heart  Association's 
Choose  to  Move  program 


Stock  Options  

I've  Got  Mine,  Jack 

Outside  investors  at  Outdoor  Channel 
Holdings  are  treading  water.  Insiders 
are  doing  just  fine  |  By  Allison  Fass 


THE  MANTRA  OF  CORPORATE  MANAGEMENT  THESE 
days  is  "maximizing  shareholder  value."  But  then,  there 
are  shareholders  and  there  are  shareholders.  At  Out- 
door Channel  Holdings,  a  cable  network  that  offers 
hunting,  fishing  and  gold-prospecting  TV  shows  to  28 
million  homes,  certain  shareholders — insiders — are  doing 
extremely  well.  The  rest — the  public — are  just  getting  by. 

Outdoor  Channel  Holdings  has  a  market  value  of  $350  mil- 
lion. But  even  that  price  has  a  lot  of  hope  built  into  it.  In  the  last 
four  quarters  the  company  posted  net  income  of  $  1 .8  million  on 
revenue  of  $45  million.  A  price  of  194  times  earnings  is  rich,  even 
for  a  media  company  that  has  its  devoted  fans  (where  else  are  you 
going  to  get  a  reality  show  on  newlyweds  hunting  trophy  deer?). 

Despite  the  lofty  P/E,  the  stock  hasn't  done  much  for  investors 
in  the  last  two  years,  having  meandered  sideways  from  $15.05  to 
a  recent  $13.60  (when  the  S&P  500  was  up  20%).  And  yet  com- 
pany insiders  have  done  very  well  with  their  shares.  The  chair- 
man is  Perry  Massie,  44.  The  vice  chairman  is  his  brother, 
Thomas,  41.  Between  them  they  have  netted  a  pretax  $12  million 
in  the  past  two  years  from  cashing  in  options,  while  other  insid- 
ers pocketed  $14  million. 

Outdoor  Channel  Holdings  was  founded  in  1985  by  George 
Massie,  the  Massies'  father,  with  $400,000  he  raised  in  a  blind - 
pool  public  offering.  Over  the  long  pull  the  public  shareholders 
have  done  well:  That  initial  offering  came  out  at  a  price  of  $1. 
(This  and  other  stock  prices  are  split-adjusted.)  But  the  recent 
thrust  has  been  toward  enhancing  the  bank  accounts  of  the  insid- 


ers. The  stock  has  not  paid  a  dividend  since  2002. 

Key  moment  in  the  company's  history:  In  1997, 
strapped  for  cash,  the  firm  sold  a  minority  stake  in  its 
main  operating  business,  called  the  Outdoor  Channel,  for 
$2  million.  The  buyers  were  private  investors;  the  sub- 
sidiary had  no  public  offering.  Insiders  also  wound  up 
with  low-priced  options  in  this  subsidiary. 

Come  2004  it  was  time  to  consolidate  the  corpora- 
tions. The  publicly  traded  parent  issued  3.1  million  of  its 
shares  (worth  $55  million  when  the  deal  was  announced) 
to  buy  out  the  17.6%  minority  interest.  To  replace  options 
that  the  subsidiary  had  outstanding,  it  issued  4  million 
options  in  the  parent.  These  options  were  deeply  in  the 
money — that  is,  the  strike  prices  were  well  below  the  trad- 
ing price  of  Outdoor  Channel  Holdings  shares.  The 
issued  options  had  a  cash  value  (market  price  minus 
strike  price)  of  $52  million.  The  parent  took  a  pretax 
charge  to  earnings  of  $48  million  for  this  transaction.  It 
also  recorded  a  $19  million  tax  benefit,  since  most  of  the 
option  value  was  recorded  as  a  compensation  cost. 

When  the  dust  settled,  Outdoor  Channel  Holdings 
had  paid  a  net  $84  million  for  a  minority  stake,  with 
just  $3  million  in  tangible  and  $12.5  million  in  "identi- 
fiable intangible  assets."  Earnings  of  the  acquired 
Lifestyle  enthusiasts:  property  were  not  much  to  brag 
Perry  Massie  and  about,  either.  For  the  first  eight 
Roger  Werner  of  months  of  2004  the  parent's  income 
Outdoor  Channel.  statement  records  a  $682,000 
minority  interest  in  the  consolidated  net  income. 

A  fair  deal?  Why  yes,  the  company  tells  us.  BIA  Financial  Net- 
work did  the  valuation.  The  Massies,  board  members  at  both 
Outdoor  Channel  Holdings  and  the  subsidiary,  abstained  from 
voting  on  it. 

In  2005  the  public  entity  had  a  public  stock  offering  at  $13.50. 
Big  sellers  (in  addition  to  the  company  itself):  the  Massies  and 
three  early  investors  who  had  also  been  on  the  board  of  the  sub- 
sidiary. The  company  notes  that  the  Massies  needed  to  raise  cash 
to  settle  tax  bills  from  their  mother's  estate.  After  the  sales  the 
Massies  own  41%  of  the  company. 

Institutional  Shareholder  Services,  which  advises  share- 
holders on  how  to  vote  their  proxies,  recommended  against 
the  buyout  of  the  minority  stake.  The  reason,  says  ISS  Execu- 
tive Vice  President  Patrick  McGurn,  was  that  BIA  did  not 
explain  the  discounted  cash  flow  analysis  it  used  to  justify  the 
price.  ISS  currently  gives  Outdoor  Channel  Holdings  a  corpo- 
rate governance  rating  in  the  bottom  2%  of  companies  in  its 
small-cap  universe. 

In  October  the  Massies  hired  Roger  Werner,  who  has  headed 
both  ESPN  and  Outdoor  Life  Network,  to  be  chief  executive  and 
win  over  more  cable  distributors.  "They  haven't  announced  any 
carriage  deals  of  any  size — they're  just  sitting  on  the  cash  they 
raised  in  their  secondary  offering,"  says  Jennifer  Childe,  a  Bear 
Stearns  analyst.  Says  Perry  Massie:  "We  feel  we're  doing  the  best 
we  can  to  run  the  company  and  to  make  the  best  value  in  terms 
of  the  shareholders."  Which  ones?  F 
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Welcome  to  the  market's  middle, 
where  established  companies  and  growth 
potential  are  woven  together  as  one. 


It  just  may  be  the  sweet  spot  you've  been  looking  for.  Invest  in  it  with  MidCap  Spiders. 

You've  built  a  portfolio  with  a  solid  blue  chip  foundation.  Now  you're  considering  more  diversification 

and  a  different  balance  of  upside  potential  and  risk. 


MidCap  Spiders  add  the  entire  S&P  MidCap  400™ 
to  any  portfolio.  This  exchange  traded  fund  (ETF) 
represents  all  400  middle  market  stocks  of  the  S&P 
MidCap  400  in  every  share.  These  companies  have 
matured  to  achieve  a  sizeable  $1-4  billion  in  market 
cap,  and  meet  rigorous  selection  criteria.  While  mid-cap 
securities  are  subject  to  greater  risk  than  large-caps, 
mid-cap  companies  are  less  volatile  than  companies 
in  the  often  uncertain  start-up  phase. 

MidCap  Spiders  can  help  you  build  a  "beyond  the 
blue  chips"  investment  strategy  without  having  to 
pick  individual  stocks  since  every  share  gives  you  all 
the  middle  market  companies  of  the  S&P  MidCap  400. 
Low  fees  make  the  MidCap  SPDRs  cost  efficient,  too. 
Of  course,  when  you  buy  or  sell  MidCap  Spiders,  the 
usual  brokerage  commission  applies. 

Want  to  learn  more?  Visit  www.MidCapSPDR.com  and 
see  if  MidCap  Spiders  could  be  a  sweet  addition  to  any 
portfolio.  Ticker  symbol  Amex:MDY 


Over  the  last  five  years  MidCap  Spiders  delivered  a  cumulative 
return  of  more  than  80%.  Not  bad  for  a  middleweight. 

And  since  inception,  average  annual  total  returns  have 
been  approximately  14%. 


Average  annual  One  Three      Five       Ten  Since 

total  return  of  MDY  Year  Years  Years  Years  Inception 
as  of  9/29/06 

^don  6.27%  14.90%  12.45%  12.94%  14.01% 

Based  on  6.07%  14.12%  9.64%  13.38%  13.97% 
Market  Price 


Total  returns  are  calculated  quarterly  using  the  daily  4:00  p.m.  net  asset  value  (NAV). 
Distributions,  if  any,  are  assumed  Co  be  reinvested  baek  into  the  fund  im  the  pay  date 
at  t/ie  NAV  on  tlmt  date.  Performance  data  quoted  represents  past  performance  and  is 
no  gtuirantee  of  future  results.  Current  performance  may  be  lower  or  higher  than 
quoted/The  investment  return  and  principal  value  of  an  investment  will  fluctuate  so 
tluit  an  investor's  shares,  when  sold  or  redeemed,  are  subject  to  rruirfcei  volatility  They 
may  be  worth  more  or  less  titan  their  original  cost.  MDY  shares  are  bought  and  sold  at 
miirket  price  (not  NAV)  and  are  not  individually  redeemed  from  die  fund.  Brokerage 
commissions  will  reduce  returns.  To  obtain  most  recent  month-end  performance,  please 
call  1-800-843-2639  or  visit  www.MtdCapSPDR.com. 


State  Street 
Global  Advisors 


SSfA 
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An  investor  should  consider  investment  objectives,  risks,  clxarges  and  expenses  of  the  investment  company 
carefully  before  investing.  To  obtain  a  prospectus,  which  contains  this  and  other  infomiation,  go  to 
www.MidCapSPDR.com  or  call  J -800-843-2639.  Please  read  the  prospectus  carefully  before  investing.  Past 

performance  is  no  guarantee  of  future  results.  S&P  MidCap  400™  and  MidCap  SPDR™  are  trademarks  of  The  McGraw-Hill 
Companies,  Inc.,  licensed  for  use  by  State  Street  Global  Markets,  LLC.  MidCap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  hy 
Standard  ck  Poor's  and  S&.P  makes  no  representation  regarding  the  advisability  of  investing  in  MidCap  SPDRs.  ©2006  State  Street  Corporation. 
ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust. 
MID000109 


Insights  Peter  Huber 


LOVE  URANIUM 


■  F  YOU'RE  40  OR  OLDER,  YOU'RE  GOING  TO  SPEND  THE 
I  rest  of  your  life  powered  by  carbon  or  uranium.  Take  your 
I  pick.  Forget  about  "none  of  the  above"  or  "less  of  both." 
I  For  the  next  several  decades  at  least,  alternative  energy 
I  sources  aren't  serious  choices;  they  are  pork  barrels,  delu- 
sions, demonstration  plants  and  daydreams. 

A  pound  of  uranium  oxide  costs  $60,  six  times  as  much  as  it  did 
three  years  ago.  The  spot  price  of  oil  has  roughly  doubled  during 
the  same  period.  Coal  from  Wyoming's  Powder  River  Basin  has  swung 
between  $5  and  $20  a  ton,  from  central  Appalachia  between  $35  and 
$65.  This  seems  to  suggest  that  what's  volatile  is  the  price  of  energy, 
not  the  price  of  oil.  Also,  that  the  volatility  has  little  to  do  with  a  planet 
running  on  empty.  The  earth  certainly  isn't  running  out  of  uranium 
or  coal.  And  for  all  the  talk  of  the  end  of  oil,  humanity  will  still  pump 
a  lot  more  crude  in  2006  than  it  did  in  1 996. 

Why  do  the  prices  of  such  different  fuels  often  move  in  tandem? 
The  fuels  are  certainly  different.  Coal  and  uranium  are  much  more 
difficult  to  handle,  and  they  are  therefore  used  almost  exclusively  in 
big  electric  power  plants.  Oil  is  far  more  versatile  and  remains,  for 
now,  the  only  practical  choice  for  transportation.  But  economic  growth 
boosts  energy  demand  across  the  board,  and  there  is  more  cross- 
fuel  competition  than  is  commonly  recognized.  Electricity  substi- 
tutes for  oil  and  gas  in  heating  and  industrial  processes.  Coal  and 
uranium  compete  with  natural  gas  in  electric  power  plants,  and  gas 
competes  with  oil  in  industrial  processes  and  fleet  vehicles.  How  much 
more  cross-fuel  competition  occurs  is  determined  by  how  well 
technology  can  move  energy  between  the  grid  on  the  one  hand  and 
factories,  homes  and  wheels  on  the  other.  As  it  happens,  bridging 
technologies  are  improving  fast. 

The  big  economic  difference  between  uranium,  coal  and  oil 
centers  on  the  cost  of  technology  and  capital.  Because  oil  is  such  a 
dense  high-grade  fuel,  it  is  quite  cheap  to  transport  and  requires  com- 
paratively little  refinement.  A  change  in  the  price  of  crude  therefore 
has  quite  a  big  impact  on  the  price  paid  at  the  pump.  The  price  of 
coal-fired  and  nuclear  electricity,  by  contrast,  depends  mainly  on  the 
cost  of  railways,  centrifuges  and  power  plants.  Even  a  fivefold 
increase  in  the  price  of  raw  uranium  oxide  has  little  impact  on 
the  price  of  nuclear  power. 


Oil,  coal  and  uranium  diverge  even  more  sharply  at  the  front 
end  of  the  supply  line,  where  producers  dig  and  drill.  The  largest 
reserves  of  the  cheapest  oil  lie  under  land  controlled  by  autocrats 
and  feudal  theocracies.  Stable,  democratic  governments  control 
abundant  supplies  of  uranium  and  coal.  But  even  the  worst  gov- 
ernments can  buy  uranium  oxide  and,  with  patience,  convert  it 
into  weapon-grade  uranium  or  plutonium,  and  the  very  worst  are 
the  most  determined  to  do  so. 

Then,  finally,  there's  the  planet  again.  Carbon,  we  are  told,  will 
warm  the  planet;  uranium  will  irradiate  it. 

Most  voters  probably  understand  that  such  tradeoffs  exist, 
but  few  have  any  real  grip  on  the  practical  realities 
that  keep  carbon  and  uranium  so  dominant.  For 
politicians  who  must  answer  to  voters,  the  easiest  way 
to  deal  with  the  unwelcome  facts  is  to  say  one  thing 
and  do  another.  So  year  after  year,  Washington  prom- 
ises the  feel-good  fixes — 
efficiency,  wind,  solar  and 
ethanol — but  quietly  leaves 
it  to  private  capital  to  keep 
the  lights  lit  and  the  cars 
running.  And  when  they're 
spending  their  own  money, 
investors  pursue  carbon  and 
uranium,  because  no  other 
fuels  are  even  close  to  com- 
petitive. Efficiency  attracts  a 
lot  of  money,  too.  But  with 
all  the  money  they  save  on 
fuel,  consumers  then  buy 
still  more  fuel-consuming 
hardware — big  cars,  com- 
puters and  refrigerators,  and 
more  trips  to  Aruba.  So  effi- 
ciency and  consumption  rise 
hand  in  hand,  year  after  year. 
The  politicians  don't  do  more  to  transform  the  energy  econ- 
omy because  they  can't.  The  U.S.  currently  spends  $500  billion 
a  year  on  carbon  and  uranium  fuels,  and  the  companies  that 
extract  and  deliver  them  represent  several  trillion  dollars  in 
market  capitalization.  These  aren't  very  big  numbers  in  a 
$10  trillion  economy  or  compared  with  the  $20  trillion  of  equity 
traded  on  the  NYSE.  But  they  dwarf  any  subsidies,  taxes  or  man- 
dates that  elected  politicians  interested  in  their  own  survival 
will  ever  impose  to  reinvent  energy. 

Only  one  government  initiative  is  both  affordable  and  practi- 
cal enough  to  have  a  major  impact  over  any  time  frame  measured 
in  years  rather  than  generations.  Establish  a  regulatory  and  legal 
environment  that  will  give  private  investors  the  confidence  to  back 
nuclear  power  to  the  hilt.  And  guard  nuclear  fuels,  technologies 
and  wastes  securely,  in  the  civilian  sector  as  in  the  military.  F 


Most  voters 
probably 
understand  the 
tradeoffs 
between  carbon 
and  uranium,  but 
few  have  any 
real  grip  on  the 
realities  that 
keep  these  fuels 
so  dominant. 


I  Forbes 


Peter  Huber  is  a  senior  fellow  of  the  Manhattan  Institute  and 
coauthor  of  The  Bottomless  Well  (Basic  Books,  January  2005). 
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E  WORLD  CONVERGES 
IN  SOUTHEAST  ASIA,  SHOULDN'T 
YOUR  BUSINESS  BE  AT  PTP? 


The  preferred  port  of  choice  in  Southeast  Asia  with  an  integrated  logistics  hub  and  free  zone. 


K  A,  WISMA  PTP,  JALAN  PELABUHAN  TANJUNG  PELEPAS,  TST  507,  81560  GELANG  PATAH,  JOHOR,  MALAYSIA  T  607-504  2222  F  607-504  2166  E  corpcomm@ptp.com  my  www.ptp.com.my 


Good  Hands, 
Iroftfist 

Allstate  has  prospered  by  jettisoning 
moneylosers.  That  group  includes  people  who 
live  too  close  to  the  water  |  By  Carrie  Coolidge 


| 


LAST  YEAR  THE  GULF  COAST  GOT  BUFFETED  BY  A  NEAR- 
biblical  onslaught  of  evil  weather.  And  although  2006 
has  proved  thus  far  to  be  calm,  meteorology  savants  say 
we're  just  in  a  hiatus  during  a  possible  decades-long 
bout  of  Atlantic  hurricanes.  Bad  news  for  vendors  of 
homeowners  insurance. 

The  problem  with  claims  is  that  you  need  premium  income 
to  cover  them — but  policyholders  do  not  like  a  rate  increase  and 
neither  do  the  politicians  they  send  to  the  state  legislature. 
Property/casualty  insurers  like  Allstate  (motto:  "You're  in  good 
hands")  are  doing  the  best  they  can  in  this  charged  atmosphere. 
Nevertheless,  Allstate  is  cutting  back  home  coverage  in  Florida  and 
up  the  eastern  seaboard  md  raising  premiums  for  the  remaining 


policyholders  there.  This  retreat  is  only  the   chief  Executive 
latest  cost-cutting  move  by  Allstate,  the  na-    Edward  Liddy  made 
tion's  second-largest  shareholder- owned   tou9h  ca"s  ear'v- 

property/casualty  carrier — after  American  International  Group 
mutually  owned  State  Farm  is  the  biggest.  Previously  the  compan) 
axed  higher-risk  auto  insurance,  ditched  most  non-North  Americar 
insurance  business  and  converted  employee-agents  into  independen 
contractors  responsible  for  their  own  benefits. 

Under  Chief  Executive  Edward  Liddy,  60,  and  his  number  two 
Thomas  J.  Wilson,  49,  the  refocusing  has  worked  and  the  compan; 
has  prospered.  Since  Liddy  took  over  in  January  1999  Allstate  share: 
are  up  55%,  versus  11%  for  the  S&P  500.  Still,  Wall  Street  remain: 
worried  that  many  Hurricane  Katrinas  lie  ahead.  Allstate  trades  a 
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SPECIAL  ADVERTISEMENT 


'e  Million  People  Attend 

Great  Meetings  in  Orlando 

Discover  The  Reasons  Why 


Choose  Orlando  for  your  company's  next 
meeting  and  discover  success.  Research 
shows  that  a  productive  meeting  includes 
some  fun,  then  what  better  way  to  increase 
production  than  to  offer  your  attendees 
the  opportunity  to  mix  work  and  pleasure... 
in  Orlando. 

Over  !  35  hotels  offer  3  million  square  feet 
of  meeting  space.  Our  Convention  Center 
provides  another  9.1  million  square  feet 
of  exhibit  and  meeting  space.  Orlando 
International  Airport  is  ranked  among  the 
best  in  the  world  by"Conde  Nast Traveler" 
magazine. Then  there's  Orlando's  fun  factor: 
after-meeting  activities  including  surprising 
dining,  150  golf  courses,  dazzling  shopping, 
relaxing  spas,  a  great  climate  and  warm 
hospitality...  All  great  for  company  morale! 

As  Orlando's  official  sales  organization, 
the  Orlando/Orange  County  Convention 
&  Visitors  Bureau  pledges  your  personal 
sales  executive  will  help  identify  hotels,  off- 
site  venues  and  destination  services  which 
meet  your  specifications  and  exceed  your 
expectations.We'll  accompany  you  on  every 
step  of  your  site  visit  and  assist  with  all  your 
meeting  needs.  Begin  your  great  meeting  by 
calling  800  662  2825. 


ORl/\NDO 

Orlando/Orange  County  Convention  &  Visitors  Bureau,  Inc. 

www.orlandoconventions.com  |  e-mail:  karen.maureen@orlandocvb.com  |  800  662  2825 


SPECIAL  ADVERTISEMENT 


Your  Company  Deserves  a  Great  Meeting 
That's  Orlando's  Promise! 


Contact  the  Orlando  CVB  to  start  planning  your  next  meeting. You'll 
experience  superior  service  from  Orlando's  official  sales  organization. 
We  have  direct  contact  with  more  than  1 ,500  businesses  ready  and 
waiting  to  serve  you. 

We  welcome  your  inquires.  Please  call  800  662  2825 
or  visit  orlandoconventions.com  or  contact  these 
members  who  are  eager  to  serve  you. 


Buena  Vista  Palace 

www.buenavistapalace.com 

Caribe  Royale  Orlando 

www.canberoyale.com 

ChampionsGate  Golf  Club 

www.championsgategolf.com 

Crowne  Plaza  Orlando  Universal 

www.cporlando.com 

DoubleTree  Hotel  Orlando 

at  the  Entrance  to  Universal  Orlando 

www.doubletreeorlando.com 

s  1  _  ,i  i  n„  i  n  t  o 

Gaylord  Palms  Kesort  & 
Convention  Center 

www.gaylordhotels.com 

Grosvenor  Resort 

www.grosvenorresort.com 

Hyatt  Regency 

Orlando  International  Airport 

www.orlandoairport.hyatt.com 

Mission  Inn  Resort  &  Club 

www.missioninnresort.com 

Omni  Orlando 

Resort  at  ChampionsGate 

www.omniorlandoresort.com 

Orange  County 
Convention  Center 

www.orlandoconvention.com 

Peabody  Orlando 

www.peabodyorlando.com 

Reunion  Resort  &  Club 

www.reunionresort.com 

Rosen  Centre  Hotel 

www.rosencentre.com 

Rosen  Plaza  Hotel 

www.rosenplaza.com 

Rosen  Shingle  Creek 

www.rosenshinglecreek.com 

Sea  World  Orlando 

www.seaworldgroupevents.com 

Sheraton  Safari  Hotel  &  Suites 

www.sheratonsafari.com 

Sheraton  World  Resort 

www.sheraton.com/world 

Universal  Orlando  Resort 

www.uomeetingsandevents.com 

Walt  Disney  World  Parks  &  Resorts 

www.disneymeetings.com/dx 

Walt  Disney  World  Swan  and  Dolphin 

www.swandolphinmeetings.com 

Walt  Disney  World  Swan  and  Dolphin 


Orlando/Orange  County  Convention  &Visitors  Bureau,  lnc.: 

www.orlandoconventions.com 
6700  Forum  Drive.  Suite  1 00  I  Orlando,  FL  3282 1   |  800  662  2825  I  e-mail:  karen.maureen@orlandocvb.com 
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Executive  Guide  to  Meetings 

I  MEETINGS 

I  THAT  MATTER 

 By  Curtis  Rist  

Executives  from  leading  CVBs  nation- 
wide met  during  the  DMAI  92nd 
Annual  Convention  in  Austin,  Tex. 

(Back  row,  L.  to  R.):  William  C.  Peeper, 
Orlando/Orange  County  CVB;  Caleb 
Miles,  Pinehurst,  Southern  Pines, 
Aberdeen  Area  CVB;  Steve  Richer, 
Mississippi  Gulf  Coast  CVB;  Bob  Lander, 
Austin  CVB;  David  Peckinpaugh,  San 
Diego  CVB;  Wayne  Chappell,  Greater 
Houston  CVB;  Dan  Tavrytzky,  Scottsdale 
CVB;  Spurgeon  Richardson,  Atlanta  CVB 
(Front  row,  L.  to  R.):  Bill  Hanbury, 
Washington,  DC.  CTC;  Christine 
Hamblin,  Palm  Beach  County  CVB; 
Laura  McCarthy,  Greater  Minneapolis 
CVA;  Bobbie  Patterson,  Boise  CVB; 
Carole  Ketterhagen,  St.  Petersburg/ 
Clearwater  CVB 

By  planning  off-site  meetings  and  events, 
destination  marketing  organizations  can  help 
corporations  meet  their  goals  and  reap  rewards. 


an  age  of  instant  communication  and  global  teleconferencing, 
10  needs  face-to-face  meetings  anymore? 

rhe  answer,  from  meeting  planning  experts  nationwide,  is 
simple:Your  company  does.  Business  has  always  been  built  on 
relationships  and  trust,  whether  between  a  company  and  its 
:nts  and  customers,  or  among  coworkers  pursuing  the  same  objectives, 
/hile  these  connections  can  grow  through  daily  interactions,  business 
itionships  tend  to  thrive  when  people  gather  at  an  off-site  conference 
event,"  says  Michael  D.  Gehrisch,  president  and  chief  executive 
icer  of  Destination  Marketing  Association  International  (DMAI), 
lich  represents  more  than  500  convention  and  visitors  bureaus  (CVBs) 
i  their  equivalents  throughout  the  world.  "Our  member  organizations 
dedicated  to  helping  companies  achieve  their  objectives  when 
nning  an  event  —  and  they  offer  most  of  these  services  at  no  cost." 


A  CVB  IN  ACTION  —  THE  ORLANDO /ORANGE 
COUNTY  CVB 

In  his  years  as  the  president  of  the  Orlando/Orange  County  CVB, 
William  C.  Peeper  has  made  a  practice  of  simplifying  the  meeting- 
planning  task  for  corporations.  "As  a  CVB,  we  provide  one-stop 
shopping  for  just  about  everything  planners  need,"  says  Peeper.  "With 
one  phone  call  to  us,  a  company  can  save  time  and  money  in  planning 
a  meeting.  And  besides  being  the  only  official  agency  serving  meeting 
planners,  we  are  also  the  most  knowledgeable  about  the  area." 

In  its  quest  to  help  companies  achieve  their  objectives,  the 
Orlando/Orange  County  CVB  has  fulfilled  some  unusual  requests: 

■  A  planner  requested  that  a  camel  walk  down  the  middle  of  the 
room  during  the  opening  general  session;  a  camel  was  delivered. 

■  Another  planner  requested  that  a  tiger  sit  on  stage  as  the  company 
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"Our  member  organizations  are  dedicated  to  helping 
companies  achieve  their  objectives  when  planning  an  even 
—  by  maximizing  corporate  objectives  with  regard  to  available 
dates,  hotel  rates  and  on-site  housing,  for  example." 


Michael  D.  Gehrisch,  President  and  Chief  Executive  Officer, 
Destination  Marketing  Association  International 


president  was  introduced.  The  tiger  arrived,  and  departed,  safely. 

■  The  CV13  secured  a  giant  King  Kong-shaped  balloon  at  the  last 
minute  to  serve  as  a  booth  decoration  during  a  <  onvention. 

■  At  a  medical  conference,  the  CVB  was  able  to  secure  models  of 
the  human  head  to  be  examined  during  a  breakout  session,  as 
well  as  actual  cadavers  for  a  workshop. 

■  One  meeting  planner  requested  portable  sinks  for  classroom  use, 
at  the  last  minute,  in  .1  room  without  plumbing. The  CVB  found 
a  way  to  make  it  work. 

"My  favorite  request  was  from  .1  planner  who  wanted  a  speaker  to 
host  an  awards  ceremony  for  the  NCAA,"  says  Peeper.  "The  speaker 
had  to  have  graduated  from  .1  Division  2  university. The  NCAA  could 
not  have  anyone  from  a  Division  1  or  I  )i vision  3  school.  It  had  to  be 
Division  2."  After  checking  a  few  curricula  vitae,  the  CVB  found  the 
perfect  Division  2  alumnus  to  take  the  podium. 

The  Orlando/Orange  County  CVB  also  works  hard  to  give  routine 
requests  its  lull  attention,  such  as  helping  a  company  plan  an  event 
that  will  achieve  a  specific  set  of  goals.  David  Lee,  director  of 
company  events  and  community  relations  for  International  Aero 
Engines,  .1  joint  venture  between  Rolls  Royce  and  Hudson  Whitney, 
had  been  searching  for  a  conference  venue  for  about  90  people  when 
he  contacted  the  CVB.  "We  helped  transform  his  perception  of 
Orlando  as  merely  a  vacation  destination  into  a  realistic  option  for 
his  business-oriented  conference,"  says  Julia  Chin  of  the 
Orlando/Orange  County  CVB.  That  process  included  scheduling 
tour  arrangements  in  advance  at  multiple  hotels,  and  arranging  to  host 
I  ee  lor  an  entire  weekend  when  he  arrived  for  a  site  inspection. 

"The  work  they  did  was  phenomenal,"  says  Lee.  "They  helped 
clarify  for  my  company  what  the  correct  criteria  were  for  our 
conference,  based  on  our  goals.  And  they  saved  me  a  lot  of  time  in 
venue  research,  hotel  selection  and  everything  else." 

A  GROWING  MEETINGS  INDUSTRY 

Meetings  are  powerful  events  indeed,  and  the  reasons  for  holding 
them  continue  to  grow.  "When  business  is  good,  people  have 
meetings.  And  when  business  is  challenging,  people  have  even  more 
meetings  so  that  they  can  better  address  the  issues  of  the  times,"  says 
Mark  Andrew,  chairman  of  Meeting  Professionals  International,  a 
Dallas-based  trade  association.  In  2006,  the  global  meetings  industry 
is  expected  to  grow  for  a  third  consecutive  year,  signaling  economic 
and  corporate  prosperity,  as  well  as  a  financial  boost  for  hotels, 
airlines  and  convention  centers,  according  to  Future  Watch  2006,  an 
annual  research  report  from  MPI  and  American  Express.  "Most 
IhitureWatch  2006  respondents  expect  to  have  more  frequent,  longer 


and  larger  meetings  this  year,"  explains  Andrew.  "They  realize  thj 
value  and  the  return  on  their  meeting-dollar  investments." 

SETTING  OBJECTIVES 

No  one  wants  to  waste  time  or  money  in  planning  an  off-sit« 
event,  so  the  first  goal  is  to  define  its  purpose.  In  the  past,  meetings  — 
and  annual  conventions,  in  particular  —  were  held  almost  out  a 
habit,  111  a  particular  week,  at  a  particular  location.  Now  there  1) 
greater  emphasis  on  the  purpose  of  the  meetings  themselves. 

If  attendees  are  being  rewarded  for  their  performance,  or  courted  aj 
clients,  then  a  resort  may  be  a  logical  destination.  If  the  goal  is  to  focuj 
the  sales  staff  and  build  enthusiasm  for  a  new  product  line,  then  an 
incentive,  such  as  a  group  golf  tournament  or  a  yachting  expedition,  i] 
essential.  "The  thinking  has  changed  radically  from, 'Let's  do  it  becausj 
we've  always  done  it'  to  'How  can  we  maximize  our  investment,  anJ 
how  can  we  maximize  our  return  on  objectives?'"  says  Andrew. 


Dennis  Edwards, 
Senior  Vice  President, 
Greater  Fort 
Lauderdale  CVB 


"Our  goal  as  a  CVB  is  to  become 
a  true  partner  with  a  business  or 
association  in  planning  an  event. 
Their  success  is  our  success,  and 
we'll  work  hard  to  make  anything 
they  dream  up  a  reality. " 


Experience  the  Greatest  Show  on  Grass. . . 

The  4th  Annual  Forbes  Scottsdale  Celebrity  Am. 
You  are  cordially  invited  to  qualify* 


Save  the  Date.  Plan  for  some  fun. 

The  Scottsdale  Convention  &  Visitors  Bureau  and  its  host  partners 
welcome  the  nation's  top  executives  and  meeting  planners  to  participate 
in  the  Forbes  Scottsdale  Celebrity  Am,  in  conjunction  with  the  PGA 
TOUR's  FBR  Open,  the  Greatest  Show  on  Grass,  January  28-30,  2007. 

We  invite  you  to  attend  a  live  economic  business  session  with  Steve 
Forbes  and  experience  Scottsdale  to  learn  what  this  vibrant  city  can 
offer  for  your  company's  next  corporate  meeting  or  incentive  trip. 
The  Forbes  Scottsdale  Celebrity  Am  is  a  fully  hosted  event.  All  costs 
associated  with  airfare,  accommodations,  meals,  activities  and  the  golf 
tournament  are  paid  by  the  Scottsdale  CVB  and  its  partners.  Extend 
your  stay  and  receive  complimentary  tickets  to  the  FBR  Open  at  the 
\rPC  Scottsdale.  To  qualify  for  one  of  the  limited  number  of  spots  at 
this  exciting  event,  please  register  at  scottsdalecvb.com/forbes  or  call 
Dan  Tavrytzky,  Vice  President  of  Sales  and  Services  at  480-949-2173. 

*  Qualification  preferences  will  be  given  to  executive-level  meeting  planners  and  executive  decision 
makers  overseeing  conferences  and  meetings  for  their  organization. 


Scottsdale 

Convention  &  Visitors  Bureau® 


Forbes 


SCOTTSDALE  PRINCESS 


(ESOm  AND        AT  GAINFT  RANCH 


SANCTUQPY 


ANUARY  28-30,  2007      480-949-2173  SCOTTSDALECVB.COM/FORBES 
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Beth  Stehley, 
Vice  President  of 
Sales  and  Convention 
Services,  Greater 
Boston  CVB 


"The  greatest  benefit  that  a  CVB 
can  offer  is  knowledge  of  a  particular 
city  or  area.  We  live  here,  work  here 
and  know  every  hotel,  restaurant, 
nightspot  and  sports  arena  that 
can  become  an  enlivening  part 
of  the  corporate  event." 


"When  you  have  an  off-site  meeting  or  an  event,  you  may  be  flying 
in  a  hundred  or  even  a  thousand  or  more  employees  and  clients  from 
all  over  the  country,"  continues  Andrew.  "This  represents  not  just  a 
monetary  investment,  but  also  a  massive  investment  of  time,  energy  and 
focus.  Therefore,  it's  essential  to  achieve  the  meeting  objectives." 

According  to  Andrew  and  other  meeting  planning  experts,  the  fol- 
lowing are  best  practices  toward  ensuring  a  successful  corporate  event. 

Establish  the  goal  of  the  meeting.  Is  the  purpose  to  motivate  the 
sales  force,  or  to  reward  clients  or  employees  for  meeting  targets?  "State 
the  goal  clearly,  and  the  rest  of  the  answers  will  follow,"  says  Andrew. 

Find  the  best  way  to  accomplish  the  goal.  Is  the  meeting 
educational  or  recreational?  "You  don't  want  to  take  everyone  to  a 
beach  resort,  and  then  have  them  work  18  hours  a  day,"  says 
Andrew.  Define  the  goal,  and  the  location  will  define  itself. 


Decide  in  advance  how  to  measure  ROI.  Few  meetings  or 
events  result  in  an  immediate  profit  to  the  host  company.  Instead 
the  objectives  must  be  spelled  out  and  then  measured  in  the  Ion 
run  to  determine  the  effectiveness  of  the  event. 

Be  flexible  with  dates  and  locations.  "If  you're  set  on  a  spe 
cific  time  and  place  —  such  as  San  Francisco  on  the  third  weeken 
in  October  —  you're  going  to  pay  more,"  says  Andrew.  Flexibility 
can  lead  to  unexpected  bargains,  especially  if  the  event  is  planned 
on  short  notice. 

Make  use  of  free  help.  Many  cities  and  regions  are  represented  by 
a  CVB,  which  can  offer  valuable  input  and  assistance  in  arranging  an 
event  or  meeting.  "They  don't  just  send  out  brochures  or  put  you  on 
a  mass-mailing  list,"  says  Gehrisch  of  the  DMAI.  "They  offer 
practical  solutions  to  individual  needs  and  problems,  such  as  market 
ing,  sponsorship  and  meeting  logistics." 

CALLING  IN  THE  PROFESSIONALS 

All  successful  businesses  know  how  to  focus  on  their  core  compete!] 
cies,  and  planning  a  meeting  is  no  different.  With  in-depth  knowledge 
of  their  locales,  CVBs  are  able  to  do  just  about  anything  to  make  an] 
event  run  smoothly  and  successfully.  Here's  how  they  answer  the  call. 

Austin  CVB 

When  companies  plan  a  meeting  or  event  in  Austin,  Texas,  they're! 
quickly  put  in  touch  with  Rose  Reyes,  manager  of  the  Austin  Mi 
Office.  "Austin  is  the  live  music  capital  of  the  world,  and  we  w< 
with  clients  to  find  creative,  affordable  ways  to  incorporate  music  mtc 
their  events,"  she  says.  This  can  be  a  theme  song  performe< 
during  the  event's  opening,  or  a  closing-night  party  complete  \ 
country  music  and  two-step  dance  lessons.  "We  leverage  music  td 
underscore  the  company  message,"  says  Reyes. 

Greater  Boston  CVB 

"We  stand  with  companies  every  step  of  the  way,  which  begins  aboul 
two  years  in  advance  of  a  large  convention,"  says  Beth  Stehley,  vice  pres] 
ident  of  sales  and  convention  services  at  the  Greater  Boston  CVB.  In  tin 
case  of  an  annual  convention  being  held  in  another  city,  CVB  represen 
tatives  actually  visit  the  event  themselves  so  that  they  can  learn  firsthano 
about  the  organization  and  the  event  in  order  to  ensure  everything  ruil 
smoothly  when  that  same  event  comes  to  Boston. 

Greater  Fort  Lauderdale  CVB  * 

In  helping  a  company  promote  its  upcoming  event,  the  Greate) 
Fort  Lauderdale  CVB  helps  drive  attendance  by  way  of  strategii 


"As  a  CVB,  our  job  is  to  listen  to  clients,  help  them  focus 
on  their  objectives  in  planning  a  meeting  or  event, 
and  then  help  put  the  pieces  together,  that 
make  those  goals  a  reality." 

■  Bob  Lander,  President  and  Chief  Executive  Officer,  Austin  CVB 


Meetings  made  easy. 

Come,  regroup  with  ease  amid  23  miles  of  Blue  Wave  beaches  and  300  miles  of  navigable 
waterways.  Discover  a  top-rated  international  airport;  32,000  hotel  rooms:  and  3.500  restaurants. 
Explore  the  business  amenities,  meeting  spaces  and  high-end  food  service  within  the 
600.000  sq.  ft.  state  of  the  art  Broward  County  Convention  Center.  Plus,  enjoy  the 
comprehensive  '"Sunsational  Services"  provided  by  our  expert,  award-winning  staff. 

Visit  www.sunny.org/meetingplanners  or  call  800-356-1662 
for  your  FREE  Meeting  Planners  Guide  today. 

greater  FORT  LAUDERDALE 
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"There's  the  mistaken  notion  that  a  CVB  can  help  with 
only  large  events.  Nothing  could  be  further  from  the  truth. 
We  offer  personal  attention  to  everyone,  whether  it's  a 
board  of  directors  meeting  involving  10  people  or  an 
enterprisewide  conference  involving  1,000." 

■  Dan  Tavrytzky,  Vice  President  of  Sales  and  Services,  Scottsdale  CVB 


promotional  materials.  "The  more  attendees  a  company  or  organi- 
zation gets,  the  more  successful  they'll  be,  and  the  more  successful 
we'll  be,"  says  Dennis  Edwards,  senior  vice  president.  Among  other 
tactics,  the  CVB  sends  out  electronic  invitations,  complete  with  an 
enticing  photo  of  the  beach,  that  are  linked  to  the  organization's 
Web  site  with  details  on  the  event.  "We  help  motivate  people  to 
come  to  the  conference  or  event,  and  work  in  partnership  with  the 
event  organizers  to  make  it  all  successful." 

Orlando/Orange  County  CVB 

One  goal  of  the  Orlando/Orange  County  CVB  is  "to  act  almost 
as  a  concierge  for  the  event,"  says  William  C.  Peeper,  president.  "If 
a  company  or  association  is  looking  for  a  place  to  entertain  clients 
or  organize  a  golf  tournament,  or  the  perfect  hotel  or  convention 


William  C.  Peeper, 
President, 
Orlando/Orange 
County  CVB 


"At  our  core  as  a  CVB,  we're  in  the 
economic  development  business, 
and  the  way  we  achieve  that  for 
our  regions  is  by  serving  clients 
and  meeting  their  needs  in  the 
best  way  possible.  It's  a  win 
for  them  and  a  win  for  us." 


space,  then  we  save  them  time  and  money  by  narrowing  down  the 
possibilities  that  will  best  suit  them." 

Scottsdale  CVB 

Last  year,  representatives  from  the  Jewish  Community  Center  (JCC) 
approached  the  Scottsdale  CVB  regarding  a  major  August  2006  event 
that  was  coming  to  the  area.  The  Maccabi  Games  brought 
nearly  2,000  student  athletes  and  10,000  spectators  to  the  Greater 
Phoenix  area.  "The  Scottsdale  CVB  was  delighted  to  work  with  the 
JCC  and  contribute  to  the  success  of  this  event,"  says  Dan  Tavrytzky, 
vice  president  of  sales  and  services.  "Our  sales  and  services  staff 
conducted  several  meetings  with  JCC  committees  and  assisted  with 
organizing  RFPs  to  secure  hotel  room  blocks,  venues  for  games  and 
activities  for  the  families  who  would  attend  the  games."  ■ 

To  learn  how  a  CVB  can  help  your  company  achieve 
its  meeting  objectives,  visit  Destination 
Marketing  Association  International 
at  www.destinationmarketing.org. 


Web  Address  Directory 

Austin  CVB 
www.  austintexas .  org 

Greater  Boston  CVB 
www.bostonusa.com 

Greater  Fort  Lauderdale  CVB 
www.  sunny,  org/meetingplanners 

Orlando/Orange  County  CVB 
www.  orlandoconventions .  com 

Scottsdale  CVB 
www.  scottsdalecvb.  com 


vIEW  Convention  Center  with  51 6,000  sq.  ft.  of 
ixhibition  space. 

!0  NEW  Hotels  with  more  than  5,000  rooms 
lave  opened  since  2002. 

>  new  hotels  with  more  than  2,300  rooms 
/ill  open  between  2007  and  2009. 

nIEW  Airport  terminals  and  transit 
onnections  completed. 

nIEW  restaurants,  shops  and  attractions. 

"he  NEW  Boston 
ligger  and  better  than  ever! 

oin  us  at  .  :M':SJ-dM 


irriationa't  Con 


&  book  your  next  meeting  in  Boston,  contact  the 


617-867-8242  www.BostonUSA.com  gbcvbsales@BostonUSA.com 


i 
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PORPOR  ATF.  MKFTTNG  HOT  SPOTS 


GREATER  FORT  LAUDERDALE 

The  reasons  to  bring  your  meeting  to 
Greater  Fort  Lauderdale  are  as  limitless 
as  the  golden  sands  that  line  our  palm- 
fringed  beaches. These  include  outstanding 
facilities  like  the  expanded  600,000- 
square-foot  Broward  County  Convention 
('enter  and  easy  access  with  nearly  600 
daily  flights  to  fort  I-auderdalc/Hollywood 
International  Airport.  In  addition,  we 
have  33,000  inviting  accommodations 
plus  year-round  sunshine,  golf,  outdoor 
dining,  top  shopping,  picturesque  water- 
ways and  "sunsational"  service. 

Call  1-800-356-1662,  or  visit 
www.sunny.org/meetingplanners. 


greater 
FORT  LAUDERDALE  & 


sunny.org 


SCOTTSDALE 

Consistently  among  American  Styles  Top 
25  Arts  Destinations,  Scottsdale  is  world 
renowned,  not  only  for  its  many  arts  and 
cultural  events,  but  for  its  varied  experi- 
ences —  from  culinary  and  equestrian 
events  to  art  galleries  and  concerts. 
Scottsdale's  70-plus  hotels  and  resorts 
keep  growing  and  improving,  which 
makes  this  the  ideal  corporate  meeting 
destination.  The  Scottsdale  CVB,  which 
was  awarded  the  2006  Cold  Service- 
Award  by  M&CJ  magazine  readers,  is 
ready  to  help  plan  your  next  event. 

Call  1-800-782-1 117,  or  visit 
www.scottsdalecvb.com. 


Scottsdale 

Convention  &  Visitors  Bureau" 


ORLANDO 

Crcat  resorts  and  meeting  facilities 
complement  a  surprising  array  of 
fine  dining,  spa,  golf  and  high-fashion 
shopping  options.  Add  world-class 
theme  parks  that  provide  extraordinary 
backdrops  for  social  events  for  even  the 
most  sophisticated  business  traveler,  and 
you  have  all  the  elements  for  a  great 
meeting. The  Orlando/Orange  County 
CVB's  award- winning  team  offers  sup- 
port from  site  visits  to  event  planning, 
all  free.  See  why  the  Orlando  CVB  says, 
"We  promise  great  corporate  meetings." 

Call  1-800-662-2825,  or  visit 
www.orlandoconventions.com 
and  click  on  Orlando  CVB. 

ORLANDO 

We  Promise  Great  Meetings 

ORLANDO/ORANGE  COUNTY 
CONVENTION  &  VISITORS  BUREAU.  INC.* 


YOU  CAN' 


,  breaking  out  means  breaking  free.  If 
meeting,  you're  minutcrfrdm  whatever 
— our  legendary  entertainment  distri 
golf  courses,  beautiful  downtown 
and  more.  You  might  be  herefeL^ 
it's  all  about  playing  in  Austin.  ^LJ* 


here  ior^^^^  11 
uistin.  A 


intexas.org  •  800-926-2282  ext. 7215 


VE  MUSIC  CAPITAL 
OF  THE  WORLD 


Allstate 


1.9  times  book  value,  compared  with  3  times  book  for  Progressive 
Corp.,  its  closest  publicly  traded  competitor.  Allstate  stock  is  a  mere 
8  times  trailing  earnings,  versus  12  for  Progressive,  which  covers 
only  autos  and  hence  is  far  less  threatened  by  storm  losses. 

Allstates  net  income  slipped  44%  last  year  because  of  heavy 
hurricane-related  outlays;  2005s  third  quarter  was  the  company's 
second  red-ink  period  in  its  history.  The  company  paid  out  $5.7 
billion  in  claims  for  Katrina  and  other  storms,  and  now  is  paying 
much  more  for  reinsurance,  a  sort  of  insurance  for  insurers.  But 
the  financial  situation  has  rebounded  nicely  in  2006:  Earnings  are 
up  fivefold  to  $3.8  billion  through  Sept.  30  on  a  premium  volume 


Liddy  protege 
Thomas  Wilson 
will  take  over  in 
January. 


(net  of  reinsurance)  of  $21  billion,  up  1%. 

Covering  35  million  policyholders  and  17  million  households, 
the  Northbrook,  Ill.-headquartered  insurance  titan  is  a  huge  pres- 
ence. Liddy  and  Wilson  talk  about  how  promptly  and  deftly  the 
massive  Allstate  responded  to  catastrophe  claims  in  the  wake  of 
Katrina  and  the  other  storms.  But  they  are  quick  to  point  out  that 
they  run  a  business  that  seeks  a  profit.  Indeed,  no  one  should  con- 
fuse Allstate  with  the  Sisters  of  Mercy.  In  Florida  Allstate  decided 
not  to  renew  95,000  home  and  condominium  insurance  policies. 
At  the  same  time,  Allstate  stopped  selling  commercial  insurance 
policies  to  small  businesses  in  Florida  and  didn't  renew  another 
16,000  Sunshine  State  policies  it  had  in  force.  "We  just  didn't  make 
any  money  there,"  Liddy  says,  shrugging  his  shoulders. 


As  harsh  as  this  sounds,  he  has  a  point.  The  decision  to  dras- 
tically cut  back  in  Florida  came  after  the  hurricane  season  of  2004, 
when  four  hurricanes  hit  Florida,  wiping  out  all  the  profits  earned 
by  Allstate  in  the  state  since  Hurricane  Andrew  in  1992.  Likewise, 
Hurricane  Andrew  losses  destroyed  the  profits  the  company 
garnered  there  prior  to  1992.  In  other  words,  the  company  has  not 
earned  a  dime  in  Florida  since  it  started  selling  insurance  there  in 
the  mid-  1930s.  "In  states  like  Florida,  you  can't 
charge  enough  to  make  money  or  [get]  an 
acceptable  return  on  capital,"  says  Brian  Mered- 
ith, senior  property/casualty  insurance  analyst 
at  UBS  Securities. 

Earlier  this  year  Allstate  announced  it  will 
not  sell  new  homeowner  policies  in  the  coastal 
counties  of  Mississippi  and  Louisiana.  The  com- 
pany also  said  it  wanted  to  drop  wind  and  hail 
coverage  for  30,000  homeowner  policyholders 
in  18  Louisiana  parishes.  In  January  Allstate 
stopped  issuing  new  homeowner  policies  in 
parts  of  New  York  including  Long  Island,  New 
York  City  and  southern  Westchester  County. 
The  decision  doesn't  affect  existing  home- 
owner policies  and  Allstate  will  continue  to  issue 
new  coverage  for  apartment  owners  and  renters. 

After  Katrina,  Allstate  and  other  insurers 
refused  to  pay  for  flood  damages.  Why  should 
they?  The  policies  excluded  floods.  Many 
homeowners  didn't  buy  coverage  available 
from  the  federal  government. 

Unsurprisingly  the  exit  from  unprofitable 
markets  prompted  a  lot  of  anger.  People  must 
now  scramble  for  coverage  from  smaller  car- 
riers at  much  higher  rates,  if  they  can  get  cov- 
erage at  all.  The  Mississippi  attorney  general 
and  irate  flood  victims  have  sued  Allstate  and 
its  peers  in  a  bid  to  force  payments  for  the  water 
damage.  "The  flood  exclusion  was  heavily  ad- 
vertised," Watson  insists.  Early  signs  show  the 
insurers  have  the  edge:  A  Mississippi  judge 
ruled  in  August  in  favor  of  Nationwide  Mutual  s 
refusal  to  pay  a  flood  claim. 

James  Donelon,  Louisiana's  commissioner 
of  insurance,  calls  Allstates  cutback  plan  illegal  and  vows  to  fight 
it  in  court  if  necessary.  In  July  Allstate  lashed  back  by  threatening 
to  exit  the  Louisiana  homeowners  insurance  market  altogether  if 
regulators  block  its  plan  to  drop  wind  and  hail  coverage. 

More  problematic  is  Allstates  retreat  in  New  York,  where 
hurricanes  seldom  strike.  U.S.  Senator  Charles  Schumer  (D-N.Y.) 
called  Allstates  reasoning  "bogus  hurricane  risk."  He  demanded  the 
company  reverse  itself  and  begin  writing  new  coverage  without 
a  premium  hike.  "Allstate  is  the  poster  child  for  terrible  corporate 
citizenship,"  says  Schumer  on  his  Web  site.  "The  odds  of  a  severe 
hurricane  hitting  in  New  York  City  is  one  every  500  years.  They 
should  be  ashamed  of  themselves." 

Should  they?  Allstates  Liddy  has  some  justification  to  be  nervous 
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about  New  York.  If  we  are  indeed  in  the  midst  of  a  hurricane-heavy 
time,  there's  ample  cause  for  concern  that  a  severe  storm  would  ven- 
ture that  far  north.  According  to  Nicholas  K.  Coch,  a  professor 
of  coastal  geology  at  Queens  College  in  New  York  City,  significant 
hurricanes  have  slammed  into  the  region  before.  One  in  1821  sank 
most  of  the  ships  in  New  York  Harbor.  An  1893  hurricane 
submerged  a  populated  island,  Atlantis- style,  that  lay  south  of  the 
present  Rockaway  shore.  In  1938  a  hurricane  flattened  many  homes 
on  New  York's  Long  Island,  and  waves  as  high  as  50  feet  pounded 
the  shoreline  all  the  way  to  Massachusetts.  That  storm  killed  700 


A  house  on  Long  Island,  N.Y.  smashed  by  the  power  of  the  1938  hurricane.  Fearing 
that  such  a  storm  may  hit  the  New  York  region  again,  Allstate  is  pulling  back  there 


people.  If  it  occurred  today,  the  Insurance  Information  Institute 
estimates  that  insured  losses  would  total  $60  billion. 

In  2005  the  Atlantic  hurricane  season  contained  28  storms,  in- 
cluding 15  hurricanes.  Seven  of  these  hurricanes  were  considered 
severe;  a  record  four  of  them  hit  the  U.S.  In  Katrina's  aftermath, 
devastated  New  Orleans  remains  a  fixture  in  the  news  media. 

Meanwhile,  Liddy  is  leading  an  industry  push  for  federal  aid 
after  insurers  pay  out  a  certain  amount,  reported  to  be 
$4.5  billion.  Katrina  caused  insured  losses  of  $40.6  billion  for  the 
industry  overall.  "We  have  all  seen  on  our  television  screens 
that  the  current  system  is  inadequate,"  says  Liddy.  Whether  a 
catastrophe  fund  will  be  created  is  anyone's  guess.  A  powerful 
counterargument  is  that  such  a  government  security  program  will 
only  encourage  more  building  in  flood-threatened  areas,  thus 
increasing  potential  loss  of  life  and  property. 

What's  interesting  about  Allstate  is  that  homeowner's  insurance 
is  not  its  biggest  business.  It's  auto  coverage,  which  rakes  in  three 
times  the  premiums  that  home  policies  do.  In  addition,  auto  claims 
are  on  the  way  down:  The  population  is  aging  and  so  less  accident- 
prone;  cars  are  safer;  and  drivers  are  more  reluctant  to  file  small 
claims— a  leeriness  they  acquired  during  a  rate  spike  in  2002  and 


2003,  out  of  fear  that  an  accident  report  would  boost  insurance  bills. 

Given  that,  you  might  wonder  why  Allstate  bothers  writing 
homeowner's  insurance.  One  reason  is  that  the  homeowner  busi- 
ness tends  to  be  more  profitable,  provided  that  no  acts  of  God 
intervene.  Accidents  occur  more  often  with  autos  than  with  homes; 
fender  benders  outnumber  house  fires. 

The  contrast  is  seen  by  comparing  the  combined  ratios  of  the 
two  lines.  That's  how  much  of  a  premium  dollar  goes  to  claims, 
reserves  for  payouts,  underwriting  expenses  and  policyholder  div- 
idends. If  the  number  is  below  100%,  the  company  is  making  an 
underwriting  profit  (investment  income  isn't  counted 
here).  For  Allstate  in  the  most  recent  quarter,  the  ratio 
was  84%  for  autos  and  74%  for  homeowners. 

Even  more  important  is  that  Liddy  figures 
offering  both  types  of  insurance  gives  Allstate  the 
ability  to  cross-sell.  The  company  also  peddles 
financial  products  such  as  annuities  and  life  insur- 
ance, although  these  are  much  smaller  parts  of  the 
operation.  In  industry  argot,  the  "stickiness"  of  the 
relationship  between  Allstate  and  its  customers  is 
enhanced  by  a  multiline  product  roster. 

Before  Liddy  came  along,  Allstate  was  a  slow- 
acting,  highly  bureaucratic  organization,  says 
Steven  Kauderer,  managing  director  of  the  North 
American  insurance  practice  at  consultant  Mercer 
Oliver  Wyman.  "Allstate  was  a  sleepy  giant,"  he 
says.  "It  is  more  entrepreneurial  now'' 

Perhaps  that's  because  Liddy  s  background 
is  outside  insurance.  He  had  worked  at  security 
firm  ADT,  drugmaker  G.D.  Searle  and  Sears, 
Roebuck.  As  Sears'  chief  financial  officer,  Liddy 
spun  off  the  retailer's  subsidiary,  Allstate,  in 
1993.  Liddy  is  stepping  down  in  January  (he 
will  remain  as  chairman),  to  be  succeeded  as 
chief  executive  by  kindred  spirit  Wilson,  meaning  any  large 
strategic  shift  is  unlikely. 

In  his  seven  years  as  the  head  man,  Liddy  has  never  shied  away 
from  difficult  decisions.  His  first  big  move  was  to  broaden  the 
company's  distribution  methods  and  sell  through  stand-alone  agents, 
call  centers  and  the  Internet.  The  company  had  to  remove  6,500 
agents  from  its  payroll  and  turn  them  into  independent  contractors. 
That  move  sparked  a  wave  of  lawsuits  (a  few  are  still  pending)  from 
agents  upset  over  losing  their  health  insurance  and  other  benefits. 

Liddy's  next  goal  was  to  restrict  Allstate  mostly  to  North  Amer- 
ica, where  he  believes  growth  prospects  are  stronger.  Waiting 
for  robust  insurance  markets  to  develop  in  other  countries,  where 
governments  have  long  taken  care  of  financial  security,  will  take 
too  long,  he  reasons.  By  the  end  of  2002  the  company  had  sold  oft 
all  its  international  divisions,  retaining  only  the  homeowner's  and 
auto  insurance  operations  in  Canada. 

Liddy  has  also  fled  the  sinkhole  called  nonstandard  auto 
insurance — policies  for  bad  drivers.  An  insurer  can  charge  very  high 
risk  drivers  extra,  but  not  enough  extra  to  cover  the  higher  claims. 
A  harsh  decision  for  the  fellow  whose  policy  got  canceled.  But 
Allstate  is  a  business,  not  a  philanthropy.  F 


126 


FORBES       NOVEMBER  27.  2006 


MUTUAL  FUND 

Cashback  program1 

C  tSHBACK 


Sign  up  today  and  get  a  1 2-month 
Morningstar.com  subscription 
at  no  cost  ($1 35  value)2 


Click       Call  Visit 


(800)731-5223 
etrade.com/superstore 


ou  should  consider  the  investment  objectives,  risks,  charges  and  expenses  of  a  mutual  fund  carefully  before  investing. 
ie  fund's  prospectus  contains  this  and  other  important  information.  For  a  current  mutual  fund  prospectus,  please  visit 
trade.com/mutualfunds.  Read  the  prospectus  carefully  before  investing. 

For  details  and  important  information  about  the  Mutual  Fund  Cashback  program,  please  visit  etrade.com/fundrebate  for  a  list  of  participating  funds  and  specific  restrictions 
ich  as  account  eligibility,  potential  tax  consequence,  and  payment  schedules.  There  is  no  assurance  that  this  program  will  continue  indefinitely. 

Offer  ends  December  31,  2006.  To  qualify  for  this  offer,  a  new  E*TRADE  Complete'"'  Investment  Account  must  be  opened  by  December  31,  2006  and  when  you  transfer  $20,000 
more  within  30  days  of  opening  the  account  Other  importantterms  and  conditions  apply.  Visit  etrade.com/switchtoday  for  program  details.  This  $135  subscription  is  being  provided 
you  for  educational  purposes  only.  The  content  has  been  written  by  a  third  party  not  affiliated  with  E*TRADE  FINANCIAL  Corp.  or  any  of  its  affiliates.  No  information  contained 
:  the  Mormngstar  website  has  been  endorsed  or  approved  by  E*TRADE  Securities,  and  E*TRADE  Securities  is  not  responsible  for  the  content.  The  subscription  will  terminate  at  the 
d  of  the  12-month  trial.  Mormngstar  is  a  registered  trademark  of  Mormngstar,  Inc.  E*TRADE  FINANCIAL  and  Mormngstar,  Inc.  are  separate  and  nonaffiliated  companies, 
.■curities  products  and  services  are  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC. 
2006  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 


Shaky  Business 


Out  of  Africa 

Construction  firm  Willbros  has  been  in  Nigeria 
for  decades.  But  after  years  of  violence  and 
corruption,  it  is  saying,  "Basta!" 

By  Michael  Freedman 
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■  F  YOU  WANT  TO  DO  BUSINESS  IN 
I  Nigeria,  Africa's  most  populous  nation, 
I  take  a  look,  at  the  experience  of  Hous- 
ton's Willbros  Group,  an  oil  and  gas  pipeline 
contractor.  Over  the  last  two  years  a  mili- 
tia group  kidnapped  and  held  hostage 
nine  Willbros  employees;  an  executive  quit 
amid  allegations  of  corruption;  another  has 
pleaded  guilty  to  conspiracy  involving 
bribery;  and  the  company  faces  Securities 
&  Exchange  Commission  and  Justice  De- 
partment investigations  into  potential  vio- 
lations of  the  Foreign  Corrupt  Practices  Act. 

So  now,  after  nearly  45  years  there, 
Willbros  is  selling  its  Nigerian  business, 
even  though  one-third  of  its  $706  million 
in  sales  come  from  there.  In  an  August 
conference  call  the  Houston  company's 
chief,  Michael  Curran,  said  conditions  in 
Nigeria  had  become  simply  too  risky.  "The 
commercial  and  operating  risks  associated 
with  doing  pipeline  construction  and 
maintenance  projects  profitably,  with  any 
degree  of  certainty,  is  just  not  possible  for 
Willbros,"  he  said.  In  fact,  some  Willbros 
executives  seemed  too  eager  to  do  business 
in  corruption-prone  Nigeria,  according  to 
court  documents. 

The  fifth-largest  supplier  of  crude  to 
the  U.S.,  Nigeria  enjoyed  a  period  of  rela- 
tive calm  between  1999  and  2003  under 
President  Olusegun  Obasanjo.  But  a  strong 
economy  there  today  masks  political  con- 
ditions that  have  been  steadily  deteriorat- 
ing since  then.  Obasanjo  himself  faces 
allegations  of  corruption.  The  nation's  anti- 
corruption  agency  reports  that  80%  of  state 
governors  are  under  investigation,  accord- 
ing to  Sebastian  Spio-Garbrah,  of  New 
York  City  consultancy  Eurasia  Group. 

Willbros  entered  Nigeria  four  decades 
ago,  building  a  170-mile-long  crude-oil 
pipeline.  It  has  since  won  contracts  to 
design  and  build  oil  and  gas  pipelines  for 
companies  such  as  Chevron  and  Royal 
Dutch  Shell.  At  the  end  of  last  year  Nigeria 
was  Willbros'  largest  international  market, 
with  half  its  4,870  employees  situated  there, 
as  well  as  a  third  of  its  long-term  assets. 

But  West  Africa  is  evidendy  not  a  part 
of  the  globe  where  business  ethics  thrive. 
The  former  head  of  Nigerian  operations 
for  Willbros,  Jim  Bob  Brown,  has  pleaded 
guilty  in  a  U.S.  federal  court  to  a  felony 
charge  of  conspiring  to  violate  the  Foreign 


Simply  the  Best  of  the  best 

-Robb  Report,  June  2006 


MASERATI  ONCE  AGAIN  TAKES  ROBB  REPORT'S  TOP  HONOR  FOR  A  LUXURY  SEDAN,  this  year 
with  the  new  Quattroporte  Sport  GT.  Despite  stiff  competition  from  Bentley,  BMW  and  others,  one  car 
stood  apart  as  the  most  beautiful  and  engaging,  and  the  most  fun  to  drive,  according  to  the  hard-to-impress 
Robb  Report  editors.  With  its  400  hp  Ferrari-derived  4.2-liter  V8,  front-mid-engine  design  and  Fl-inspired, 
6-speed  transmission,  the  editors  quickly  discovered  that  "the  Q-Porte's  priority  is  performance,...  putting  the  sport  in  sport  sedan." 
They  went  on  to  call  the  Quattroporte  Sport  GT  a  "styling  masterpiece,"  with  a  classic  Pininfarina  shape  that  "will  continue  to  turn 
heads  when  other  sedans  have  become  yesterday's  styling  fad."  Quattroporte  models  start  at  around  $108,000*  To  discover  for 
yourself  why  Robb  Report  chose  the  Quattroporte  Sport  GT  as  the  Best  of  the  Best  sedan  for  2006,  visit  maseratiamerica.com/bestfb 


MASERATI 

EXCELLENCE  THROUGH  PASSION 
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Shaky  Business 


'Hostile  working  environment":  American  Macon  Hawkins  was  one  of  nine  Willbros  kidnap  victims. 


Corrupt  Practices  Act  and  is  awaiting  sen- 
tencing. His  plea  agreement  and  other 
court  documents  allege  that  Willbros 
employees  made  under-the-table  pay- 
ments to  Nigerian  officials  in  return  for 
cutting  its  taxes  as  far  back  as  1996.  The 
documents  say  they  also  paid  judicial  offi- 
cials to  rule  Willbros'  way  in  court  cases, 
making  $300,000  in  payments  between 
2001  and  2004  by  creating  phony  compa- 
nies that  submitted  invoices  that  were  sent 
on  for  payment  to  the  company  offices  in 
Tulsa,  Okla.  and,  later,  in  Houston. 

In  exchange  for  more  business,  the  plea 
agreement  says,  Willbros  employees  in 
Nigeria  agreed  in  2004  to  make  a  series  of 
illicit  payments  totaling  $6  million  to  offi- 
cials in  a  consortium  majority-owned  by 
the  state  petroleum  company.  Willbros  and 
a  consortium  of  its  own  ultimately  won  a 
$387.5  million  contract  to  develop  and 
build  the  Eastern  Gas  Gathering  System, 
a  natural  gas  pipeline  that  would  run 
through  remote  and  swampy  terrain. 

The  schemes  started  to  unravel  when 
tax  authorities  in  Bolivia  charged  Willbros' 
subsidiary  there  with  failure  to  pay  taxes  and 
with  falsifying  documents.  An  internal  com- 
pany investigation  determined  that  James 
Kenneth  Tillery,  then  president  of  Willbros 
International,  was  responsible  for  the  appar- 
ent tax  violations,  according  to  an  SEC  fil- 
ing. In  January  2005  he  resigned  without 


severance,  and  the  company  paid  $3.3  mil- 
lion to  Bolivian  authorities  while  continu- 
ing its  internal  investigation. 

In  Nigeria  Brown  and  other  employees 
received  demands  for  another  $1.5  million 
to  maintain  the  contract.  But  the  scrutiny 
over  Tillery  and  international  operations 
meant  the  money  was  unavailable  from 
Willbros  or  subsidiaries.  So  the  rogue 
employees  turned  instead  to  outside 
sources.  In  mid-February  an  employee 
from  an  unnamed  German  multinational 
delivered  to  Brown's  Lagos  office  a  suitcase 
containing  $1  million  in  cash,  according  to 
Browns  plea  agreement. 

In  May  2005  Willbros  acknowledged 
evidence  of  corruption  in  Nigeria  and  else- 
where. Willbros  alleged  in  SEC  filings  that 
Tillery  and  other  employees  owned  inter- 
ests in  companies  in  Nigeria  with  whom 
Willbros  did  business  and  "may  have 
received  kickbacks"  and  other  payments 
from  consultants,  suppliers  and  competi- 
tors. Tillery  himself  may  have  promised  to 
make  the  payments  to  government  offi- 
cials in  Nigeria,  as  well  as  in  Bolivia  and 
Ecuador,  the  company  determined. 

The  company  said  that  these  actions 
potentially  violated  the  Foreign  Corrupt 
Practices  Act,  which  carries  stiff  penalties, 
among  them  civil  fines  of  up  to  $650,000 
per  violation  and  exclusion  from  U.S.  gov- 
ernment contracts.  Tillery  could  not  be 


reached,  but  in  court  papers  his 
lawyers  argued  that  manage- 
ment had  scapegoated  him.  In 
making  its  public  statements, 
they  said,  management  had  "ten- 
dered Tillery  as  a  sacrificial  lamb 
to  the  investing  public." 

As  a  result  of  its  May  an- 
nouncement the  company's  stock 
dropped  30%,  and  two  days  later 
a  group  of  investors  filed  the  first 
of  what  would  be  several  securities 
class  actions  against  the  company. 
The  suits  have  since  been  settled. 
Brown  entered  his  plea  in  Septem- 
ber 2006  and  agreed  to  cooperate 
with  authorities.  The  SEC  and  other 
federal  investigations  of  the  com- 
pany continue. 

Meanwhile,  violence  wors- 
ened in  the  Niger  Delta  region,  a 
30,000-square-mile  area  that  is 
home  to  most  of  the  nation's  oil  reserves. 
Armed  groups  there,  some  tied  loosely  to 
local  politicians,  have  long  fought  for  a 
greater  share  of  the  nation's  oil  revenue, 
often  by  kidnapping  oil  workers  from  west- 
ern companies  in  hopes  of  collecting  a  ran- 
som. Men  in  speedboats  dynamited  a 
pipeline  owned  by  a  Royal  Dutch  Shell 
joint  venture  in  December  2005.  A  month 
later  four  of  the  joint  venture  employees 
were  kidnapped  and  held  for  19  days 
before  being  released.  In  February  Niger- 
ian militants  stormed  a  barge  and  kid- 
napped nine  Willbros  workers.  They  were 
later  returned  home  safely.  In  October 
seven  ExxonMobil  contractors  were 
abducted  from  an  expatriate  compound. 
(They  have  since  been  released.)  Both 
ExxonMobil  and  Shell  say  they  remain 
committed  to  the  region. 

For  Willbros  it's  time  to  throw  in  the 
towel.  Prospective  buyers  of  its  assets 
might  take  heed  of  two  admissions  in  the 
company's  statements.  The  first  is  that 
projects  in  Nigeria,  Willbros  says,  "con- 
tinue to  be  frustrated  by  the  increasingly 
hostile  working  environment."  The  second 
is  that  Willbros  found  that  refusal  to  make 
improper  payments,  or  permitting  others 
to  do  so,  "may  negatively  affect  ongoing 
international  operations."  Put  more 
bluntly:  In  Nigeria,  these  days,  corruption 
is  just  another  expense.  F 
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Which  is  why  it's  imperative  to  have  a  financial  partner  committed 
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By  John  Dickinson 


Verizon  Business  provides  solutions  to  address  the  increasingly  wide  range  of 
mobile  computing  challenges  posed  by  a  huge  and  growing  mobile  workforce. 


Not  so  long  ago  the  mobile  workforce  was  happy  to  have 
access  to  e-mail  and  the  Internet.  Today  it's  different,  says 
Verizon  Business  Vice  President  of  Voice  and  Data 
Services  Tom  Roche:  "We  have  a  highly  mobile  workforce  and  a 
very  large  number  of  corporate  telecommuters  that  need  to  be  as 
productive  outside  the  office  as  they  are  inside." 

Roche  says  that  the  mobile  workforce  is  growing  quickly  and  is 
expected  to  reach  30%  of  the  U.S.  total  —  about  41  million  workers 
-  by  2009.  Verizon  Business  says  that  four  categories  of  mobile 
knowledge  workers  require  office-level  productivity  tools  and  infor- 
mation assets  that  are  only  available  on  the  corporate  network: 

•  Full-  and  part-time  workers:  Knowledge  workers  today  can  work 
in  any  location,  from  a  desk  at  the  office  to  their  home  or  even 
at  a  coffee  shop  or  airport  in  a  distant  city; 

•  Extended  day  workers:  Workers  that  don't  stop  working  when  they 
leave  their  offices; 

•  True  mobile  workers:  The  classic  road  warriors  who  live  out  of 
a  suitcase  and  do  all  their  work  on  a  laptop; 

•  Event-driven  mobile  workers:  Disasters  can  take  a  company 
out  of  business,  but  a  planned-for  remote  solution  can  put 
that  business  back  on  its  normal  course. 

This  wide  variety  of  worker  mobility  and  remote  locations 
requires  an  equally  wide  variety  of  equipment  that  includes  lap- 
top computers  and  remote  desktops,  mobile  PDAs  and  smart 


phones;  and  yet  another  broad  range  of  connectivity  solutions 
including  public  WiFi  and  wired  networks,  the  cellular  phone  ne< 
work  and  even  satellites.  Roche  concludes  that  today,  "work  isn 
so  much  a  place  as  it  is  what  people  do  and  how  they  do  it." 

Helping  businesses  manage  this  diverse  mobile  workforce  ii 
complex,  but  January's  merger  of  Verizon  Wireless  and  MCI  gavi 
Verizon  Business  the  tools  it  needs  to  do  the  job.  "Our  technolog 
gives  users  a  seamless  experience  with  consistent  and  secun 
access  to  the  corporate  network,"  says  Roche,  "and  the  networl 
managers  get  a  robust  set  of  administrative  tools  and  informato 
that  lets  them  do  everything  from  set  policy  to  manage  costs." 

The  seamless  experience  starts  with  a  standard  log-on  thai 
works  the  same  regardless  of  the  network  or  device  being  used  b 
the  mobile  worker,  and  includes  unified  messaging  with  e-mail 
instant  messaging,  collaboration  tools,  Web  and  audio  conferenc 
ing  and  voice  telephony.  "Customers  can  use  Verizon-supplied 
hosted  productivity  tools  or  continue  using  the  ones  they  already 
have,"  says  Roche. 

Verizon  Business  gives  mobile  users  security  beyond  the  cusi 
tomer's  virtual  private  network,  which  is  critical  in  today's  envi 
ronment  where  viral,  intrusion  and  spam  attacks  are  common.  "The 
corporate  network  can  be  accessed  securely  through  WiFi,  cable 
modem  or  the  cellular  network,"  says  Roche,  "and  we  can  ever 
work  through  a  satellite  connection  where  that  is  necessary." 

The  bottom  line  is  that  managing  today's  mobile  workforce  is  & 
large  and  complex  problem,  and  Verizon  Business  provides  £ 
solution  that  is  up  to  the  job. 


Whether  you're  moving  toward  a  global  IP  solution 


or  a  single  application  like  VoIP,  the  experts  at 


rizon  Business  can  take  you  there.  Our  global  IP  network 


delivers  a  wide  range  of  scalable  solutions.^And  our 


leople  can  help  you  design,  manage  and  optimize  your 


transition  to  IP— on  your  timeline,  and  on  your  terms. 


verizonbusiness.com 
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global  IP. 


we  know  the  way. 
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Easy  Money 

Microcredit  is  booming  in  India,  but  the  loans  don't  often 
pull  people  out  of  poverty  |  By  Claire  Cain  Miller 


I  N  THE  K.R.  PURAM  SLUM  IN  BAN- 
1  galore,  India,  a  group  of  15  women 
I  gather  in  a  small,  muggy  living 
I  room.  The  electricity  comes  and 
ami  goes,  turning  the  fan  and  the  single 
bare  lightbulb  on  and  off.  Flies  buzz 
around  the  room,  and  children  run  in 
and  out. 

The  women  have  borrowed  $330  and 
meet  weekly  to  make  repayments.  The 


loans  were  meant  to  serve  as  capital  for 
them  to  start  small  businesses  and,  even- 
tually, lift  themselves  out  of  poverty.  But 
the  women  say  the  loans  haven't  turned 
into  new  income.  Sitting  in  a  circle  on 
the  floor,  some  sound  sad  and  others 
angry.  One  woman  has  started  selling 
firewood,  but  others  haven't  started  busi- 
nesses at  all.  Instead,  they  say,  the  money 
helped  them  pay  for  urgent  expenses, 


Solemn  vow: 
Borrowers  in  Tumkur 
pledge  to  repay 
their  loans. 

such  as  their  chil- 
dren's school  fees. 

It's  a  scene  that's  re- 
peated inside  dark  living 
rooms  and  on  parched 
rooftops  across  India. 
Boosted  by  a  govern- 
ment mandate  to  keep 
the  startup  funds  flow- 
ing, lenders  making 
these  small,  or  micro- 
credit, loans  are  dutifully  throwing  cash  at 
shantytown  borrowers.  And  the  funds — 
$1.3  billion  was  lent  during  the  year  ended 
Mar.  31,  up  from  $4  million  in  1996 — are 
often  being  used  not  as  seed  money  for  a  new 
enterprise,  such  as  buying  a  cow  to  sell  the 
milk  or  setting  up  a  fruit  stand,  but  as  hand- 
outs spent  on  consumption.  D.S.K.  Rao,  the 
Asia  organizer  for  the  Microcredit  Summit 
Campaign,  estimates  that  only  one-fifth  of 
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Positively  different. 


As  you  got  older  you  may  have  put  away  your  early  dreams.  Financial  security 
can  free  you  to  take  a  new  look  at  how  you  want  to  live  your  life.  For  100  years, 
The  Standard  has  given  people  the  confidence  for  whatever  comes  next.  So 
dust  off  your  dreams.  We  can  help  you  reach  them.  STANDARD.COM 


he  Standard  is  a  marketing  name  for  StanCorp  Financial  Group,  Inc.  and  subsidiaries.  Insurance  products  are  offered  by  Standard  Insurance  Company  of 
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Lending 


Indian  microcredit  borrowers  start  a  busi- 
ness. Mathew  Titus,  executive  director  of 
New  Delhi -headquartered  Sa-Dhan,  an  as- 
sociation of  microcredit  lenders,  says  it's  one- 
third,  counting  women  who  barter  instead 
of  selling  goods. 

Alas,  there  has  never  been  a  rigorous 
study  in  India  or  elsewhere  of  how  suc- 
cessful the  businesses  become,  whether 
any  of  the  borrowers  eventually  graduate 
to  the  middle  class  or  how  many  of  the 
loans  get  repaid  on  time.  "I  don't  know  of 
any  great  studies — they  haven't  been 
done,"  says  New  York  University  profes- 
sor Jonathan  Morduch,  who  focuses  on 
microcredit  and  economic  development. 

For  much  of  its  35-year  history 
microcredit  has  enjoyed  glowing  reviews, 
culminating  last  month  when  Muham- 
mad Yunus — founder  of  Bangladesh's 
microlending  Grameen  Bank — won  the 
Nobel  Peace  Prize.  The  tiny  loans  appeal 
to  both  idealistic  aid  workers  and  gim- 
let-eyed bankers.  They  seem  to  help  the 
poor  in  developing  countries  earn  a 
livelihood  without  making  them  depend- 
ent on  handouts.  And  they  use  market 

Manjula  in  Bagalur  (below)  used 
a  loan  to  expand  her  sari  business; 
a  man  in  Tumkur  cosigns  for  a  loan. 


mechanisms,  allowing  banks  to  charge 
interest  rates  high  enough  to  cover  the 
risks  of  lending  to  people  with  no  collat- 
eral and  little  credit  history.  In  India  rates 
average  30%  a  year,  though  some  lenders 
charge  more  than  45%. 

In  the  last  decade  microcredit  has 
taken  off.  The  1997  Microcredit  Summit  in 
Washington,  D.C. — sponsors  included  the 
World  Bank,  MasterCard  and  [PMorgan— 
vaulted  microlending  onto  the  world 
stage.  Participants  pledged  to  lend  to  100 
million  families  worldwide  within  a 
decade.  Pushing  to  maintain  the  momen- 
tum, the  United  Nations  named  2005  the 
International  Year  of  Microcredit.  Today 
organizations  from  the  U.S.  Agency  for 
International  Development  to  Citigroup 
trumpet  the  idea. 

Much  of  that  attention  is  focused  on 
India,  which  is  home  to  a  quarter  of  the 
world's  poor  but  also  one  of  the  hottest 
economies.  The  country  has  seen  an 
explosion  of  microfinance  institutions, 
which  are  usually  set  up  by  nongovern- 
mental organizations.  Ten  years  ago  400 
institutions  boasted  200,000  customers. 
Today  there  are  1,000  that,  together  with 
300  commercial  banks,  lend  to  17.5  mil- 
lion people,  according  to  Sanjay  Sinha, 
managing  director  of  Micro- 
Credit  Ratings  International 
in  India.  Much  of  the  lend- 
ing is  based  on  Yunus'  orig- 
inal idea — making  loans  to 
groups  of  women  and  relying 
on  peer  pressure  from  the 
members  to  ensure  repay- 
ment. "India  was  very  small 
in  this  field  ten  years  ago," 
says  Sam  R.  Daley-Harris, 
director  of  the  Microcredit 
Summit  Campaign.  "Now 


a 


they're  going  like  gangbusters,  expanding 
ferociously." 

The  money  to  fund  all  these  lender: 
comes  mostly  from  India's  biggest  com 
mercial  banks,  such  as  ICICI,  State  Banl 
of  India  and  Canara  Bank.  But  some  ii 
put  up  by  foreign  investors  and  bank 
making  social-responsibility  bets,  and  b 
overseas  donors.  Technology  entrepre 
neurs  are  particularly  intrigued.  Th 
foundations  of  Bill  and  Melinda  Gate 
and  Michael  and  Susan  Dell  have  eac 
given  $4  million  or  more  to  microcred 
organizations.  Vinod  Khosla,  a  Sun 
Microsystems  founder  and  venture  capi 
tal  star,  has  put  at  least  $1  million  into 
Indian  microfinance  institutions, 
donations  and  investments. 

"In  their  anxiety  to  expand  very  fas 
they  are  pushing  loans,"  says  Rao,  th 
microcredit  campaign  organizer.  "They'ri 
not  careful  in  vetting."  At  least,  som 
groups  of  borrowers  are  first  required  t 
save  money  that  they  can  put  down  a 
collateral;  others  must  outline  their  busi 
ness  ideas  to  lenders. 

The  rapid  growth  also  means  tha 
lenders  are  less  likely  to  keep  tabs  on 
borrower  after  a  loan  is  made.  In  Indie 
says  Daley-Harris,  borrowers  sometime 
"are  on  their  own  after  a  couple  of  years 
whereas  in  Bangladesh  there's  a  ban 
worker  who  often  visits  every  week  for 
lifetime."  In  Bangladesh  there  is  on 
microfinance  staffer  for  131  borrower 
and  in  Afghanistan  one  for  54,  but  i 
India  the  ratio  is  one  to  439,  according  t 
the  Microfinance  Information  Exchang 
in  Washington.  The  women  in  Indii 
could  probably  use  more  guidanct 
because  it's  so  difficult  to  run  a  busines 
there:  The  country  ranks  134th  out  of  17 
that  the  World  Bank  studied  this  year  fc 
ease  of  doing  business 

The  result  is  th« 
lenders  often  hand  ove 
money  without  taking  th 
time  to  educate  the  boi 
rowers,  making  sure  the 
understand  that  they'r 
supposed  to  start  bus 
nesses  and  that  there  ai 
penalties  for  not  payin 
the  money  back,  sa) 
Gowramma,  secretary  c 
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By  the  Numbers 


Microcredit  is  quickly  spreading  in  India,  but  the  loans  don't  always  lead  to 
businesses;  in  some  cases  they  are  even  used  to  pay  off  previous  debts. 


People  getting  loans  in  1996. 


People  getting  loans  in  2006. 


Value  of  loans  granted  in  1996. 

Value  of  loans  granted  in  2006. 

the  Bangalore  branch  of  the  All  India 
Democratic  Women's  Association,  who 
works  with  women  in  the  slums.  "The 
people  receiving  these  loans  do  not  know 
what  this  microcredit  system  is  all  about," 
she  says. 

This  means  that  microcredit's  other 
goal— to  empower  women  in  highly  patri- 
archal societies— isn't  always  achieved, 
either.  In  Tumkur,  a  city  outside  Bangalore, 
a  group  of  women  received  $155  loans. 
They  stood  in  a  circle,  placed  their  hands 
on  the  money  and  pledged  to  use  their 
loans  to  launch  businesses.  But  afterward, 
each  handed  the  money  to  her  husband, 
and  the  men  started  the  businesses. 
Because  the  women  are  responsible  for 
repaying  the  loan,  they  suffer  the  conse- 
quences if  their  husbands  squander 
the  money. 

Microcredit  advocates  often  claim 
impressively  high  repayment  rates,  aver- 
aging 95%,  as  proof  that  borrowers  do 
use  their  loans  to  generate  income.  Oth- 
erwise they  wouldn't  be  able  to  pay  them 
back,  they  argue.  "Can  [microcredit]  be 
done  badly?  Absolutely,"  Daley-Harris 
says.  "Can  it  make  a  massive  difference  in 
people's  lives  when  it's  done  well? 
Absolutely." 

But  in  some  cases  women  borrow 
from  other  sources  to  repay  the  loans. 
That  often  means  resorting  to  money- 
lenders— or  loans  from  friends  and  fam- 
ily— to  pay  back  the  microloan  and  vice 
versa,  trapping  them  in  a  cycle  of  debt. 
The  lucky  ones  have  family  members 
who  have  migrated  to  cities  or  abroad  to 
work  and  send  back  remittances.  In 
Bangladesh,  for  example,  40%  of  micro- 
credit borrowers  also  borrow  informally, 
says  Thomas  Dichter,  who  has  evaluated 
microcredit  programs  in  20  countries, 
including  India.  "You're  getting  a  large 
number  of  people  borrowing  from  Peter 
to  pay  Paul,"  says  Dichter,  who  wrote  the 
2003  book  Despite  Good  Intentions:  Why 
Development  Assistance  to  the  Third 
World  Has  Failed. 

More  important,  Dichter  and  others 
who  study  microfinance  doubt  the  repay- 
ment rates.  There  are  no  reliable  figures  on 
the  percentage  of  loans  delinquent  for 
more  than,  say,  six  months.  But  it's  telling 
that  the  vast  majority  of  the  microlenders 


Size  of  average  loan. 

Figures  for  year  ending  Mar.  31. 

Source:  Micro-Credit  Ratings  International. 


are  not  "sustainable,"  meaning  that  so  few 
loans  are  repaid  on  time  and  costs  are  so 
high  that  lenders  need  to  keep  tapping  the 
easily  available  funds  from  banks,  donors 
and  the  government  to  stay  in  business. 

More  than  anything,  the  microcredit 
bubble  is  being  inflated  by  government 
rules  that  all  but  force  lenders  to  keep 
pumping  out  microloans.  New  Delhi 
requires  banks  to  devote  40%  of  the 
money  they  lend  to  a  category  of  borrow- 
ers that  includes  small  enterprises,  with 
about  half  of  that  going  to  rural  outfits. 
Banks  have  long  struggled  to  meet  this 
obligation,  and  lending  to  microcredit 
institutions  that  then  lend  to  the  groups 
of  women  offers  an  easy  way  to  do  it. 

Sometimes  microcredit  does  live  up 
to  its  billing.  Manjula,  a  40-year-old 
seamstress  who  lives  in  Bagalur,  a  village 
90  minutes  away  from  downtown  Ban- 
galore, struggled  to  support  her  two  chil- 
dren without  help  from  her  alcoholic 
husband.  She  depended  on  moneylend- 
ers, who  charge  up  to  1 ,000%  a  year.  Two 
$220  microcredit  loans  over  two  years 
enabled  her  to  open  a  shop  selling  saris, 
which  she  had  been  peddling  from  her 
home.  Since  then  she  has  increased  her 
monthly  income  from  $45  to  $110, 
including  the  earnings  from  side  jobs 
tailoring  and  teaching  sewing  classes. 
That's  enough  to  pay  off  her  loan  and 
save  $30  a  month.  "My  dream  is  to  con- 
vert this  place  into  a  big  shop,"  she  says 
proudly. 


It  was  success  stories  like  this  that 
drew  Khosla,  an  affiliated  partner  in  Sil- 
icon Valley  venture  capital  firm  Kleiner, 
Perkins,  Caufield  &  Byers,  to  microcredit 
in  his  native  India.  Three  microfinance 
lenders  that  he  funds — SKS  Microfinance, 
Share  Microfin  and  Activists  for  Social 
Alternatives — are  on  a  top-ten  list  com- 
piled by  Micro-Credit  Ratings  Interna- 
tional, and  he  becomes  so  passionate 
about  microcredit  that  his  eyes  tear  up 
when  he  talks  about  it.  "This  is  the  single 
most  important  tool  for  addressing 
poverty  I  have  ever  seen." 

Might  a  careful  study  turn  that  article 
of  faith  into  a  provable  proposition? 
"I  don't  need  that  study,"  Khosla  says. 
"I  won't  spend  a  penny  on  it  because  I've 
talked  to  200  women  who  are  recipients 
of  these  microloans  myself.  I've  seen  it  in 
the  field." 

Even  Manjula's  success  story  needs 
some  cautionary  footnotes.  She  started 
out  with  distinct  advantages.  Unlike 
most  of  India's  poor,  she  is  educated, 
speaks  some  English  and  started  her 
business  before  receiving  the  loan.  And 
Manjula  hasn't  been  able  to  completely 
stop  borrowing  from  moneylenders. 

"The  research  is  skimpy,  but  the 
research  we  do  have  shows  increasingly 
that  the  main  hope  for  microcredit — that 
it  will  generate  millions  of  tiny  businesses 
and  these  businesses  will  grow  and  pull 
their  owners  over  the  poverty  line — is 
false,"  says  Dichter,  the  author.  F 
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That  year  the  Palm  Beach  Invitational  donated  $10,000  to 
local  charities,  becoming  the  first  TOUR  event  to  use  golf  as 
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became  a  cornerstone  of  the  modern  TOUR,  and  in  2005  the  total 
amount  of  charitable  giving  by  the  PGA  TOUR,  Champions  Tour 
and  Nationwide  Tour  exceeded  the  $  1  billion  mark  —  an  amount 
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r-w-        Canon  products.  For  performance  you  can  always  count  on.  While  it  may  not  seem 
obvious,  there's  actually  an  important  connection  between  PGA  TOUR  players  and  Canon  office  solutions. 
TOUR  players  can't  perform  without  the  best  clubs  and  business  people  can't  perform  without  the  best  technology. 
Which  explains  why  the  PGA  TOUR  depends  on  Canon  office  products  to  get  information  to  those  who  need  it. 
They  know  they  can  count  on  Canon's  high-performance  solutions  to  enable  people 

to  work  the  way  they  need  to.  All  of  which  is  why  Canon  is  the  category  leader  in     ^_>C^ill  ^3 11 

both  black-and-white  and  color  office  solutions*  At  Canon,  we  understand  that  you  . 

have  to  do  better  than  par  for  the  course.  1-800-OK-CANON  www.usa.canon.com  IfTIQgCANYWARE 
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^|  iving  back  to  the  communities  in 
■  .—.which  our  events  are  held  is  at 
Vjthe  heart  of  the  PGA  TOUR," 
said  Commissioner  Tim  Finchem.  "It 
reflects  directly  on  a  number  of  entities, 
namely  tournaments,  sponsors,  players, 
volunteers  and  communities,  all  working 
together  toward  a  common  goal.  Charity  is 
what  drives  and  motivates  those  involved 
to  make  the  commitments  and  sacrifices 
they  do.  In  addition,  the  individual  players 
add  charity  dollars  at  their  own  charity 
events  and  contribute  significantly  to  the 
overall  mix." 

CHARITY:  ONE  OF  BYRON  NELSON'S 
ENDURING  LEGACIES 

While  each  TOUR  event  contributes  to  local  charities,  far  and 
away  the  most  successful  has  traditionally  been  the  EDS  Byron 
Nelson  Championship,  which  this  year  raised  $6.33  million  in  net 
proceeds  for  the  Salesmanship  Club  of  Dallas' charitable  programs. 
This  marked  the  fifth  time  the  tournament's  charitable  contribution 
has  exceeded  $6  million.  But  this  year,  the  big  story  in  charitable 
giving  was  the  Valero  Texas  Open,  which  set  a  TOUR  record  with 
a  $7  million  charitable  contribution,  beating  the  record  set  in  June 
by  the  FBR  Open  of  $6.8  million. 

"I'm  honored  that  folks  would  want  to  have  my  name  associated  with 
this  tournament,  but  what  really  thrills  me  is  to  see  all  the  good  work  the 
Salesmanship  Club  of  Dallas  is  able  to  do  with  the  money  we  raise  for 
charity,"  said  the  late  Bvron  Nelson,  righdy  recognized  as  not  only  one 
of  golf's  greatest  champions  but  one  of  its  greatest  players  as  well. 

While  the  EDS  Byron  Nelson  Championship  leads  the  TOUR  in 
total  charitable  giving,  its  example  has  been  followed  on  both  the 
Champions  and  Nationwide  Tours.  In  2005,  the  Toshiba  Classic,  3M 
Championship  and  Wal-Mart  First  Tee  Open  at  Pebble  Beach  led  the 
Champions  Tour  in  giving,  while  on  the  Nationwide  Tour  the  leader 
was  the  BMW  Charity  Pro-Am  at  The  ClifTs. 

Another  excellent  example  of  the  PGA  TOUR's  collective  attitude 
toward  giving  something  back  to  the  game  is  The  Presidents  Cup, 
the  biennial  competition  between  teams  from  the  U.S.  and  non- 
European  countries. 

None  of  the  players  or  captains  on  either  team  receives  any  pay- 
ment, win,  lose  or  draw.  Instead,  net  revenues  are  divided  into  equal 
shares  that  the  players  and  captains  designate  to  charities  or  golf- 
related  programs  of  their  choosing.  The  contributions  are  made  in 
their  names  through  PGA  TOUR  charities. 


Wal-Mart  employees. 

"The  Presidents  Cups'  most  important  mission  is  benefitin 
worldwide  charities,"  said  Finchem.  "It  is  especially  rewardin 
because  these  are  the  charities  that  are  most  important  to  our  playei 
and  captains  and  are  personally  designated  by  them." 

How  successful  has  this  been? 

Through  the  first  six  Presidents  Cups,  more  than  $13  millio 
has  been  raised  for  charities  around  the  world  —  charities  tha 
include  hospitals  and  medical  research  facilities,  libraries,  churche 
and  domestic  shelters. 

A  case  in  point  is  Safe  Harbor,  an  emergency  short-term  children 
shelter  that  aids  runaway,  neglected,  abused  and  homeless  children  i 
Brunswick,  Ga.  It's  an  organization  that  came  to  the  attention  c 
PGA  TOUR  member  Davis  Love  III  and  is  among  the  beneficiarie 
of  his  Presidents  Cup  largesse. 

"I  don't  think  I'm  being  overly  dramatic  when  I  say  the  money  fror 
The  Presidents  Cup  has  made  the  difference  in  us  existing  and  nc 
existing,"  said  Karen  Bugler,  the  former  executive  director  of  Sal 
Harbor.  "We  received  a  check  for  $90,000  from  The  Presidents  Cu 
one  year  and  for  an  agency  our  size,  you  can't  imagine  what  that  mean 

"It  means  food  and  clothing  for  the  kids, "Bugler  said.  "It's  used  fc 
books  and  school  supplies.  We've  used  it  for  eyeglasses  and  dent: 
visits.  We  don't  want  the  kids  to  just  get  by.  You  want  to  provide  wh: 
you  can  for  them.  This  enables  us  to  do  that.  If,  say,  a  child  is  involve 
in  sports,  we  can  buy  that  child  a  uniform.  It  allows  us  to  buy  for  thei 
things  you'd  buy  for  your  own  child.  At  Christmas,  we  can  get  thei 
many  of  the  things  they've  put  on  their  list.  It  enables  us  to  take  thei 
on  field  trips  during  the  summer.  What  the  money  from  TI 
Presidents  Cup  does  is  help  us  make  those  children  feel  special." 
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CHAMPIONS  TOUR  PLAYERS  SET  church  near  Orlando,  Fla.  One  of  11  children,  Thorpe  became 

OUTSTANDING  EXAMPLES  . . .  involved  with  the  small  church  whe  n  he  moved  to  Florida,  and  was 

Love  is  far  from  being  alone  in  his  support  of  worthwhile     impressed  by  its  commitment  to  underprivileged  youth. 


arganizations.  Take  the  case  of  Allen 
Doyle,  a  two-time  winner  of  the  U.S. 
Senior  Open. 

When  Doyle  won  the  SI  million  prize 
for  capturing  the  inaugural  Charles 
Schwab  Cup  in  2001,  he  donated  much  of 
it  to  Norwich  University  in  Vermont,  s 
ivhere  he  graduated  in  1971  and  was  a  J 
standout  hockey  player.  In  2004,  he  com-  § 

ZD 

■nitted  another  $1.1  million  to  the  school  £ 
:o  improve  its  athletic  facilities  and  to  g 
establish  a  scholarship  for  deserving  kids  <§ 
from  the  Boston  area.  £ 

"I've  said  before  there  are  people  who  S 
iccumulate  money  and  like  to  count  it  £ 
ind  people  who  accumulate  it  and  like  to 
io  some  good  with  it,"  Doyle  said.  "I  like 
:o  think  I'm  among  the  latter. 

"It's  because  of  the  Champions  Tour," 
Doyle  added.  "If  somebody  had  told  me  five  years  ago  that  I  would 
je  doing  this  stuff,  I  would  have  said  they  were  nuts." 

Like  Doyle,  the  fact  that  the  Champions  Tour  was  a  godsend  wasn't 
ost  on  Jim  Thorpe  —  and  in  his  case,  the  word  is  used  advisedly. 

Thorpe  donated  his  $247,000  winner's  check  in  the  2005  FedEx 
Klnko's  Classic  to  the  Crossings  Community  Church,  a  300-member 


Prior  to  this  major  contribution, 
Thorpe  donated  funding  for  construc- 
tion of  a  baptismal  font,  purchased  a  van 
to  help  transport  the  church's  older 
members  and  helped  fund  the  expansion 
of  a  community  center. 

"I've  already  been  blessed,"  Thorpe 
said.  "I've  had  a  wonderful  life.  I've  had  a 
great  career  on  the  Champions  Tour.  If 
somebody  had  ever  told  me  I  was  going 
to  donate  a  quarter  of  a  million  dollars  to 
any  organization,  I  would've  laughed. 
My  life  has  been  so  focused  on  nonsense. 
I'm  trying  real  hard  to  make  a  transition 
into  doing  something  positive." 

The  examples  set  by  Doyle  and 
Thorpe  were  noted  by  Dana  Quigley, 
another  Champions  Tour  success  story 
who  has  known  his  share  of  tough  times. 
In  2005,  Quigley  —  who  had  spent  most  of  his  career  as  a  club 
professional  before  turning  50  —  finished  second  in  the  Charles 
Schwab  Cup  and  donated  his  $500,000  prize  to  various  charities. 

...  AS  DO  PLAYERS  ON  THE  PGA  TOUR 

On  the  PGA  TOUR  there  are  any  numbers  of  examples  of 


Phil  Mickelson  and  Make-a-Wish  child 
Woodrow  Wojdula  share  some  time  together 
prior  to  the  first  round  of  the  World  Golf 
Championships-Bridgestone  Invitational. 


"I've  said  before  there  are  people  who  accumulate  money  and  like  to  count  it  and  people  who 
accumulate  it  and  like  to  do  some  good  with  it.  Hike  to  think  I'm  among  the  latter. "-  Allen  Doyle 


irandy  and  Jennifer  Jobe  (left)  and  Corey  and  Lisa  Pavin  (right)  at  the  2006  Tour  Wives  Classic  during  the  FBR  Open, 
hrough  which  funds  are  raised  for  children  and  familes  in  need. 
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players  who  have  stepped  up  to  the  plate  to  help  others  and  have 
done  so  with  remarkable  generosity: 

•  Early  in  his  remarkable  career,  Tiger  Woods  made  it  clear  he 
intended  to  give  something  back  to  the  game  thrdugh  his  Tiger 
Woods  Foundation.  One  of  his  goals  was  to  help  change  the  lives 
of  young  people  through  golf.  To  that  end,  last  February  the  Tiger 
Woods  Learning  Center  opened  in  Anaheim,  Calif,  with  speeches 
by  former  President  Bill  Clinton  and  others.  The  state-of-the-art 
educational  facility  is  built  on  the  site  of  the  public  course  where 
Woods  played  his  junior  golf.  "Growing  up  in  Orange  County  and 
playing  golf  at  Dad  Miller  (Golf  Course)  definitely  helped  shape 
my  development  as  an  athlete  and  a  person,"  said  Woods,  who 
donated  $5  million  to  get  the  project  started.  "I  think  the  learning 
center  will  provide  many  children  with  opportunities  they  would 
not  have  had  otherwise.  This  is  by  far  the  greatest  thing  that  has 
ever  happened  to  me.  This  is  bigger  than  golf.  This  is  bigger  than 
anything  I've  done  on  the  golf  course,  because  we  will  be  able  to 
shape  lives." 


Champions  Tour  player  Jim  Thorpe  contributes  his  $247,000 
winner's  check  from  the  2005  FedEx  Kinkos  Classic  to  the 
Crossings  Community  Church. 


"I've  already  been  blessed,  I've  had  a  wonderful  life.  I've  bad  a  great  career  on  the  Champions 
Tour.  If  somebody  had  ever  told  me  I  was  going  to  donate  a  quarter  of  a  million  dollars  to  any 
organization,  I  would  ve  laughed.  "-Jim  Thorpe 


The  PGA  TOUR's  Frank  Lickliter  II  gives  a  lesson  to 
wounded  serviceman  John  Jones  at  the  Valero  Texas  Open  as 
part  of  the  Wounded  Warriors  Project. 


Rhode  Island  natives  Billy  Andrade  and  Brad  Faxon  run  two 

tournaments  to  help  raise  funds  for  the  Andrade-Faxon  Charities 
for  Children,  Inc.,  which  benefits  at-risk  children  in  the  Rhode 
Island-Southeastern  Massachusetts  area.  One  is  in  conjunction 
with  CVS  and  pairs  two-man  teams  of  TOUR  players.  The  other 
is  a  celebrity  event.  Thus  far  the  total  raised  exceeds  $5  million.  In 
1999,  the  Golf  Writers  Association  of  America  presented  the  two 
with  the  Charlie  Bartlett  Award,  given  to  playing  professionals  in 
recognition  of  their  unselfish  contributions  to  society.  In  addition, 
Andrade  and  Faxon  established  "Button  Hole,"  a  short  course  that: 
serves  as  a  learning  and  teaching  center  for  kids.  "We  were  lucky1 
enough  to  be  raised  in  golf,  and  golf  has  brought  us  to  pretty  nice 
heights,"  Faxon  explains.  "To  be  able  to  put  that  back  into  the 


community  —  I  don't  think  that's  an  obligation 
thing  Billy  and  I  feel  pretty  strongly  about." 


but  it's  some- 


•  Among  their  other  charitable  endeavors,  in  2004  Jack  Nicklaus  andl 
his  wife,  Barbara,  opened  the  Nicklaus  Children's  Hospital  in  West 
Palm  Beach.  It  is  the  primary  beneficiary  of  the  Honda  Classic. 

•  Like  Nicklaus,  Arnold  Palmer  is  actively  involved  in  the  Arnold 
Palmer  Hospital  for  Children  6c  Women  in  Orlando,  which  bene- 
fits from  the  Arnold  Palmer  Invitational  presented  by  MasterCard. 


FOR  GARY  PLAYER,  GIVING  BACK  IS  PAR 

FOR  THE  COURSE. 


2000 

BYRON  NELSON 
JACK  NICKLAUS 

ARNOLD  PALMER 


2001 
BEN 
CRENSHAW 


2002 

NICK 
PRICE 


2003 

TOM 
WATSON 


■ 


i 


ANNOUNCING  THE  WINNER  OF  THE  2006  PAYNE  STEWART  AWARD. 


Some  61  i  In-  greatest  names  in  goll  have  won  it.  And 
us  year,  (jury  Player  joins  them  as  the  winder  ql  the 
aync  Stewart  Award,  established  in  2000  by  The  FCiA 
( )l  IR  and  Southern  Company., 

Like  previous  winners,  Gary  Player  receives  die-  2006 
aync  Stewart  Award  for  all  that  he's  givegl',  both  to  the 
une  ol  golf  and  beyond.  The  Payne-  Stewart  Award  is 
resented  annually  to'Tfre  PGA  TOUR  playe  r  who 
teres  Payne's  respect  lor  the  traditions  ol  goll  and  the 
une's  heritage  ol  charitable  support. 


'Gary  Player  was  selected  by  key .  mcmlx-rsol  major  golf 
organi/ai  ions  and  previous  winners.  The  award  is 
acc  ompanied  by  an  annual  $300,000  Payne  Stewart 
Award  Gran;  presented  by  Southern  (Company,  with  a 
third  going  to  Gary  Player's  designated  charity,  The  Player 
Foundation,  which  aids  underprivileged  children  globally. 

So  please  join  Southern  Company  in  congratulating. 
Gary  Player,  as  he-  takes  his  rightful  place  among  those 
who  make  giving  back  par  for  the  course.  To  learn 
more,  visir  southerncompany.com/payne. 


SOUTHERN 

COMPANY 
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The  hospital  is  supported  by  numerous  TOUR  members,  including 
Scott  Hoch,  who  donated  $100,000  of  his  winner's  prize  from  the 
1989  Las  Vegas  Invitational  to  the  hospital  and  has  a  floor  named 
in  his  honor. 

Phil  Mickelson  and  his  wife,  Amy,  have  been  very  active  in  rais- 
ing awareness  and  money  for  military  families  while  also  putting 
an  emphasis  on  assisting  school-age  youngsters  though-  their 
Smart  Start  program,  which,  among  other  things,  provides  chil- 
dren with  necessary  school  supplies.  It  is  a  cooperative  effort  with 
the  San  Diego  Board  of  Education.  "We're  just  so  fortunate  to  be 
able  to  help  some  of  the  neediest  kids  in  the  county,"  Mickelson 
said.  "Education  has  always  been  a  priority  for  Amy  and  me,  and 
we're  making  it  one  for  our  own  children.  We  hope  these  kids  now 
will  have  the  excitement  to  do  better  than  ever  in  the  classroom." 
In  2005,  Mickelson  donated  money  for  each  birdie  and  eagle  he 
made  to  Homes  for  Our  Troops,  an  organization  that  helps  pro- 
vide homes  for  servicemen  and  women  returning  from  duty  with 
serious  injuries  and  disabilities.  He  was  praised  by  President  George 
W.  Bush,  who  wrote,  "Your  efforts  reflect  the  compassionate  spirit 
of  America."  In  2004,  Mickelson  made  a  similar  contribution 


to  the  Special  Operations  Warrior  Foundation,  which  offers  college 
educations  to  the  children  of  service  personnel  killed  in  battle 
or  training. 

•  Frank  Lickliter  II  joined  Mickelson  in  helping  the  troops,  visiting 
them  when  possible  and  supporting  the  Wounded  Warrior  Project, 
which  aids  injured  servicemen  upon  their  return  to  the  U.S.  as  they 
transfer  into  civilian  life. 

'  Jeff  Sluman  partners  with  OfficeMax  in  the  "Drive  for  Hope," 
which  raises  funds  for  the  City  of  Hope,  a  leading  cancer  research 
and  treatment  center,  as  well  as  other  charities. 

•  In  a  way,  the  experience  of  South  Africa's  Tim  Clark  neady  sums 
up  the  commitment  PGA  TOUR  players  have  to  charity.  In 
November  2005,  playing  in  the  Nelson  Mandela  Invitational,  he 
met  a  deaf  girl  from  the  Carel  du  Toit  School  for  the  Hearing 
Impaired.  He  donated  his  first-place  prize  money  so  the  girl  could 
have  surgery.  "It  put  into  perspective  what  life  is  all  about  —  and  it's 
not  about  all  the  putts  I'm  able  to  put  away  or  miss  at  the  crucial 
stages  of  an  event,  but  life  in  general,"  Clark  said. 


"We  were  lucky  enough  to  be  raised  in  golf,  and  golf  has  brought  us  to  pretty  nice  heights.  To 
be  able  to  put  that  back  into  the  community  —  Idont  think  that's  an  obligation  —  but  its) 
something  Billy  and  I feel  pretty  strongly  about. "-  Brad  Faxon 


Former  President  Bill  Clinton  joirs  Tiger  Woods  at  the  Tiger  Woods  Learning  Center. 


1/2  mile  to  your  gate  won't  keep  you 

from  leaving  on  that  jet  plane. 


fou  don't  have  to  plan 
around  your  arthritis  pain. 

s  it  the  bags  you  carry?  The  gates  you  rush  to? 
)r  is  it  lifting  your  luggage  into  the  overhead?  If 
ou  have  osteoarthritis,  it  colors  everything  you  do. 
»ut  you  shouldn't  have  to  miss  out  on  the  important 
hings.  Ask  your  doctor  about  prescription 
CELEBREX.  It  was  designed  to  target  the  source 
I  your  pain,  stiffness,  and  inflammation. 

List  one  CELEBREX  provides  24-hour,  all  day 
nd  all  night  relief. 

CELEBREX  is  one  of  the  most  studied  arthritis 
ledicines  on  the  market.  But  you  should  know  that 
CELEBREX,  like  all  medicines,  has  both  risks  and 
enefits.  It's  important  to  talk  to  your  doctor 
bout  treatment  options  to  find  out  which  one  is 
ight  for  you.  Your  doctor  may  also  recommend 
ther  kinds  of  treatments. 

mportant  Information:  CELEBREX,  like  all 
•rescription  NSAIDs,  may  increase  the  chance 
f  a  heart  attack  or  stroke  that  can  lead  to  death, 
t  should  not  be  used  right  before  or  after 
ertain  heart  surgeries. 

Serious  skin  reactions  or  stomach  and  intestine 
iroblems  such  as  bleeding  and  ulcers  can  occur 
without  warning  and  may  cause  death. 


SB*'- 


Patients  taking  aspirin  and  the  elderly  are  at 
increased  risk  for  stomach  bleeding  and  ulcers. 

Tell  your  doctor  if  you: 
•Are  pregnant 

•  Have  a  history  of  ulcers  or  bleeding 
in  the  stomach  or  intestines 

•Have  high  blood  pressure  or  heart  failure 

•Have  kidney  or  liver  problems 

People  with  aspirin-sensitive  asthma  or  allergic 
reactions  due  to  aspirin  or  other  arthritis 
medicines  or  certain  drugs  called  sulfonamides 
should  not  take  CELEBREX. 

Prescription  CELEBREX  should  be  used  exactly  as 
prescribed  at  the  lowest  dose  possible  and  for  the 
shortest  time  needed. 

For  more  information,  call  1-888-CELEBREX 
(1-888-235-3273)  or  visit  www.CELEBREX.com 

Please  see  important  information  about  CELEBREX 
and  other  NSAIDs  on  next  page. 


CELEBREX^ 

(CELECOXIB  CAPSULESffi 


Jninsured?  Need  help  paying  for  medicine?  Pfizer  has  programs  that  can  help, 

10  matter  your  age  or  income.  You  may  even  qualify  for  free  Pfizer  medicines.  hGlpl"Ul 

:all  1-866-706-2400.  Orvisitwww.pfizerhelpfulanswers.com.  QnSWBfS 

)2006  Pfizer  Inc.  All  rights  reserved.  CL264198CJ 


CELEBREX® 

(celecoxib  capsules) 

Medication  Guide 
for  Non-steroidal  Anti-Inflammatory  Drugs  (NSAIDs) 

(See  the  end  of  this  Medication  Guide  for  a  list  of  prescription  NSAID  medicines.) 

What  is  the  most  important  information  I  should  know  about  medicines 

called  Non-steroidal  Anti-Inflammatory  Drugs  (NSAIDs)? 

NSAID  medicines  may  increase  the  chance  of  a  heart  attack  or  stroke 

that  can  lead  to  death. 

This  chance  increases: 

•  with  longer  use  of  NSAID  medicines 

•  in  people  who  have  heart  disease 

NSAID  medicines  should  never  be  used  right  before  or  after  a  heart 
surgery  called  a  "coronary  artery  bypass  graft  (CABG)." 
NSAID  medicines  can  cause  ulcers  and  bleeding  in  the  stomach  and 
intestines  at  any  time  during  treatment.  Ulcers  and  bleeding: 

•  can  happen  without  warning  symptoms 

•  may  cause  death 

The  chance  of  a  person  getting  an  ulcer  or  bleeding  increases  with: 

•  taking  medicines  called  "corticosteroids"  and  "anticoagulants" 

•  longer  use 

•  smoking 

•  drinking  alcohol 

•  older  age 

•  having  poor  health 

NSAID  medicines  should  only  be  used: 

•  exactly  as  prescribed 

•  at  the  lowest  dose  possible  for  your  treatment 

•  for  the  shortest  time  needed 

What  are  Non-Steroidal  Anti-Inflammatory  Drugs  (NSAIDs)? 

NSAID  medicines  are  used  to  treat  pain  and  redness,  swelling,  and  heat 
(inflammation)  from  medical  conditions  such  as: 

•  different  types  of  arthritis 

•  menstrual  cramps  and  other  types  of  short-term  pain 

Who  should  not  take  a  Non-Steroidal  Anti-Inflammatory  Drug  (NSAID)? 
Do  not  take  an  NSAID  medicine: 

•  if  you  had  an  asthma  attack,  hives,  or  other  allergic  reaction  with  aspirin 
or  any  other  NSAID  medicine 

•  for  pain  right  before  or  after  heart  bypass  surgery 
Tell  your  healthcare  provider: 

•  about  all  of  your  medical  conditions. 

•  about  all  of  the  medicines  you  take.  NSAIDs  and  some  other  medicines 
can  interact  with  each  other  and  cause  serious  side  effects.  Keep  a  list  of 
your  medicines  to  show  to  your  health  care  provider  and  pharmacist. 

•  if  you  are  pregnant.  NSAID  medicines  should  not  be  used  by  pregnant 
women  late  in  their  pregnancy. 

•  if  you  are  breastfeeding.  Talk  to  your  doctor. 

What  are  the  possible  side  effects  of  Non-Steroidal  Anti-Inflammatory 
Drugs  (NSAIDs)? 


Get  emergency  help  right  away  if  you  have  any  of  the  following  symptoms: 


slurred  speech 

swelling  of  the  face  or  throat 


Serious  side  effects  include: 

Other  side  effects  include: 

•  heart  attack 

•  stomach  pain 

•  stroke 

•  constipation 

•  high  blood  pressure 

•  diarrhea 

•  heart  failure  from  body  swelling 

•  gas 

(fluid  retention) 

•  heartburn 

•  kidney  problems  including  kidney 

•  nausea 

failure 

•  vomiting 

•  bleeding  and  ulcers  in  the 

•  dizziness 

stomach  and  intestine 

•  low  red  blood  cells  (anemia) 

•  life-threatening  skin  reactions 

•  life-threatening  allergic  reactions 

•  liver  problems  including  liver  failure 

•  asthma  attacks  in  people  who  have 

asthma 

•  shortness  of  breath  or  trouble 
breathing 

•  chest  pain 

•  weakness  in  one  part  or  side  of 
your  body 

Stop  your  NSAID  medicine  and  call  your  healthcare  provider  right  away  if 
you  have  any  of  the  following  symptoms: 

•  nausea      .  • 

•  more  tired  or  weaker  than  usual 

•  itching 

•  your  skin  or  eyes  look  yellow  • 

•  stomach  pain  • 

•  flu-like  symptoms  • 

•  vomit 


there  is  blood  in  your  bowel 
movement  or  it  is  black  and  sticky 
like  tar 

skin  rash  or  blisters  with  fever 
unusual  weight  gain 
swelling  of  the  arms  and  legs, 
hands  and  feet 

These  are  not  all  the  side  effects  with  NSAID  medicines.  Talk  to  your 
healthcare  provider  or  pharmacist  for  more  information  about 
NSAID  medicines. 

Other  information  about  Non-Steroidal  Anti-Inflammatory  Drugs  (NSAIDs) 

•  Aspirin  is  an  NSAID  medicine  but  it  does  not  increase  the  chance  of  a 
heart  attack.  Aspirin  can  cause  bleeding  in  the  brain,  stomach,  and  intestines. 
Aspirin  can  also  cause  ulcers  in  the  stomach  and  intestines. 

•  Some  of  these  NSAID  medicines  are  sold  in  lower  doses  without  a 
prescription  (over-the-counter).  Talk  to  your  healthcare  provider  before  using 
over-the-counter  NSAIDs  for  more  than  10  days. 

NSAID  medicines  that  need  a  prescription 


Generic  Name 

Tradename 

Celecoxib 

Celebrex 

Diclofenac 

Cataflam,  Voltaren,  Arthrotec  (combined  with 
misoprostol) 

Diflunisal 

Dolobid 

Etodolac 

Lodine,  Lodine  XL 

Fenoprofen 

Nalfon,  Nalfon  200 

Flurbiprofen 

Ansaid 

Ibuprofen 

Motrin,  Tab-Profen,  Vicoprofen  (combined  with 
hydrocodone),  Combunox  (combined  with  oxycodone) 

Indomethacin 

Indocin,  Indocin  SR,  Indo-Lemmon,  Indomethagan 

Ketoprofen 

Oruvail 

Ketorolac 

Toradol 

Mefenamic  Acid 

Ponstel 

Meloxicam 

Mobic 

Nabumetone 

Relafen 

Naproxen 

Naprosyn,  Anaprox,  Anaprox  DS,  EC-Naproxyn, 
Naprelan,  Naprapac  (copackaged  with  lansoprazole) 

Oxaprozin 

Daypro 

Piroxicam 

Feldene 

Sulindac 

Clinoril 

Tolmetin 

Tolectin,  Tolectin  DS,  Tolectin  600 

This  Medication  Guide  has  been  approved  by  the  U.S.  Food  and  Drug  Administration. 

Distributed  by 

(ufr        G.D.  Searle  LLC 

LAB-0315-1.0  ©2006  Pfizer  Inc.  All  rights  reserved.  CL264198CJ  Issued  July  2005 
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The  TOUR  as  a  whole  also  responds 
nerously  in  times  of  national  or  inter- 
tional  emergencies. 

In  the  wake  of  Hurricane  Katrina  in 
05,  the  TOUR  raised  some  $5  million 
urgently  needed  aid  for  the  U.S.  Golf 
jrricane  Katrina  Relief  Fund.  The 
XJR's  84  LUMBER  Classic  and  mem- 
rs  of  its  field  and  galleries  contributed 
.1  million  to  the  effort  in  2005.  In  addi- 
n,  the  TOUR  also  played  an  important 
rt  in  the  U.S.  Golf  Tsunami  Relief 
nd,  which  raised  more  than  $2  million. 


traditions  and  support  of  charity.  The 
Southern  Company,  the  "Official  Energy 
Company  of  the  PGA  TOUR  and 
Champions  Tour,"  contributes  $300,000 
annually,  with  a  third  going  to  Payne  and 
Tracy  Stewart's  primary  charity,  The 
Stewart  Family  Foundation;  a  third 
going  to  The  First  Tee  facility  in 
Stewart's  native  Missouri;  and  a  third 
going  to  a  charity  designated  by  the 
recipient.  Past  recipients  include:  Byron 
Nelson,  Jack  Nicklaus  and  Arnold 
Palmer  (2000);  Ben  Crenshaw  (2001); 

The  late  Byron  Nelson  took  enormous  pride  Nick  Price  (2002^;  Tom  Watson  t2003^ 
in  the  charitable  contributions  made  by  the  Jay  Haas  (2004);  and  Brad  Faxon  (2005). 
EDS  Byron  Nelson  Championship.  They  are  all  great  champions  whose 

success  on  the  course  represents  the  best 
in  golf  and  whose  involvement  with  charity  symbolizes  the  essence 
of  the  PGA  TOUR  and  its  long  and  profound  commitment  to 


lYNE  STEWART  AWARD 
DNORS  COMMITMENT 
)  CHARITY 

The  importance  the  TOUR  places  on  its  commitment  to  charity 
reflected  in  the  Payne  Stewart  Award,  given  annually  to  a  player 
io  shares  and  represents  the  late  Stewart's  respect  for  the  game's     helping  others.  9 

To  reach  a  billion  dollars  in  67  years  is  an  incredible feat,  and  if  we  can  do  it  again  in  10  years 
•  less  —  it's  staggering.  I  don't  think  there's  anything  that's  ever  touched  this. "-  Davis  Love  III 


j A  TOUR  Commissioner  Tim  Finchem  with  Brad  Faxon,  winner  of  the  2005  Payne  Stewart  Award 
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Medicine 


Drug  wholesaler  Stewart 
Rahr  has  built  up  a 
profitable  $4  billion 
business.  Now  he  can  either 
sell  it — or  face  a  slowdown. 
By  Matthew  Rand 


Man 


STEWART  RAHR  INTERRUPTS  A  CONVERSATION 
with  a  visitor  to  take  a  call  from  former  New  York 
Knicks  forward  Charles  Oakley.  "Oak,  sweetheart, 
I'm  going  to  Vegas  this  weekend,"  barks  the  60-year- 
old  native  of  Brooklyn,  N.Y.  "Any  chance  you're 
gonna  be  there?"  Brief  conversation  over,  Rahr  holds  up  a 
photo  of  himself  standing  next  to  Angelina  Jolie,  Meryl  Streep 
and  singer  Wyclef  Jean — one  of  hundreds  of  such  pictures  that 
adorns  his  office.  "Does  it  look  like  they  didn't  want  me 
there?"  he  asks  defiantly.  The  New  York  Post's  Page  Six  had 
reported  that  Rahr  was  kicked  out  of  a  Hamptons  party  for 
barging  into  such  photo  ops.  Nonsense,  he  explains;  a  bouncer 
had  failed  to  recognize  him. 

Rahr  has  made  a  fortune  not  in  Hollywood  but  in  the 
lowly  business  of  drug  wholesaling.  This  year  his  100%-owned 
Kinray  of  Whitestone,  N.Y.  could  earn,  if  you  believe  his  boast, 
$50  million  pretax  on  sales  approaching  $4  billion  by  keeping 
3,000  corner  pharmacies  in  seven  states  stocked  with  drugs, 
bandages  and  orthopedic  shoes.  Moving  beyond  his  success  as 
a  merchant,  he  has  involved  himself  in  charitable  causes  (such 
as  Make-A-Wish  Foundation)  that  allow  him  to  drop  big 
names  ("my  friend  Billy  Joel,"  "my  friend  Michael  Jordan") 
into  casual  conversation.  The  star-packed  photos  on  the  wall 
show  a  darkly  tanned  businessman  whose  mouth  folds  into  a 
smile,  but  whose  eyes  look  straight  ahead,  worried. 

These  are  anxious  times  for  Rahr.  The  nature  of  the  busi- 


ness  is  changing — from  the  way  pharmaceutical  companies 
deal  with  wholesalers  to  the  rise  of  mail-order  pharmacies — 
and  in  a  way  that  is  not  good  for  a  company  like  Kinray.  Rahr 
has  some  difficult  choices  ahead:  either  sell  out  or  adopt  a 
different  strategy  if  the  firm  is  to  continue  its  double-digit 
growth.  As  for  taking  Kinray  in  a  new  direction,  that  proba- 
bly needs  to  be  left  in  the  hands  of  a  younger  leader.  But  Rahr 
hasn't  appointed  a  successor,  and  neither  of  his  two  kids 
wants  any  part  of  the  company.  A  tough  spot  for  someone 
who  ought,  at  this  point,  to  be  enjoying  the  fruits  of  his 
hard  work. 

Kinray  was  doing  $1  million  a  year  in  sales  in  1969,  when 
Rahr  dropped  out  of  NYUs  law  school  to  run  the  business  with 
his  father,  Joseph.  It  was  slow  going.  "I  remember  Charlie  Cohen 
of  Cohen's  Pharmacy  telling  me,  'Nothing  for  you  today,'  and 
hanging  up  on  me  over  and  over  again."  But  Rahr  had  a  knack 
for  shrugging  off  rejection,  and  his  persistence  eventually  brought 
orders,  if  only  for  a  couple  of  bottles  of  aspirin.  Kinray  nudged 
ahead  for  two  decades.  It  really  took  off  in  1993,  after  Rahr  chat- 
ted up  his  airplane  seatmate,  an  Austrian  inventor  who  had  de- 
veloped a  system  that  automatically  processed  combined  orders 
and  sent  pills  or  diabetes  kits  onto  conveyor  belts  for  distribu- 
tion. A  year  after  that  plane  trip  Kinray  had  order-picking  gear 
at  work  in  its  warehouse. 

Besides  efficiency,  Rahr  offered  his  customers  hand-hold- 
ing. "We're  no  different  than  anyone  else,"  says  19-year  Kinray 
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Charity  begins  with  celebs:  Ivanka  Trump. 


Cheek  by  jowl:  a  hug  from  Marian  Carey. 


Hanging:  with  rapper  Nelly  (sans  Band-Aid). 


veteran  Sandy  A.  Greco,  executive  vice 
president  of  purchasing  and  marketing. 
"It's  your  service  that  really  holds  you 
second  to  none."  Greco  says  Kinray  was 
constantly  pitching  new  products,  such 
as  Breathe  Right  nasal  strips  and  over- 
the-counter  Zantac,  printing  circulars 
tor  the  drug  stores — even  helping  them 
reorganize  their  inventory.  A  one-store 
pharmacy  could  get  Rahr  on  the  phone. 

In  1994  sales  jumped  40%  to  $200 
million,  and  Rahr  moved  from  a  25,000- 
squarc-foot  warehouse  to  a  cavernous 
one  that  grew  to  400,000  square  feet. 
The  added  capacity  helped  him  elbow 
out  his  competitors,  which  started  dying 
off.  In  2000  revenue  passed  the  $1  bil- 
lion mark.  Not  long  after,  Rahr's  son, 
Robert,  joined  the  company  as  an  exec- 
utive vice  president  after  finishing  law 
school. 

Relishing  his  success,  Rahr  began  to 
dabble  in  other  activities.  He  took  up 
golf,  playing  with  real  estate  developer 
Richard  LeFrak,  who  jokes  that  "Stewart 
likes  to  play  a  round  of  golf  in  14  min- 
utes." Along  with  Carol,  his  wife  of  37 
years,  who  works  for  a  jewelry  design 
company,  Rahr  started  to  collect  big- 
ticket  art— and,  naturally,  stirred  up 
nasty  criticism.  One  seasoned  art 


adviser  who  was  at  a  May  2003  Sotheby's 
auction  where  Rahr  made  a  couple  of 
expensive  purchases  says  the  Renoir  he 
bought  was  "an  inferior  painting"  and 
that  he  "grossly  overpaid"  for  a  work  by 
Max  Liebermann.  "I'm  very  happy  with 
the  paintings,"  says  Rahr.  "My  wife  is 
thrilled  with  them." 

Another  extravagance:  an  estate  in 
East  Hampton  on  Long  Island.  The 
22,000-square-foot  home,  on  25  acres 
facing  the  waterfront,  cost  $45  million 
in  2004,  making  it  at  the  time  the  most 
expensive  house  sale  in  New  York 
history. 

Rahr  hit  up  employees  and  cus- 
tomers to  raise  $100,000  for  the  families 
of  Sept.  1 1  victims.  His  pet  cause  is  the 
Make-A-Wish  Foundation,  which  helps 
terminally  ill  kids  realize  a  dream.  Rahr 
also  pledged  $1  million  this  year  to  the 
Children's  Hospital  Trust  of  Boston,  in 
honor  of  Katie  Couric  (whose  husband 
died  of  cancer),  and  another  $1  million 
to  the  Robin  Hood  Foundation,  which 
runs  antipoverty  programs  in  New  York 
City;  Rahr's  donation  will  be  used  to 
support  a  charter  high  school. 

Meantime,  changes  in  the  drug- 
distribution  industry  began  to  eat  away 
at  Kinray 's  business.  For  years  it  was 


common  practice  for  wholesalers  to 
speculate  on  drug  prices,  stockpiling 
when  they  expected  a  price  hike  of,  say, 
Paxil  or  Viagra,  and  trading  back  and 
forth  among  themselves  as  if  they  were 
trading  shares  of  stock.  The  manufac- 
turers tolerated  this  gray  market  because 
it  allowed  them  to  inflate  their  revenue 
figures  temporarily.  The  game  ended  in 
2004  after  the  Securities  &  Exchange 
Commission  sued  Bristol-Myers  Squibb 
for  going  too  far  with  this  channel  stuff- 
ing. The  agency  claimed  that  $1.5  billion 
of  Bristol's  2000  and  2001  sales  came 
from  artificially  accelerated  sales  to 
wholesalers;  Bristol-Myers  paid  $839 
million  in  fines. 

The  industry  has  since  adopted  a 
new  model.  Some  drug  companies,  but 
not  all,  give  a  1%  or  so  discount  to 
wholesalers  in  return  for  a  promise  by 
the  latter  not  to  stockpile  beyond  rea- 
sonable inventory  needs  and  not  to  buy 
in  the  gray  market.  The  loss  of  specu- 
lative markups  slammed  wholesaler 
earnings.  Among  the  big  three  public 
companies,  McKesson  swung  to  a  loss 
in  fiscal  2005  ending  Mar.  31;  earnings 
at  AmerisourceBergen  dropped  44% 
and  at  Cardinal  29%.  To  make  up  for 
the  squeeze,  Kinray  has  been  selling 
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more  generics,  which  have  higher  profit 
margins  than  branded  drugs,  and  more 
private-label  home  health  care  goods, 
under  the  name  Preferred  Plus. 

Tougher  to  adjust  to  is  the  rise  of 
mail-order  pharmacies.  The  Pharma- 
ceutical Care  Management  Association 
says  that  200  million  Americans  have 
the  mail-order  option  through  their 
health  care  coverage;  some  plans  insist 
on  it.  Thanks  to  that  convenience,  earn- 
ings at  the  largest  pharmacy  benefit 
managers,  Caremark  Rx  and  Express 
Scripts,  have  risen  20%-plus  in  each  of 
the  past  five  years. 

Not  at  Kinray,  which  sells 
only  to  walk-in  pharmacies. 
Rahr  insists  he  will  never  enter 
the  mail-order  business — and  he 
is  leading  a  charge,  seemingly  a 
hopeless  one,  against  the  grow- 
ing trend.  (In  early  November 


McKinnell.  Rebuffed  by  Pfizers  lawyers, 
Rahr  eventually  gave  up  last  summer, 
shortly  before  McKinnell  was  fired  by 
the  board  over  pay-for-performance 
issues.  Rahr  says  he  just  didn't  have  the 
energy  to  keep  chasing  that  one. 

He  once  had  more  fighting  spirit.  In 
1998  he  went  after  Continental  Invest- 
ment Corp.  The  now-defunct  o-t-c  bul- 
letin-board stock  had  once  promoted 
stain-removal  products  for  carpets  but 
captivated  Rahr  with  its  claim  to  have 
potentially  one  of  the  world's  biggest 
landfill  sites.  After  touring  a  giant  gran- 
ite pit  near  Atlanta,  Rahr  invested  a  total 


business  with  a  cavalier,  "It's  not  like  it's 
ever  been  easy."  He  insists  he  wouldn't 
risk  having  any  of  his  800  employees 
lose  their  jobs.  His  friends  say  the 
hyperactive  Rahr  couldn't  bear  retire- 
ment. That  said,  he  is  quick  to  point  out 
that  the  company  has  had  suitors  and 
flashes  a  letter  from  a  prospective  buyer 
that  says  Kinray  s  valuation  "starts  with 
a  one" — as  in  billion  dollars. 

The  relatively  high-margin  operation 
at  Kinray  would  make  it  an  attractive 
target  for  McKesson,  Cardinal  Health  or 
AmerisourceBergen  if  any  of  them  wanted 
a  stronger  regional  foothold.  The  fact  that 


Rahr  is  leading  a  charge— seemingly 
a  hopeless  one— against  the  growing 
trend  of  mail-order  drugs.  


CVS  announced  a  $21  billion 
merger  with  Caremark.)  There  have 
been  a  few  small  triumphs.  After  New 
York  City's  largest  municipal  workers 
union,  District  Council  37,  agreed  to 
allow  its  members  to  choose  the  corner 
drugstore  option,  Rahr  joined  independ- 
ent pharmacies  and  testified  before  the 
New  York  City  Council  to  ban  mail- 
order-only plans.  The  union  claimed  it 
saved  a  pile  of  money  with  mail  order 
but  says  it  relented  only  because  a  small 
portion  of  its  members  pleaded  for  the 
continued  convenience  of  going  to  cor- 
ner drugstores.  Nevertheless,  Rahr  took 
credit  for  the  win  and  had  hundreds  of 
"Welcome  Back"  banners  made  up  and 
sent  to  pharmacies.  He  is  also  lobbying 
Pennsylvania  Governor  Edward  Rendell 
to  support  a  bill  to  ban  health  plans  from 
forcing  mail-order  drugs  on  state 
employees.  A  similar  bill  failed  to  pass 
last  year. 

On  other  fronts  Rahr  is  learning  the 
limits  of  his  bullying.  Recent  attempts  to 
undermine  the  credibility  of  rival  H.D. 
Smith  fell  flat.  Rahr  helped  Pfizer  catch 
employees  of  the  Springfield,  111.  com- 
pany selling  a  counterfeit  version  of  Lip- 
itor  in  2003.  When  Pfizer  continued  to 
supply  H.D.  Smith,  Rahr  protested  and 
tried  repeatedly— and  vainly — to  get  an 
audience  with  then  Pfizer  chief  Henry 


$12  million  from  1996  to  1997.  Soon 
after,  he  discovered  an  engineers  report, 
contained  in  Continental's  filing  with 
the  SEC,  that  explained  the  land  was 
unusable  as  dumping  grounds.  Rahr's 
shares  went  from  $20-plus  to  zilch  in  a 
year  and  a  half. 

Rahr  sued,  alleging  securities  fraud, 
and  won  in  a  Dallas  courtroom.  "I'm  the 
wrong  man  to  anger,"  he  says.  But 
despite  a  $233  million  verdict  in  2000 
against  Continental's  former  executives, 
two  of  whom  went  to  jail,  Rahr  ended 
up  with  nothing  except  $15  million  in 
lawyers'  fees.  He  insists  he  went  to  battle 
on  behalf  of  smaller  investors  who  got 
burned. 

What  will  happen  to  Kinray?  Rahr 
has  no  one  to  leave  the  business  to  and 
no  apparent  successor.  At  one  point  it 
seemed  that  son  Robert  might  be  in 
training  for  the  corner  office.  But  after 
a  few  years  at  the  company  Robert  left 
in  2004.  Now  36,  he  works  in  private 
equity.  Rahr's  daughter,  Felicia,  32,  once 
did  fundraising  for  Memorial  Sloan- 
Kettering  but  is  now  doing  graduate 
work  in  the  medical  field.  She  has  never 
worked  at  Kinray.  Company  executives 
all  shrug  at  the  question  of  an  heir. 

Rahr  vows  he  won't  sell  the  com- 
pany. He  laughs  off  recent  threats  to  his 


Kinray — essentially  a  one-warehouse 
company — will  never  get  chain  customers 
like  Rite-Aid,  Walgreens  and  CVS  is 
hardly  an  obstacle  to  these  giant  whole- 
salers. Last  year  McKesson,  the  largest  of 
the  three,  bought  D&K,  a  regional  St. 
Louis  wholesaler  with  $2.5  billion  in  sales 
but  only  a  0.7%  pretax  profit  margin,  for 
$479  million. 

David  Yost,  the  chief  executive  of 
AmerisourceBergen  who  has  known 
Rahr  for  25  years,  says  his  company  is 
"always  looking  for  opportunity  through 
acquisitions  through  good  companies, 
and  I  would  say  that  Kinray  is  an 
extremely  well-run  company."  How 
much  would  Yost  pay  for  Kinray?  He 
says  it  would  buy  at  a  lower  valuation 
than  AmerisourceBergens  own  earnings 
multiple  of  26.  Allowing  for  taxes  and  a 
multiple  of  18,  which  industry  analyst 
Andrew  Speller  of  A.G.  Edwards  says  is 
fair,  that  would  value  Kinray  at  $540 
million,  a  far  cry  from  $1  billion.  Yost 
points  out  that  AmerisourceBergen  is 
sitting  on  $1.3  billion  in  cash. 

When  pressed,  Rahr  says  he  can 
imagine  life  without  his  company — with 
a  lot  of  time  devoted  to  charity  and  to 
grandchildren.  By  then  he'll  undoubt- 
edly have  a  lot  more  famous  friends  to 
mix  it  up  with.  F 
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Party's  Over 

Solo  Cup  was  once  a  proud  business.  After  a 
bungled  acquisition  and  poor  management, 

it's  a  shambles  |  By  Emily  Lambert 


THE  PRIVATE  CORPORATION  IS 
often  trumpeted  as  the  ideal 
vehicle  for  commerce.  Not  dis- 
tracted by  investors  clamoring 
for  quarterly  earnings  gains,  so 
goes  the  argument,  its  managers  can 
focus  on  long-term  strategy.  But  there's 
something  to  be  said  for  being  public. 
The  visibility  of  the  results  and  the  possi- 
bility that  an  independently  minded 
board  will  ax  the  boss  may  make  it  less 
likely  that  deep  problems  will  go  uncor- 
rected for  years. 

Consider  the  recent  history 
of  Solo  Cup,  a  manufacturer  of 
disposable  beverage  cups.  An  era 
came  to  an  end  in  mid- August, 
when  Robert  L.  Hulseman,  the  74 
year-old  chief  executive  and  son  of 
the  founder,  turned  the  company 
over  to  a  nonfamily  member.  Hulse- 
man had  been  at  the  $2.4  billion 
(sales)  packaging  manufacturer  for 
half  a  century,  starting  out  as  a 
machine  operator,  then  a  plant  man- 
ager. He  also  presided  over  the 
decline  of  a  once  proud  company 
into  a  moneyloser  haunted  by 
accounting  irregularities  and  j 
poor  management. 


The  new  chief  executive  is  Robert 
M.  Korzenski,  52,  who  had  spent  a 
decade  at  competitor  Sweetheart  Cup. 
"It's  a  very  humbling  experience"  to 
take  over  a  storied  company,  he  says, 
diplomatically.  "I  couldn't  be  more 
charged  up  about  the  opportunity." 

Or  more  daunted,  perhaps,  at  having 
to  make  such  extensive  repairs.  Until  two 
years  ago  the  Hulseman  family  owned  all 
of  Solo  Cup,  as  it  had  since  1936.  But  in 
2004  the  Highland  Park,  111.  firm  bought 
Sweetheart,  in  part,  with  public  debt — 


0 


which  opens  a  financial  window  on  an  oth- 
erwise well-cloaked  company.  In  its  latest 
filing,  for  the  quarter  ended  July  2,  Solo 
reported  a  $299  million  loss  on  $670  mil- 
lion in  sales.  It  has  been  operating  with 
bank  waivers  that  expire  in  January  and 
is  struggling  with  $1.1  billion  in  debt.  In 
mid-September  Moody's  lowered  credit 
ratings  on  its  bonds  and  an  $80  million 
loan.  Despite  the  bleak  times,  the  company 
continues  to  pay  members  of  its  founding 
family  generous  salaries.  (The  family  de- 
clined repeated  requests  for  comment.) 

Solo  Cup  was  founded  70  years  ago  as 
the  Paper  Container  Manufacturing  Co.  by 
Leo  Hulseman,  a  former  employee  of  the 
Dixie  Co.  He  created  the  "Solo  Cup,"  a  paper 
cone  he  made  in  his  garage  and  peddled  to 
bottled-water  producers.  Then  came  wax- 
coated  cups,  as  well  as  the  plastic  "Cozy 
Cup,"  a  regular  in  office  kitchenettes,  replac- 
ing ceramic  mugs.  Solo's  indestructible  red 
plastic  cup  showed  up  in  the  1970s,  when 
Solo  also  diversified  into  disposable  plates 
and  bowls.  Diversification  took 
jgfr  :  other  forms.  In  1971  Leo  report- 
edly paid  $400,000  for  his  wife,  a 
singer  and  actress  with  the  stage 
name  "Dora  Hall,"  to  be  featured  in  a 
TV  special  called  Once  Upon  a  Tour, 
where  the  then  grandmother  sang 
with  Frank  Sinatra  Jr.,  among  others. 
(Rejected  by  the  networks,  the  show  was 
distributed  by  a  syndication  company.) 
Hulseman  also  distributed  free  Dora 
Hall  records  with  Solo  Cup  products. 
J*"*^  Solo  had  other  curious 
^  ideas  about  marketing;  it 
'  tried,  for  example,  to 
s  *x  increase  revenue  by 
.  encouraging  kids  to 
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use  its  cups  at  lemonade  stands.  But  it 
also  had  plenty  of  big  accounts.  It  sold 
cups  to  McDonald's,  Yum  Brands  and 
Starbucks.  Leo  Hulseman  died  in  1989; 
Robert  took  over  in  1998.  Two-plus  years 
ago,  Hulseman  had  a  chance  to  pick  off 
his  old  nemesis.  Another  tightly  con- 
trolled family  business,  Sweetheart,  was 
founded  by  Joseph  Shapiro  and  his  four 
brothers,  who  emigrated  from  Russia, 
and  became  the  largest  food-service  dis- 
posable packaging  company  in  the 
world.  Then,  bouncing  from  one  new 
owner  to  another,  it  fell  on  bruising 
times.  (In  2003  it  netted  $6  million  on 
$1.3  billion  in  sales.)  "Sweetheart  was 
always  bigger  and  better,  and  it 
just  rankled,"  says  a  person 
involved  in  the  acquisition  by 
Solo.  The  deal  closed  in  February 
2004  for  $917  million.  It  seemed 
a  smart  move,  giving  Solo  access 
to  Sweethearts  broad,  in-house 
network  of  trucks,  distribution 
centers  and  warehouses  serving  mostly 
food-service  customers.  The  combined 
companies  shared  some  customers  and 
would  be  the  clear  market  leader  in  dis- 
posable food  ware. 

There  were  problems  from  the  start. 
Solo  had  only  limited  deal-making  expe- 
rience, with  smaller  acquisitions  in  the 
U.K.  and  Japan.  According  to  one  person 
involved  in  the  acquisition,  Solo  vastly 
overpaid  its  investment  bankers  and 
sources  of  capital.  Hulseman  turned 
many  discussions  over  to  his  president 
Ronald  Whaley,  52,  who  left  in  April  to 
"spend  more  time  with  his  family."  Wha- 
ley says,  through  his  lawyers:  "I  enjoyed 
my  23  years  of  employment  at  Solo  Cup, 
and  I  am  proud  of  the  company's  accom- 
plishments during  that  time."  Still,  he 
okayed  $21  million  in  payments  to  get 
out  of  a  contract  to  a  distribution  com- 
pany it  had  signed  up  in  2001. 

To  buy  Sweetheart,  Solo  had  to  bring 
in  outside  investors,  sacrifice  its  long  held 
privacy  and  agree  to  stiff  terms.  Vestar 
Capital  Partners,  a  New  York  LBO  firm, 
put  up  $240  million.  It  got  convertible 
preferred  stock  in  the  combined  com- 
pany and  took  two  of  seven  board  seats, 
32.7%  of  voting  rights,  and  an  option  to 
convert  its  holdings  into  32.7%  of  Solo 


Cup  common.  If  Solo  failed  lo  meet  cer- 
tain commitments,  Vestar  could  elect  a 
majority  to  the  board.  Solo  also  took  out 
$650  million  in  bank  loans  and  issued 
$325  million  in  senior  subordinated  notes 
at  8.5%  due  in  2014. 

The  company  stumbled  out  of  the 
gate.  Bondholders  had  hoped  to  see 
$20  million  in  operating  income 
(Ebitda,  that  is)  in  the  first  quarter  of 
consolidated  results,  ended  Mar.  31, 
2004.  Instead,  Solo  reported  a  negative 
$24  million  operating  income  on 
$327  million  in  sales.  One  bondholder 
blames  the  shock  not  on  operating  foul- 
ups  but  on  communications  problems: 


accustomed  to  family  favoritism.  Last  year 
Robert  Hulseman  drew  a  $1.1  million 
salary.  His  brother  John,  vice  chairman  of 
a  subsidiary,  drew  the  same.  Eleven  of  the 
brothers'  children  were  paid  a  total 
$206,000  in  "consulting"  fees  last  year. 
Robert's  sons  Paul,  Thomas  and  Richard, 
Robert's  son-in-law  Joseph  Kovach,  and 
John's  sons  James  and  John  were  also  on 
the  payroll  pulling  in  a  collective  $1 .8  mil- 
lion. On  top  of  that  the  family  collected 
"advisory"  fees  totaling  $4.5  million  over 
the  last  two  years.  It  split  $32  million  or  so 
in  dividends  from  2002  to  2004  (it  no 
longer  receives  them).  "Once  you  have 
public  debt  holders,  you  have  to  have 


With  public  debt  holders,  "If  s  not  a 
personal  cookie  jar  anymore."  Still,  there 
are  no  plans  to  halt  the  gravy  train.  


Solo  could  have  shaped  expectations 
by  explaining  cyclical  bumps  in  the 
business  (paper  plates  sell  better  in  the 
summer)  to  investors. 

Solo  and  Sweetheart  used  different 
software  to  enter  everything  from  plac- 
ing and  receiving  orders  to  recording 
delivery  dates.  But  after  two  and  a  half 
years,  a  battery  of  consultants,  a  new 
chief  information  officer  and  consider- 
able outlays,  the  systems  still  don't  talk 
to  each  other.  Customers  who  bought 
from  both  Solo  and  Sweetheart  continue 
to  treat  the  combined  company  as  sepa- 
rate vendors.  Solo  sends  out  multiple 
invoices  and  trucks,  an  expensive  ineffi- 
ciency that  multiplied  with  a  jump  in  fuel 
prices.  Chief  Exec  Korzenski  says  a  new 
system  will  be  in  place  early  next  year. 

Rising  raw  material  costs  com- 
pounded the  pain.  Last  year  Solo's  cost  of 
goods  was  17%  higher  than  the  year 
before;  for  the  first  half  of  2006  the  price 
of  plastic  resin  was  up  51%  and  of  poly- 
styrene 12%.  With  prices  of  petroleum 
derivates  now  falling,  Solo  hopes  to  see 
some  relief. 

During  a  mid-October  conference  call 
to  bondholders,  Korzenski  spoke  of  trying 
to  instill  a  "performance-based  culture"  at 
Solo.  That  would  be  a  shock  to  a  company 


more  heightened  sensitivity  to  those 
issues,"  says  an  executive  who  was  in- 
volved in  the  Sweetheart  transaction.  "It's 
not  a  personal  cookie  jar  anymore." 

But  Korzenski  has  no  plans  to  halt  the 
gravy  train.  "I  would  never  specifically  say 
you  would  target  employees  based  on 
their  family  spot,"  he  says,  adding  that  he 
will  reexamine  all  company  expenses. 
Paying  Hulseman  family  members  "is  not 
the  reason  the  company  has  not  per- 
formed," says  Daniel  O'Connell,  a  partner 
at  Vestar  and  a  member  of  Solo's  board  of 
directors.  "They  have  been  good  employ- 
ers, generous  employers." 

Indeed,  Solo  also  paid  non-Hulse- 
mans  handsomely.  Last  year,  as  presi- 
dent and  chief  operating  officer,  Ron 
Whaley  drew  $1.3  million  in  salary  and 
bonus  and  had  a  $1.7  million  interest- 
free  loan.  His  perks  included  $103,000 
for  vacations  and  $104,000  for  use  of  an 
aircraft.  O'Connell  hasn't  done  shabbily, 
either:.  Vestar,  which  had  put  up  money 
for  the  deal,  collected  advisory  fees  of 
$800,000  last  year  and  $4  million  in 
2004.  Its  convertible  stock  accrues  10% 
annual  dividends.  O'Connell  says  that 
Vestar  s  fees  are  appropriate. 

Perhaps.  But  Solo  hasn't  been  gen- 
erating enough  cash  to  cover  its  debt 
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use  its  cups  at  lemonade  stands.  But  it 
also  had  plenty  of  big  accounts.  It  sold 
cups  to  McDonald's,  Yum  Brands  and 
Starbucks.  Leo  Hulseman  died  in  1989; 
Robert  took  over  in  1998.  Two-plus  years 
ago,  Hulseman  had  a  chance  to  pick  off 
his  old  nemesis.  Another  tightly  con- 
trolled family  business,  Sweetheart,  was 
founded  by  Joseph  Shapiro  and  his  four 
brothers,  who  emigrated  from  Russia, 
and  became  the  largest  food-service  dis- 
posable packaging  company  in  the 
world.  Then,  bouncing  from  one  new 
owner  to  another,  it  fell  on  bruising 
times.  (In  2003  it  netted  $6  million  on 
$1.3  billion  in  sales.)  "Sweetheart  was 
always  bigger  and  better,  and  it 
just  rankled,"  says  a  person 
involved  in  the  acquisition  by 
Solo.  The  deal  closed  in  February 
2004  for  $917  million.  It  seemed 
a  smart  move,  giving  Solo  access 
to  Sweetheart's  broad,  in-house 
network  of  trucks,  distribution 
centers  and  warehouses  serving  mostly 
food-service  customers.  The  combined 
companies  shared  some  customers  and 
would  be  the  clear  market  leader  in  dis- 
posable food  ware. 

There  were  problems  from  the  start. 
Solo  had  only  limited  deal-making  expe- 
rience, with  smaller  acquisitions  in  the 
U.K.  and  Japan.  According  to  one  person 
involved  in  the  acquisition,  Solo  vastly 
overpaid  its  investment  bankers  and 
sources  of  capital.  Hulseman  turned 
many  discussions  over  to  his  president 
Ronald  Whaley,  52,  who  left  in  April  to 
"spend  more  time  with  his  family."  Wha- 
ley says,  through  his  lawyers:  "I  enjoyed 
my  23  years  of  employment  at  Solo  Cup, 
and  I  am  proud  of  the  company's  accom- 
plishments during  that  time."  Still,  he 
okayed  $21  million  in  payments  to  get 
out  of  a  contract  to  a  distribution  com- 
pany it  had  signed  up  in  2001. 

To  buy  Sweetheart,  Solo  had  to  bring 
in  outside  investors,  sacrifice  its  long  held 
privacy  and  agree  to  stiff  terms.  Vestar 
Capital  Partners,  a  New  York  LBO  firm, 
put  up  $240  million.  It  got  convertible 
preferred  stock  in  the  combined  com- 
pany and  took  two  of  seven  board  seats, 
32.7%  of  voting  rights,  and  an  option  to 
convert  its  holdings  into  32.7%  of  Solo 


Cup  common.  If  Solo  failed  to  meet  cer- 
tain commitments,  Vestar  could  elect  a 
majority  to  the  board.  Solo  also  took  out 
$650  million  in  bank  loans  and  issued 
$325  million  in  senior  subordinated  notes 
at  8.5%  due  in  2014. 

The  company  stumbled  out  of  the 
gate.  Bondholders  had  hoped  to  see 
$20  million  in  operating  income 
(Ebitda,  that  is)  in  the  first  quarter  of 
consolidated  results,  ended  Mar.  31, 
2004.  Instead,  Solo  reported  a  negative 
$24  million  operating  income  on 
$327  million  in  sales.  One  bondholder 
blames  the  shock  not  on  operating  foul- 
ups  but  on  communications  problems: 


accustomed  to  family  favoritism.  Last  year 
Robert  Hulseman  drew  a  $1.1  million 
salary.  His  brother  John,  vice  chairman  of 
a  subsidiary,  drew  the  same.  Eleven  of  the 
brothers'  children  were  paid  a  total 
$206,000  in  "consulting"  fees  last  year. 
Robert's  sons  Paul,  Thomas  and  Richard, 
Robert's  son-in-law  Joseph  Kovach,  and 
John's  sons  James  and  John  were  also  on 
the  payroll  pulling  in  a  collective  $1.8  mil- 
lion. On  top  of  that  the  family  collected 
"advisory"  fees  totaling  $4.5  million  over 
the  last  two  years.  It  split  $32  million  or  so 
in  dividends  from  2002  to  2004  (it  no 
longer  receives  them).  "Once  you  have 
public  debt  holders,  you  have  to  have 


With  public  debt  holders,  "Ifs  not  a 
personal  cookie  jar  anymore/'  Still,  there 

|     are  no  plans  to  halt  the  gravy  train. 


Solo  could  have  shaped  expectations 
by  explaining  cyclical  bumps  in  the 
business  (paper  plates  sell  better  in  the 
summer)  to  investors. 

Solo  and  Sweetheart  used  different 
software  to  enter  everything  from  plac- 
ing and  receiving  orders  to  recording 
delivery  dates.  But  after  two  and  a  half 
years,  a  battery  of  consultants,  a  new 
chief  information  officer  and  consider- 
able outlays,  the  systems  still  don't  talk 
to  each  other.  Customers  who  bought 
from  both  Solo  and  Sweetheart  continue 
to  treat  the  combined  company  as  sepa- 
rate vendors.  Solo  sends  out  multiple 
invoices  and  trucks,  an  expensive  ineffi- 
ciency that  multiplied  with  a  jump  in  fuel 
prices.  Chief  Exec  Korzenski  says  a  new 
system  will  be  in  place  early  next  year. 

Rising  raw  material  costs  com- 
pounded the  pain.  Last  year  Solo's  cost  of 
goods  was  17%  higher  than  the  year 
before;  for  the  first  half  of  2006  the  price 
of  plastic  resin  was  up  51%  and  of  poly- 
styrene 12%.  With  prices  of  petroleum 
derivates  now  falling,  Solo  hopes  to  see 
some  relief. 

During  a  mid-October  conference  call 
to  bondholders,  Korzenski  spoke  of  trying 
to  instill  a  "performance-based  culture"  at 
Solo.  That  would  be  a  shock  to  a  company 


more  heightened  sensitivity  to  those 
issues,"  says  an  executive  who  was  in- 
volved in  the  Sweetheart  transaction.  "Ifs 
not  a  personal  cookie  jar  anymore." 

But  Korzenski  has  no  plans  to  halt  the 
gravy  train.  "I  would  never  specifically  say 
you  would  target  employees  based  on 
their  family  spot,"  he  says,  adding  that  he 
will  reexamine  all  company  expenses. 
Paying  Hulseman  family  members  "is  not 
the  reason  the  company  has  not  per- 
formed," says  Daniel  O'Connell,  a  partner 
at  Vestar  and  a  member  of  Solo's  board  of 
directors.  "They  have  been  good  employ- 
ers, generous  employers." 

Indeed,  Solo  also  paid  nonrHulse- 
mans  handsomely.  Last  year,  as  presi- 
dent and  chief  operating  officer,  Ron 
Whaley  drew  $1.3  million  in  salary  and 
bonus  and  had  a  $1.7  million  interest- 
free  loan.  His  perks  included  $103,000 
for  vacations  and  $104,000  for  use  of  an 
aircraft.  O'Connell  hasn't  done  shabbily, 
either:  Vestar,  which  had  put  up  money 
for  the  deal,  collected  advisory  fees  of 
$800,000  last  year  and  $4  million  in 
2004.  Its  convertible  stock  accrues  10% 
annual  dividends.  O'Connell  says  that 
Vestar's  fees  are  appropriate. 

Perhaps.  But  Solo  hasn't  been  gen- 
erating enough  cash  to  cover  its  debt 
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Time  to  Move  On? 

As  real  estate's  fortunes  change,  Long  &  Foster 
still  revolves  around  its  namesake  founder.  Is 
that  a  good  thing?  |  By  Matthew  Swibel 


payments.  Its  free  cash  flow  (in  the 
sense  of  cash  from  operations,  less  cap- 
ital expenses)  last  year  was  negative 
$50  million,  forcing  Solo  to  dip  into  a 
credit  line  to  help  pay  its  bills.  Its 
annual  interest  expense  is  $72  million. 
In  March  2006  it  secured  another 
$80  million  term  loan,  bringing  its 
long-term  debt  to  a  total  $1  billion.  Solo 
has  renegotiated  terms  with  lenders. 
Korzenski  insists  Solo  will  be  able  to 
find  all  the  financing  it  needs. 

Meantime,  he  has  been  cleaning 
house.  In  July  Chief  Financial  Officer 
Susan  Marks  departed  after  seven  years 
"to  pursue  other  interests."  The  company 
maintains  both  she  and  Whaley 
resigned.  Still,  Whaley  has  sued,  claim- 
ing he  was  forced  out  in  violation  of 
breach  of  contract. 

After  Korzenski  took  over,  he 
ordered  a  thorough  review  of  the  books. 
That  has  led  to  an  internal  investigation 
that  uncovered  12  accounting  errors 
spanning  five  years.  In  July  the  com- 
pany took  a  $330  million  writedown, 
two-thirds  of  that  a  noncash  charge  to 
goodwill  related  to  the  acquisition. 
"Obviously  the  company's  not  done  a 
stellar  job  on  the  integration,"  says 
O'Connell.  "The  prior  management  was 
not  up  to  the  task." 

Korzenski  is  eyeing  every  depart- 
ment and  its  spending  as  part  of  the 
reorganization.  Some  overlapping  prod- 
ucts, he  says,  will  be  eliminated,  while 
new  snack  plates,  bowls  and  a  54-ounce 
cold  cup  for  movie  theaters  come 
onstream.  Korzenski  also  suspects  that 
some  plants  can  be  run  more  efficiently. 
The  new  computer  system,  he  thinks, 
will  help  charge  up  the  230  people  in 
Solo's  sales  force. 

Can  this  old  company  right  itself?  A 
large  institutional  investor  in  Solo  Cup 
bonds  says  he's  holding  on,  hoping  that 
Korzenski's  operational  experience  and 
Vestar's  restructuring  know-how  can  pull 
it  out  of  the  fire.  "If  they  can't  get  this 
thing  right,  its  not  a  good  situation,"  he 
says.  He  does  acknowledge  feeling 
burned  by  the  size  of  the  restatement. 
"The  credibility  is  gone  a  little  bit,"  he 
says,  but  adds  that  he's  stil]  optimistic.  F 


REAL  ESTATE  AGENTS  ARE 
given  to  euphemism — you 
know  what  "cozy"  means  in 
an  apartment  ad — but  it 
would  be  hard  to  sugarcoat 
what's  going  on  in  the  housing  market.  At 
Long  &  Foster,  the  largest  U.S.  privately 
owned  residential  real  estate  brokerage,  j 
sales  volume  was  down  16%  in  the  first 
nine  months  of  2006.  In  its  home  city  of 
Washington,  DC.  and  nearby,  the  inven- 
tory of  available  single-family  homes  is 
59%  higher  than  at  the  same  point  last 
year  and  is  at  the  highest  point  in  eight 
years.  The  condo  market  is  beginning  to 
crater,  too,  with  the  median  price  5% 
lower  than  it  was  at  the  end  of  2005. 

P.  Wesley  Foster  Jr.,  the  73-year-old 
cofounder  and  chief  executive  of  the 
company,  is  sugarcoating  nothing  when 
he  describes  his  cost-cutting  efforts.  "We 


found  out  we  had  some  person  watering 
plants  on  the  payroll,"  he  says.  "I  said, 
'Let  the  damn  things  die.'"  More  recently 
he  slashed  a  corporate  advertising 
campaign  by  75%  and  zeroed  out  a 
companywide  summer  picnic  and 
the  annual  sales  manager  retreat  at  the 
luxurious  Homestead  resort  in  Virginia. 

"We'll  probably  still  see  more  soften- 
ing in  price,"  acknowledges  Foster,  in  his 
soft  Georgian  drawl.  "Our  sellers  don't 
like  to  hear  me  say  that,  but  it's  good  for 
the  market — the  yearly  increases  of  1 5% 
and  20%  we've  been  seeing  is  sick." 

Less  good  for  Long  &  Foster,  though. 
To  compound  the  hurt,  the  brokerage 
now  gets  to  keep  only  28  cents  for  every 
dollar  in  sales  commission — the  rest  goes 
to  the  agent — down  from  40  cents  two 
decades  ago.  Foster  estimates  he  will 
squeak  out  a  pretax  net  of  $30  million  this 
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year  on  revenue  of  $  1  billion. 

Long  &  Foster  dates  to  1968,  when 
Foster  launched  it  with  partner  Henry 
Long  in  a  600-square-foot  office  in  Fair- 
fax, Va.,  12  years  after  Foster  graduated 
from  the  Virginia  Military  Institute.  The 
pair  held  on  despite  interest  rates  spikes 
in  the  1970s  and  were  still  standing  in 
1979,  when  they  declined  a  buyout  offer 
from  Merrill  Lynch.  Instead,  Foster 
bought  out  Long  and  rode  the  develop- 
ment wave  in  the  Washington,  D.C. 
suburbs  of  Maryland  and  northern  Vir- 
ginia. By  1981  Long  &  Foster  volume 
broke  the  $1  billion  mark,  fueling 
expansion  into  Virginia  Beach,  and 
later,  Richmond. 

Today  Foster's  18,000  agents  span  a 
seven-state  territory  stretching  from 
Philadelphia  to  Raleigh,  N.C.  He  owns 
85%,  worth  an  estimated  $170  million 
(not  including  his  stake  in  50  sales 
offices).  His  two  children  own  the  rest  of 
the  parent  company.  Yet  Foster  doesn't 
see  his  two  eldest  heirs  as  the  best  peo- 
ple for  his  job:  Neither  son  Paul,  42,  nor 
44-year-old  son-in-law  George 
Wilson  Spaar  III  are  on  the  11-person 
management  committee. 

Chief  Operating  Officer  Brenda  Ship- 
plett,  57,  and  a  former  agent,  has  assumed 
some  of  Foster's  duties  and  has  been  men- 
tioned by  him  as  a  likely  successor,  but 
she  concedes  "nothing  gets  done  without 
Wes  telling  you  what  he  thinks  should 
happen."  So  it  is  Foster  who  scours  the 
books  for  plant  waterers,  negotiates  the 
fine  print  in  compensation  offers  to 
agents  at  rival  brokerages  and  peppers  at 
least  a  dozen  agents  a  week  with  questions 
about  the  market. 

"There  is  no  credible  succession," 
says  a  former  Long  &  Foster  employee, 
who  requested  anonymity  because 
of  ongoing  business  relations  with  the 
company.  "And  it  poses  one  of  the 
biggest  weaknesses."  Indeed,  Foster 
"needs  to  let  the  team  of  people  he  has 
trained  really  make  the  decisions,"  opines 
Steven  Murray,  editor  of  "Real  Trends,"  a 
real  estate  industry  newsletter. 

Creating  a  stronger  bench  could  avert 
further  signs  of  slippage.  An  embarrass- 
ing situation  arose  last  summer  when 
Foster  announced  to  agents,  sales  man- 


agers and  staff  that  he  had  dismissed  Jack 
Queen,  a  regional  vice  president  and  30- 
year  veteran  of  the  company,  over  a  salary 
dispute.  Foster  says  he  thought  Queen 
was  making  too  much  because  his  salary 
was  tied  to  old  methods  of  computing 
bonuses.  An  uproar  ensued  among 
Queen's  internal  fan  club.  A  day  later  Fos- 
ter rehired  him— albeit,  Foster  says,  at  a 
lower  salary. 

A  public  personnel  spat  was  just  the 
beginning.  In  March  a  Pennsylvania  state 
judge  ordered  Long  &  Foster  to  pay  $1.5 
million  in  damages  after  ruling  that  it  had 
illegally  solicited  a  rival  firm's  employees 
in  an  attempt  to  compete  for  more  real 
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some  competitors  such  as  Weichert  in 
New  Jersey,  and  Prudential,  Fox  and 
Roach  in  Pennsylvania,  where  it's  close  to 
40%.  "There's  a  little  bit  of  an  attitude  by 
our  old-timers  who  have  their  favorite 
insurance  or  mortgage  broker,"  complains 
Foster,  faking  a  sob.  "I  have  heard  a  little 
bit  that  they  don't  want  to  give  Wes  Foster 
more  money?' 

Yet  the  company  desperately  needs 
to  secure  its  future — especially  with 
intense  competition  and  as  old-guard 
real  estate  agents  get  undercut  by 
cheaper  Web-based  agents.  That's  a  big 
reason  that  Long  &  Foster's  commis- 
sions hover  at  5%  instead  of  6%  these 
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Long  &  Foster,  which  would  like  to  expand,  has  the  muscle  to  buy  smaller  real 
estate  brokerages  that  will  struggle  in  a  tough  housing  market. 


Number  of  Long  &  Foster  sales  offices  in  seven  states. 

Sales  volume  for  Long  &  Foster  in  2005. 

Existing  home  sales  Sept.  '05  vs.  Sept.  '06. 

Real  estate  sales  agents  nationwide. 

estate  listings  in  southeastern  Pennsylva- 
nia. Long  &  Foster  systematically  induced 
Weichert  managers  to  violate  their  con- 
tracts and  even  dangled  signing  bonuses 
of  up  to  $10,000  at  a  time  when  Long  & 
Foster  was  losing  millions  in  the  area, 
according  to  the  opinion  of  Judge 
Thomas  Branca.  Long  &  Fosters  "illegal 
and  outrageous  conduct  emanated  from 
the  very  top  levels  of  its  corporate  struc- 
ture," wrote  Branca.  Long  &  Foster  has 
appealed  the  decision. 

Foster  insists  he  has  diversified 
enough  to  weather  a  housing  meltdown 
should  a  soft  market  deteriorate  further. 
Still,  his  mortgage  and  home  insurance 
subsidiaries  have  struggled  to  appeal  to 
home  buyers  working  with  Long  & 
Foster  agents.  Only  one  in  five  uses  the 
company's  Prosperity  Mortgage  unit. 
That  is  well  below  the  cross-selling  rate  at 


days  and  could  fall  further.  Steven 
Murray  of  Real  Trends  estimates  75%  of 
prospective  home  buyers  now  use  the 
Internet  for  home  searches. 

Progressive- minded  brokerages  are 
trying  to  conform.  Weichert  pushes  Web 
users  to  a  phone-based  call  center,  staffed 
by  80  employees,  who  provide  informa- 
tion on  properties  but  don't  make  a  hard 
sell.  MSN  Latino  pays  referral  fees  to  Dil- 
beck  Realtors  in  southern  California  for 
directing  the  site's  users  to  Spanish-speak- 
ing agents  nationwide,  including  its  own. 
"Our  call  center  is  still  in  its  infancy,  and 
our  Spanish  Web  site  needs  to  be  redone," 
concedes  Foster's  Shipplett.  "We  recog- 
nize we  need  to  adapt  to  changing  con- 
sumer orientation,  but  we  don't  think  it 
means  changing  overnight." 

At  least,  for  now,  not  without  a  nod 
from  the  boss.  F 
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What's  special  about  the  largest  private  companies? 


We  serve  15  of  the  top  1 5  global  technology  manufacturers 
from  strategy  through  execution  toward  sustainable  success. 
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With  $1.25  trillion  in  sales  and  4 
employees,  these  companies  are 
of  the  U.S.  economy. 

Editors:  Shlomo  Reifman  and  Samantha  N.  V 
Jon  Bruner,  Jennifer  Dooly,  Christopher  Gren 
Maidment,  Paul  M.  Murdock,  John  Ray,  Chris 
Programmer:  Carl  Subick. 

IT  WAS  A  BIG  DEAL  WHEN  FORD  MOTOR  OFFERED  SH 
second-biggest  auto  company  (and  probably  the  mos 
of  its  day)  was  now  a  part  of  Wall  Street.  Nowadays  tr 
private  is  crisscrossed  all  the  time.  Petco  Animal  Supp 
tial  public  offering;  then  it  went  private  in  2000  and  p 
Texas  Pacific  Group  and  Leonard  Green  &  Partners  took 
deal.  Among  this  years  going-private  deals  were  those  for 
Authority,  all  now  to  be  found  in  the  ranking  that  begins  on 
It  used  to  be  that  leveraged  buyout  firms  narrowly  aimed  a 
nies  that  needed  fixing  up.  Now  an  in-and-out  flip  un 
improvements  is  considered  acceptable. 

Food  and  petroleum  wholesalers,  supermarkets  and  a 
lated  our  Largest  Private  Companies  list,  but  today  the  list 
Wall  Street  favorites,  such  as  Toys  "R"  Us,  Linens  n  Things  a 
also  includes  stalwarts  such  as  Milliken  &  Co.,  a  textile  and 
private  its  entire  141 -year  history,  and  ContiGroup  Cos.,  w 


US  Charles  Lazarus  founded  Children's  Bargain  Town,  a 
>re,  in  Washington,  D.C.  in  1948,  renamed  it  Toys  "R"  Us  in 
>ld  it  to  Interstate  Stores  in  1966.  Interstate  went  bust  in 
'8  Lazarus  led  the  toy  biz  from  bankruptcy  and  took  it 
y  2005  the  company  went  private;  it  now  has  1,246  Toys 
245  Babies  "R"  Us  stores. 


CARGILL  Although  it  has 
fallen  to  second  place  in 
revenues,  food  commodities 
giant  Cargill  is  still  the 
country's  largest  private 
employer,  with  141,400 
workers. 


go  public  in  the  near  future.  TriMas,  a  manufacturer  of  trailer 
making  another  attempt  at  an  initial  public  offering.  It  origi- 


2005  via  the  merger  of  four  companies,  including  the 
remnants  of  Borden  Chemical,  this  maker  of  ingredients  for 
paints,  adhesives,  plastics  and  inkjet  inks  recently  withdrew 
its  filing  for  a  public  stock  offering. 


withdrew  the  application  14  months  later. 
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If  KKR  consummates,  it  will  top  1 989  RJR  Nabisco  record 

Richard  Kinder,  Enron's  former  president,  and  Bill  Morgan  lead  deal 

Planned  deal  faces  regulatory,  market  hurdles 

Bid  by  Blackstone-led  consortium  won  out  in  last-minute  contest 

New  bid  by  Dolan  family  tops  their  rejected  2005  offer 

Madison  Dearborn's  group  out-bid  Televisa-led  team 

Chief  Executive  Joseph  Neubauer  will  lead  debt-heavy  deal 

Texas  Pacific  is  going  solo;  half  of  offer  is  debt  assumption 

Offer  by  Columbia  Sussex  for  land,  riverboat  casino  operator 

Madison  Dearborn's  offer  is  57%  premium  over  pre-announcement  price 

Carlyle,  Providence  Equity  will  buy  provider  of  software  to  banks 

Apollo  Management  will  combine  nonspa  biz  with  private  Rexnord 
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Hold  the  Tomato 

Amid  a  rash  of  food  scandals,  one  beloved  chain  shows  what  it 
takes  to  get  customers  back  |  By  Suzanne  Hoppough 


STANTON  SHEETZ  SHUD- 
dered  a  few  weeks  ago  when 
he  heard  news  reports  of  how 
contaminated  spinach  had 
made  200  people  sick,  caus- 
ing a  nationwide  food  panic  that  would 
have  utterly  depressed  Popeye. 

Stanton,  51,  is  chief  executive  of  the 
privately  held  chain  of  330  convenience 
stores  his  father  founded  in  1952.  The 
spinach  news  rattled  him  because  his 
Sheetz  stores  were  still  recovering  from 
a  food  crisis  of  their  own  two  years  ago. 
This  one  involved  salmonella  in  the 
sliced  Roma  tomatoes  that  grace 
Sheetz's  trademark  made-to-order 
sandwiches — giant,  fat-laden,  juicy 


creations  that  won  legions  of  adoring 
fans.  Seven  hundred  people  in  four 
states  said  they  got  sick,  and  Sheetz's 
food  sales — which  typically  provide 
two-thirds  of  gross  profit,  while  gaso- 
line provides  the  rest — instantly 
dropped  20%. 

"I  was  thinking,  Wake  me  up,  this 
is  a  bad  dream!"  he  says.  Tort  lawyers 
lined  up  139  plaintiffs  and  waged  a 
legal  onslaught  that  only  now  is 
abating,  racking  up  several  million 
dollars  in  settlements.  Now  some  of  the 
same  lawyers  are  lining  up  clients  to  sue 
over  tainted  spinach.  Stanton  said,  "I 
never  had  a  flashback  in  my  life  until  1 
heard  about  it  and  got  a  sinking  feeling 


in  my  stomach." 

Stanton  learned  all  too  well  what — 
and  how  long— it  takes  to  win  back 
wary  diners  after  a  food  scandal.  His 
effort  began  with  a  soul-baring  press 
conference,  included  $200,000  in  local 
print  ads  apologizing  to  customers  in 
the  chain's  five  mid-Atlantic  states  and 
Ohio  and  led  to  major  changes  in  his 
company's  processes,  inspections  and 
supplier  relations. 

All  of  that  was  in  pursuit  of  a  return 
to  focusing  on  what  Sheetz  knows  best: 
surprisingly  fresh  and  tasty  food  at  a 
gas-station-cum-convenience  store — a 
type  of  outlet  often  known  for  stale  and 
distinctly  unappetizing  fare. 

"Sheetz  food  is  so  much  better  than 
any  fast-food  chain.  There  are  so  many 
menu  items,  it's  hard  to  pick  favorites," 
says  Levi  Bloom,  a  21 -year-old  Babson 
College  student  who  has  erected  a 
MySpace  page  in  online  homage  to  the 
chain.  When  he  staged  a  contest  for 
readers  to  submit  their  favorite  made- 
to-order  Sheetz  sandwich,  he  got  85 
responses;  the  winner  told  of  driving 
hundreds  of  miles  to  get  a  Sheetz 
Shmuffin,  an  unabashed  knockoff  of 
the  McDonald's  Egg  McMuffin.  Some 
6,320  other  Sheetz  aficionados  have 
linked  to  Bloom's  page. 

Stanton's  father,  G.  Robert  (Bob) 
Sheetz,  founded  the  company  in 
Altoona,  Pa.  after  working  for  years 
in  his  parents'  dairy  and  deli.  Bob  liked 
the  fat  profit  margins  in  chow  (now 
at  60%  for  prepared  foods).  Borrowing 
inspiration  from  7-Eleven,  he  began 
setting  up  one-stop  shops  for  both 
food  and  gasoline,  targeting  nearby 
rural  areas. 

Bob  Sheetz  bought  his  first  store 
from  his  father;  he  had  worked  there  as 
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a  short-order  cook.  As  the  chain  grew 
through  I  he  Seventies  and  Eighties,  he 
tinkered  with  a  cafe  look,  then  simpli- 
fied it  to  a  smattering  of  hot  dogs  and 


Filling  up  the  Tank 


other  prepared  foods.  He  retired  to 
Boca  Raton,  Fla.  in  1984  and  handed 
control  to  his  brother,  Stephen,  who 
took  the  company  into  fast-food  fran- 
chises Haagen-Dazs  ice  cream  shops 
and  Mister  Donut  outlets. 

By  the  mid- 1 980s  Sheetz  had  grown 
to  150  stores  and  11  franchise  restau- 
rants—too diverse,  really.  "I  just  didn't 
have  leadership  skills.  We  lost  customer 
focus,"  Stephen  Sheetz  says.  By  1995  he 
took  on  a  less  active  role  as  chairman 
and  handed  the  chief  executive  job  to 
Stanton  Sheetz. 

Stanton  immediately  slowed  expan- 
sion, and  with  all  franchises  by  the 
wayside,  he  began  offering  instead 
a  menu  of  prepared  food  dubbed 
MTO  (made  to  order).  Now  all  Sheetz 
stores  were  modeled  around  a  food  sta- 
tion for  making  customized  sand- 
wiches and  salads.  To  help  control 
quality,  fatten  margins  and  warehouse 
private-label  items  like  Sheetz  Coffeez, 
milkshakes  and  bottled  water,  the  com- 
pany built  a  $30  million  Aitoona  dis- 
tribution center  in  2001.  The  Sheetz 
clan  tends  to  be  "kind  of  control 
freaks,"  Stanton  says. 

In  July  2004  came  one  of  his  biggest 
challenges — the  tomato  contamination. 
Although  the  salmonella  was  linked 
through  farms  and  a  now  bankrupt 
vendor,  Coronet  Foods  (the  two  com- 
panies' insurers  continue  to  fight  over 
which  side  should  take  the  bigger 
financial  hit),  Sheetz  stores  suffered 
instantly.  Stanton  went  looking  for 
help— and  turned  to  fast-food  chain 
Jack  in  the  Box. 

"They  called  and  said  they  might 
be  implicated,"  says  David  Theno,  a 
senior  vice  president  at  Jack  in  the 
Box  and  a  food-safety  czar  who  was 
recruited  during  that  chain's  E.  coli 
outbreak  in  1993.  "I  told  them  how 
to  find  the  problem  out  for  themselves." 
Stanton  says  federal  investigators 
traced  the  contamination  to  a  Florida 
tomato  farm,  which  is  no  longer  a 
supplier. 


Annual  revenues  (2006). 


Number  of  Sheetz 
stores,  all  company-owned. 

Gallons  of  gas  sold  per  year. 


Number  of  hot  dogs  sold  a  year. 


Number  of  customers  per  year. 


Number  of  packs  of  cigarettes 
sold  a  year. 


After  Theno  coached  Stanton  on 
how  to  field  inquiries  from  microbiolo- 
gists, the  Centers  for  Disease  Control 
and  the  Department  of  Public  Health, 
Stanton  inserted  a  new  clause  into  every 
vendor  contract,  establishing  the  right  of 
inspection  at  any  time.  He  had  every 
store  and  delivery  truck  sanitized,  and 
he  set  up  a  department  to  make  unan- 
nounced health  inspections  of  stores, 
vowing  to  temporarily  shut  down  any 
slackers  for  cleanup.  Stores  now  get  a  sur- 
prise visit  from  the  Sheetz  "germ  team," 
as  Stanton  calls  it,  six  times  annually. 

Sheetz  has  not  had  to  perform  any 
shutdowns  in  the  past  year.  Newcom- 
ers to  Stanton's  1 1,000-employee  chain 
spend  6  of  their  80  hours  of  on-the-job 
training  learning  about  food  safety  and 
cleanliness. 

Now  Sheetz's  fans  are  returning 
for  made-to-order  food.  Revenues  for  fis- 
cal 2006,  ended  Sept.  30,  were  up  22%  over 
last  year  to  $3.3  billion,  excluding  gasoline 
excise  taxes  collected  by  the  company  Cus- 
tomers like  the  food — and  also  the  speedy 
convenience.  Sheetz  was  the  world's  first  re- 
tailer to  install  self-ordering  food  kiosks  at 


gas  pumps  and  in  stores — for  customer 
convenience  and  to  draw  traffic  inside 
stores. 


Say  you  crave  Stanton's  favorite,  a 
pepperoni  sub  with  mayo  and  double 
cheese.  While  your  car's  tank  is  filling 
up,  just  press  the  picture  of  the  sub  on 
screen,  then  move  through  the  self- 
guided  menu  for  condiments.  The 
order  goes  to  the  food  preparer,  and 
you  pick  up  your  food  inside  when  you 
pay.  Stanton  claims  one-third  of 
customers  who  purchase  fuel  also  make 
another  store  purchase.  To  expand 
on  that  idea,  he  is  testing  a  drive- 
through  kiosk. 

At  two  pilot  shops  in  Aitoona  and 
Raleigh,  N.C.,  each  one  spanning 
10,000  square  feet,  Sheetz  offers  hand- 
carved  turkey  sandwiches  and  pizza 
prepared  in  a  windowed  "food  theater," 
complete  with  employees  in  white  chef 
coats.  Stanton  Sheetz  says  being  able  to 
see  the  food  prepared  increases  con- 
sumers' willingness  to  buy  it. 

The  Sheetz  scion  admits  he  is  still 
tweaking  the  concept,  but  the  pilot 
shops"  hark  back  to  his  father's  first 
store.  With  a  rebounding  business  and 
spirit,  he  is  ready  to  grow  again.  "Before 
salmonella,  we  thought  we  were  good," 
he  says.  "But  you  really  never  know 
until  you  get  hit  in  the  face.  We're  bet- 
ter for  it."  F 
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ts  a  mile  of  sky  every  six  seconds. 


en  you  travel  at  just  under  the  speed  of  sound,  you're  no  longer  chewing  up  time  while  you're  in  the  air.  You're 
sting  on  your  competitors.  The  world's  fastest  civilian  aircraft  gives  you  the  single  biggest  difference  between 
tory  and  defeat -the  power  to  be  there.  In  person,  in  time,  every  time.  If  you  have  a  taste  for  speed  and  an  appetite 
winning,  we^iave  your  next  aircraft.  Think  of  it  as  our  blue  streak  special  -  the  Mach  .92  Citation  X.  Bon  appetit! 
I  1-800-4-CESSNA.  Outside  the  U.S.,  call  +1-316-517-6056.  Or  visit  CitationX.Cessna.com. 
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Cancer  Capitalists 

US  Oncology's  doctors  treat  one  in  seven  new  cancer  patients — 
and  enrage  the  rest  of  medicine  |  By  Evan  Hessel 


CANCER  TREATMENT  IS  ONE 
of  the  few  bright  spots  on  Dr. 
Dale  Fell's  income  statement. 
His  nonprofit  Mission  Hospi- 
tal in  Asheville,  N.C.  loses 
money  on  its  emergency  room,  its  pedi- 
atric division  and  its  care  for  indigents.  But 
not  on  radiation  used  to  zap  tumors  at  a 
cost  of  up  to  $50,000  per  patient.  Oncolo- 
gists send  1 ,700  patients  a  year  to  Fell's 
hospital,  one  of  two  in  western  North  Car- 
olina with  a  radiation  department. 

Then  last  fall  US  Oncology,  the  giant 
cancer  care  services  company,  received 
approval  from  state  regulators  to  buy  a 
linear  accelerator  and  launch  its  own 
radiation  department  three  miles  away 
from  Mission.  "This  could  cripple  us," 
Fell  says.  He  has  sued  state  regulators, 
alleging  US  Oncology's  radiation  license 
violates  state  law. 

Founded  in  1999,  US  Oncology 
manages  the  business  affairs  of  1,000 
cancer  doctors,  injecting  practices  with 
financial  savvy  and  a  competitiveness 
seldom  seen  in  medicine.  US  Oncology's 
affiliated  physicians  treat  550,000 
patients  a  year — one  in  seven  new 
cancer  sufferers.  The  company  helps 
practices  claim  bigger  chunks  of  the  $80 
billion  cancer  care  market  by  recruiting 
new  physicians,  adding  treatments  and 
conducting  clinical  trials.  It  recently 
became  the  nation's  single  largest  pur- 
chaser of  chemotherapy  drugs,  spend- 
ing a  projected  $2  billion  this  year.  The 
clout  allows  US  Oncology's  doctors  to 
demand  drugs  at  a  24%  discount  on 
wholesale  prices.  US  Oncology  booked 
$239  million  in  operating  income 
(defined  as  earnings  before  interest, 
taxes  and  depreciation)  in  2005,  on  rev- 
enue of  $2.5  billion. 


ft' 


Sitting  pretty:  US  Oncology 
Vice  Chairman  Lloyd  Everson 
and  Chief  Executive  Dale  Ross. 


\ 


The  company  has  attracted  a  swarm 
of  critics,  often  nonprofit  or  community 
hospitals,  alleging  that  US  Oncology 
destroys  the  fragile  local  economics  of 
the  U.S.  health  care  system.  The  com- 
pany has  had  to  defend  four  whistle- 
blower  lawsuits  alleging  improper 
Medicare  billing.  (None  went  to  trial.) 
Nonprofit  hospitals  in  North  Carolina 
have  accused  it  of  trying  to  push  through 
anticompetitive  legislation  to  help  carve 
out  a  monopoly. 

R.  Dale  Ross,  US  Oncology's  59- 


year-old  chairman,  rejects  the  claim  that 
his  firm  has  damaged  the  public  by 
skimming  the  profitable  patients  from 
nonprofit  hospitals.  Rather,  Ross  says, 
the  company  improves  the  standard  of 
care  by  putting  sophisticated  outpatient 
cance"r  centers  in  towns  all  across  the 
country.  "Not  everyone  shares  our 
vision,"  he  notes. 

The  idea  of  organizing  masses  of 
oncologists  under  one  flag  emerged  in 
the  early  1990s  at  a  six-doctor  cancer 
center  in  Denver.  The  physicians  quit 
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hospital  gigs  and  hung  their  shingle 
after  improvements  in  cancer  drugs 
made  it  easier  to  treat  patients  in  clinics. 
Simultaneously  the  rise  of  health  main- 
tenance organizations  was  making  it 
more  difficult  to  negotiate  favorable 
reimbursements  for  cancer  treatments. 
Looking  to  gain  clout  with  the  HMOs, 
the  doctors,  along  with  pharmacists, 
approached  Welsh,  Carson,  Anderson  & 
Stowe,  a  New  York  City  venture  capital 
firm,  with  an  idea  for  a  network  of  prac- 
tices. Backed  by  the  VC,  the  doctors 
incorporated  in  1992,  who  incorporated 
under  the  name  American  Oncology 
Resources.  Welsh  Carson  recruited  Ross 
as  chief  executive. 

North  Carolina-born  and  easy- 
mannered,  Ross  spent  six  years  in  the 


physicians  to  the  network  and  expanded 
revenue  at  a  66%  annual  clip.  He  earned 
extra  credibility  with  oncologists  by  hir- 
ing renowned  Harvard-trained  research 
oncologist  Lloyd  Everson  as  president  to 
build  a  clinical  trial  program. 

Ross  also  set  out  to  help  practices 
wring  maximum  profit  from  Medicare 
and  insurers.  He  built  a  giant  database, 
analyzing  drug  regimens  for  each  type 
of  cancer  and  their  reimbursement  rates. 
Upon  request,  US  Oncology  sends  doc- 
tors a  report  highlighting  the  cost  of 
using  different  drug  cocktails. 

In  1998  Ross  merged  American 
Oncology  with  Physician  Reliance  of 
Dallas,  a  practice  manager,  in  a  $650  mil- 
lion stock  swap.  Just  before  the  deal, 
Physician  Reliance  had  settled  a  nasty 
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in  a  $1.7  billion  buyout  in  2004. 

Now  Ross  is  pushing  a  slew  of 
oncology-related  services,  such  as 
imaging  and  radiation  therapy.  US 
Oncology  will  buy,  say,  a  $500,000 
positron  emission  tomography  scanner, 
then  turn  it  over  to  the  doctors  for  a  cut 
of  profits  from  the  machine.  Prescrip- 
tions for  PET  scans,  which  cost  $1,200 
on  average,  are  projected  to  grow  7% 
annually,  according  to  SG2,  a  health 
care  consultancy. 

In  Raleigh,  N.C.  Ross  persuaded  a 
ten-doctor  oncology  practice  to  leave 
leased  space  at  the  Rex  Cancer  Center  at 
the  University  of  North  Carolina  and  end 
a  15-year  affiliation  with  the  nonprofit. 
US  Oncology  then  lined  up  the  financing 
to  build  a  new  35,000-square-foot  clinic 


Doctors  kept  the  faith  in  Ross,  but  investors  didn't.  US 
Oncology's  stock  fell  25%.  The  company  went  private  in  a 
 $1.7  b'llion  buyout  in  2004.  


Air  Force  before  working  up  the  sales 
ranks  at  American  Hospital  Supply. 
After  witnessing  the  rise  of  in-home 
drug  infusions,  Ross  founded  Home 
Medical  Support  Services,  an  in-home 
drug  services  outfit  that  he  took  public 
and  sold  to  Japanese  investors  in  1990 
for  $255  million. 

Ross  set  up  American  Oncology's 
headquarters  near  his  home  in  Texas 
and  dispatched  his  six  original  doctors 
from  Denver  to  recruit  more.  He  quickly 
discovered  that  oncologists  are  an 
ornery  breed  with  an  inherent  distrust 
of  corporate  life.  "They  just  don't  have  a 
team  mentality,"  says  Ross. 

Ross  won  them  over  with  generous 
terms.  The  doctors  got  a  mix  of  notes 
and  stock  in  American  Oncology,  and 
the  company  got  a  fixed  monthly  fee,  a 
cut  of  the  practice's  revenue  and,  if  oper- 
ating goals  were  met,  an  extra  perform- 
ance fee.  By  1995  Ross  had  inked  deals 
with  142  more  doctors  in  cities  from 
Portland  to  Pittsburgh. 

That  year  Ross  took  American 
Oncology  public,  raising  $95  million. 
Over  the  next  three  years  Ross  added  150 


antitrust  lawsuit  filed  by  nonprofit 
Methodist  Hospital,  alleging  the  compa- 
nies conspired  with  doctors  to  build  a 
monopoly  in  the  Dallas- Fort  Worth  area. 
The  resulting  behemoth,  renamed  US 
Oncology,  had  contracts  with  700  physi- 
cians and  annual  revenue  of  $1.5  billion. 

In  2001  Ross  announced  plans  to  sell 
$160  million  in  assets  back  to  network 
doctors.  US  Oncology  took  a  $200  mil- 
lion charge  and  posted  its  first  loss.  Ross 
renegotiated  contracts;  the  new  ones  call 
for  US  Oncology  to  provide  front-office 
management  in  return  for  a  30%  split  of 
profits.  In  addition,  Ross  launched  a 
pharmaceutical-services  division  to  sell 
data  and  consulting  to  big  pharma  and 
health  insurers. 

Just  as  Ross  was  completing  the 
restructuring  in  2003,  Medicare  an- 
nounced that  to  save  money  it  was 
changing  the  formula  by  which  it  reim- 
bursed drug  costs.  Ross  estimated  the 
change  would  cut  US  Oncology's  prof- 
its by  20%.  Doctors  kept  the  faith  in 
Ross,  but  investors  didn't.  US  Oncology's 
stock  fell  25%.  Seeing  an  opportunity, 
Welsh  Carson  took  the  company  private 


across  the  street.  Ross  also  told  Rex  that 
he  wanted  a  larger  cut  of  the  money  his 
doctors  would  generate  by  sending 
patients  to  Rex's  radiation  labs  for  treat- 
ment. When  Rex  refused  the  deal,  Ross 
announced  plans  to  obtain  three  new  lin- 
ear accelerator  machines  to  beef  up  the 
new  cancer  center's  radiation  program. 
Ross  lobbied  legislators  to  exempt  the 
center  from  state  laws  requiring  doctors 
to  prove  unmet  demands  in  order  to  buy 
radiation  equipment.  Competing  cancer 
centers  would  still  be  subject  to  state 
approval. 

Ross'  legislative  efforts  failed  but 
still  created  bad  blood  between  US 
Oncology  and  the  university.  The  US 
Oncology  affiliate  now  refers  almost  no 
patients  to  Rex.  "Their  methods  were 
totally  backhanded,"  said  one  hospital 
employee. 

Ross  downplays  the  hostility,  noting 
that  US  Oncology  still  has  referral  part- 
nerships with  six  nonprofit  hospitals. 
And,  he  says,  cancer  treatment  is  a  growth 
business.  Treatments  are  getting  better 
and  patients  living  longer.  That  is  good 
for  both  patient  and  provider.  F 
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PRIVATE  COMPANIES 


The  rush  of  going-private 
transactions  is  fattening  our 


business  |  By  Shlomo  Reifman  a. 

re 

H    mm    THAT'S  DRIVING  THE  MAD  RUSH  TO  GO  E: 
hS  II  —W  private?  It  could  be  the  Sarbanes-(  )xley  crack  tc 

HEADQUARTERS 

RFVFMI  IF<; 

I\CV  LlMUC  J 

2005 
(SMIL) 

CHANGE 

% 

EMPLOYEES 

San  Antonio,  TX 

12,400 

7.8 

60,000 

■  ■■I  down  on  public  companies,  or  the  availability 
II  II  of  cheap  credit  in  the  junk  bond  market,  or  the  in 
wmw    Wmm    tax  shield  that  comes  from  replacing  equity  c< 

Atlanta,  GA 

11,596 

3.8 

74,830 

Wayne,  NJ 

11,275 

1.5 

59,000 

with  debt.  Whatever  the  impetus,  the  last  12  months  have  seen  m 

Boston,  MA 

11,130 

6.3 

38,000 

85  going-private  transactions  via  a  private  acquirer  or  investor  w 
group,  with  a  combined  price  tag  of  $89  billion,  according  to  m 
Thomson  Financial.  Alongside  such  anciently  private  outfits  as  ui 
Cargill  and  Advance  Publications  our  roster  of  private  American  sc 
business  includes  names  that  would  be  familiar  on  Wall  Street,  b) 

Denver,  CO 

10,475e1 

NA 

800 

Omaha,  NE 

10,000 

49.9 

550 

Ogden,  UT 

9,454 

60.0 

14,600 

Deerfield  Beach,  FL 

9,400 

14.6 

4,300 

Greeley,  CO 

9,350 

-3.3 

20,200 

'06 

'05 

COMPANY/BUSINESS 

Los  Angeles,  CA 

9,246e 

19.0 

8,000 

St  Louis,  MO 

9,040 

9.8 

64,495 

HUH 

1 

2 

KOCH  INDUSTRIES/chemicals,  energy,  technology 

Beverly  Hills,  CA 

8,000 

0 

45,000 

2 

1 

CARGILL/agricultural  commodities,  food 

Park  Ridge,  NJ 

7,469 

11.8 

32,000 

3 

4 

PRICEWATERHOUSECOOPERS/accounting 

Eau  Claire,  Wl 

7,4003 

13.7 

35,000 

4 

5 

PUBLIX  SUPER  MARKETS/supermarkets 

Rosemont,  IL 

7,400 

5.7 

7,600 

5 

9 

SEMGROUP/oil,  gas  marketer 

New  York,  NY 

7,31 5e 

16.5 

30,000 

6 

3 

MARS/candy,  pet  food,  electronics 

Ada,  Ml 

7,290e 

13.9 

13,000 

7 

8 

C&S  WHOLESALE  GROCERS/food  distributor 

Tulsa,  OK 

7,157 

22.0 

8,500 

8 

7 

ERNST  &  YOUNG/accounting 

Racine,  Wl 

7.0003 

7.6 

12,000 

9 

6 

BECHTEL/engineering,  construction 

s 

Los  Angeles,  CA 

6,988 

11.8 

75,000 

10 

10 

MEUER/merchandise,  grocery  stores  in  Midwest 

Miami,  FL 

6,500 

10.1 

10,300 

See  footnotes  on  page  200 
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32 

34 

GIANT  EAGLE/supermarkets,  food  wholesaler 

Pittsburgh,  PA 

6,061 

12.2 

25,500 

33 

OC 
.3D 

TRANSAMMONIA/fertilizer,  petrochem  trader,  distributor 

New  York,  NY 

6,059 

13.4 

301 

34 

UivibUUKCb  WUKLDWiDL/paper  products,  packaging 

Norcross,  GA 

6,0003 

0 

7,000 

35 

ZD 

MARMON  GROUP/manufacturing,  service  companies 

Chicago,  IL 

5,919 

1 1.9 

21,500 

36 

00 
33 

oUlbt  CAbtAUt/iumDer,  paper 

Boise,  ID 

5,907 

3.0 

10,155 

37 

PRO-BUILD  HOLDINGS/building  materials  manufacturer,  supplier 

bouth  Plaintiela,  NJ 

5.7001 

NA 

12,790 

38 

47 
**  / 

jiw^.i_mik  kj\uo\\  renrici,  yas  stations,  resorts 

Q^l+  1  sl/a  /"~i+w    1  IT 

odll  LdKe  vjty,  U  1 

3,ouue 

A  1  "7 

/,UUU 

39 

37 

GULF  OIL/petroleum  wholesaler,  gas  stations 

Chelsea,  MA 

5,400e 

8.0 

350 

40 

38 

HY-VEE/supermarkets,  drugstores 

West  Des  Moines,  IA 

5,140e 

5.9 

50,000 

41 

36 

GUARDIAN  INDUSTRIES/float  glass,  auto  glass,  fiberglass 

Auburn  Hills,  Ml 

5.0003 

0 

19,000 

42 

55 

RACETRAC  PETROLEUM/gas  stations,  convenience  stores 

Atlanta,  GA 

4,969 

27.0 

3,962 

43 

39 

MBM/food  distributor  to  restaurants 

Rocky  Mount,  NC 

4,964 

3.4 

3,000 

44 

82 

CARLSON  COS/restaurants,  hotels,  cruises 

Minneapolis,  MN 

4,933e 

70.1 

57,000 

45 

46 

GULF  STATES  TOYOTA/Toyota  distributor 

Houston,  TX 

4,600e 

15.0 

1,200 

46 

45 

HEARST/publisher,  broadcaster 

New  York,  NY 

4,550e 

12.6 

17,016 

47 

52 

COLONIAL  GROUP/oil  &  gas  wholesaler,  retailer 

Savannah,  GA 

4.5003 

25.0 

1,100 

48 

42 

HEXION  SPECIALTY  CHEMS/adhesives,  resins 

Columbus,  OH 

4,470 

9.0 

7,000 

49 

51 

ALLEGIS  GROUP/tech-staffing  services 

Hanover,  MD 

4,400 

22.2 

5,200 

50 

43 

GRAYBAR  ELECTRIC/electric  equipment  wholesaler 

St  Louis,  MO 

4,288 

5.1 

7,800 

See  footnotes  on  page  200 
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51 

53 

KOHLER/plumbing  fixtures,  generators 

Kohler,  Wl 

4,200 

ICC 

lO.D 

30,000 

52 

63 

PETER  KIEWIT  SONS'/heavy  construction,  mining 

Omaha,  NE 

4,145 

23.4 

14,500 

53 

44 

LEVI  STRAUSS  &  CO/jeans,  casual  apparel 

San  Francisco,  CA 

4,125 

1.3 

9,635 

54 

48 

NEiMAN  MARCUS  GROUP/luxury  department  stores 

Dallas,  TX 

n  4  n  n 

4,106 

O  "7 

8.7 

1 7,200 

55 

50 

BLOOMBERG/financial  data,  news 

New  York,  NY 

4,100 

13.3 

8,200 

56 

41 

HALLMARK  CARDS/greeting  cards,  TV,  art  supplies' 

Kansas  City,  MO 

4,003e 

-3.7 

17,814 

57 

55 

SUNGARD  DATA  SYSTEMS/software,  IT  services 

Wayne,  PA 

4,002 

12.5 

15,000 

58 

56 

KINRAY/drugs,  health  supplies  distributor 

Wnitestone,  NY 

4,000e 

13.9 

800 

59 

57 

OSI  GROUP/meat  processor 

Aurora,  IL 

4,000e 

14.2 

20,500 

60 

94 

TRAVELCENTERS  OF  AMERICA4/truck  stops 

Westlake,  OH 

4.0003 

49.3 

12,000 

61 

58 

84  LUMBER/home  improvement  stores 

Eighty  Four,  PA 

3,920 

13.5 

10,500 

62 

49 

GORDON  FOOD  SERVICE/food  wholesaler,  retailer 

Grand  Rapids,  Ml 

3,91 53 

8.0 

7,050 

63 

75 

WAWA/convenience  stores 

Wawa,  PA 

3,905 

26.6 

15,999 

E3 

125 

LOVE'S  TRAVEL  STOPS/travel  centers,  fuel  wholesaler  and  retailer 

Oklahoma  City,  OK 

3,807 

72.1 

4,400 

72 

MCKINSEY  &  CO/consulting 

New  York,  NY 

3,800e 

8.5 

12,900 

54 

WEGMANS  FOOD  MARKETS/supermarkets 

Rochester,  NY 

3,800 

5.5 

34,938 

66 

BOOZ  ALLEN  HAMILTON/ 

McLean,  VA 

3,700 

12.1 

18,000 

40 

ROUNDY  S  SUPERMARKETS/grocery  stores,  food  wholesaler 

Milwaukee,  Wl 

3.7003 

-22.5 

21,000 

69 

• 

BI-LO  HOLDINGS/supermarkets 

Maudlin,  SC 

3,600 

NA 

23,500 

70 

64 

HT  HACKNEY/food,  bottled  water,  oil  distributor 

Knoxville,  TN 

3,550 

5.9 

3,600 

71 

79 

INTERTECH  GROUP/polymers,  composites 

North  Charleston,  SC 

3,500e 

16.6 

14,500 

72 

70 

c*  x*"  ■  ikiri  r\  i-  n  ii  ati  r*\  Mini  Cl_.  .  _l  >  i  :  1  i  .  |  __ 

SCHNEIDER  NATIONAL/trucking,  third-party  logistics 

Green  Bay,  Wl 

3,500 

9.4 

22,300 

73 

• 

BURLINGTON  COAT  FACTORY  WHSE/discount  apparel  retailer 

Burlington,  NJ 

3,449 

8.7 

28,000 

74 

76 

JF  SHEA/home  builder,  general  contractor 

Walnut,  CA 

3,429 

1 1.3 

3,299 

75 

73 

PERDUE  FARMS/poultry 

Salisbury,  MD 

3,400 

9.6 

21,215 

76 

68 

STATER  BROS  MARKETS/southern  California  supermarkets 

Colton,  CA 

3.4003 

0.8 

17,000 

77 

62 

SCHWAN  FOOD/trozen  pizza,  ice  cream 

Marshall,  MN 

3,375 

-0.3 

22,000 

78 

67 

RALEY'S/food  and  drugstores 

West  Sacramento,  CA 

3,370e 

2.1 

16,600 

87 

SHEETZ/convenience  stores 

Altoona,  PA 

3,320 

21.6 

10,650 

71 

JOHNSONDIVERSEY/cleanmg,  sanitation  products 

Sturtevant,  Wl 

3,310 

4.3 

12,000 

81 

61 

MILLIKEN  &  CO/textiles,  chemicals 

Spartanburg,  SC 

3,301e 

-2.8 

1 1,000 

82 

101 

AECOM  TECHNOLOGY/construction,  consulting 

Los  Angeles,  CA 

3,3003 

32.0 

26,000 

83 

78 

CUMBERLAND  FARMS/convenience  stores 

Canton,  MA 

3,300e 

10.0 

7,000 

84 

114 

RED  APPLE  GROUP/oil  refining,  supermarkets,  real  estate 

New  York,  NY 

3,300e 

37.5 

7,800 

85 

74 

JR  SIMPLOT/potatoes,  meat,  fertilizer 

Boise,  ID 

3,300 

6.4 

10,100 

86 

69 

EBY-BROWN/convenience  store  distributor 

Naperville,  IL 

3,200 

0 

2,400 

87 

89 

GLOBAL  HYATT/Hyatt,  AmeriSuite  hotels 

Chicago,  IL 

3,200 

18.5 

70,000 

88 

130 
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SOUTHWIRE/heavy  wire  for  electric  transmission 

Carrollton,  GA 

3,200 

45.4 

4,180 

89 

03 

EDWARD  JONES/securities  brokerage 

St  Louis,  MO 

3,190 

10.3 

32,400 

90 

oo 
00 

CH2M  HILL  COS/construction,  building  management 

Englewood,  CO 

3,152 

16.1 

18,363 

91 

■7-7 
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VWR  INTERNATIONAL/scientific  products  distributor 

West  Chester,  PA 

3,138 

4.4 

6,100 

92 

80 

KEYSTONE  FOODS/beef,  poultry  processor  for  food  service  industry 

W  Conshohocken  PA 

3,1 19e 

3.9 

7,800 

93 

96 

WHITING-TURNER  CONTRACTING/commercial  construction 

Baltimore,  MD 

3,066 

16.8 

1,700 

See  footnotes  on  page  200    For  more  information,  go  to  www  forbes.com/private. 
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PROFIT  PROTECTOR  &  POCKET  PROTECTOR 

A  new  day  is  dawning 

TOSHIBA  bridges  the  gap  between  finance  and  IT  with  e-BRIDGE  technology.  Tech  gurus  geek  out  on 
is  network-ready  solution  that  manages,  distributes  and  controls  data  via  the  network.  The  finance  department  loves 
uptime  tools  that  automatically  alert  you  when  toner  is  low,  service  is  necessary,  or  parts  and  supplies  are  needed. 
It's  a  new  day.  At  least  it  is  until  tomorrow.  LetTheHarmonyBegin.com 
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% 
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|  103 

ANDERSEN/windows,  doors 

Bayport,  MN 

3.0001 

20.0 

16,000 

95 

92 

ERGON/petroleum  refinery,  electronics 

Jackson,  MS 

3,000e 

11.9 

2,500 

96 

90 

GOLUB/Price  Chopper  supermarkets 

Schenectady,  NY 

3.0003 

11.1 

24,500 

97 

106 

KINGSTON  TECHNOLOGY/computer  memory  products 

Fountain  Valley,  CA 

3,000 

20.0 

2,729 

98 

91 

SCHREIBER  FOODS/packaged  cheese,  frozen  entrees 

Green  Bay,  Wl 

3,000e 

11.1 

5,000 

99 

109 

BELK/department  stores 

Charlotte,  NC 

2,969 

21.3 

23,200 

100 

176 

CHARMER  SUNBELT  GROUPVwine,  spirits  wholesaler 

New  York,  NY 

2,900 

10.2 

6,100 

101 

84 

GLAZER'S  WHOLESALE  DRUG/wine,  spirits  wholesaler 

Dallas,  TX 

2,9003 

3.5 

5,800 

102 

118 

JELD-WEN/windows,  doors 

Klamath  Falls,  OR 

2,900c1 

26.0 

25,000 

103 

• 

VANGUARD  CAR  RENTAL  GROUP2/auto  rental 

Tulsa,  OK 

2,891 

7.0 

13,000 

104 

95 

VISTAR/distributes  food  to  restaurants 

Centennial,  CO 

2.8503 

7.5 

3,200 

105 

131 

WINCO  FOODS/supermarkets 

Boise,  ID 

2,850s 

29.5 

9,000 

106 

85 

CLARK  ENTERPRISES/construction 

Bethesda,  MD 

2.844 

1.7 

4,200 

107 

93 

INTERNATIONAL  DATA  GROUP/computer  magazines 

Boston,  MA 

2,840 

5.9 

13,640 

108 

99 

GILBANE/commercial  construction 

Providence,  Rl 

2,832 

9.7 

1,800 

109 

97 

CONSOLIDATED  ELEC  DISTRIBUTORS/electrical  equip  wholesaler 

Westlake  Village,  CA 

2,800e 

7.6 

5,200 

110 

104 

GRANT  THORNTON  INTERN ATlONAL/accounting 

Chicago,  IL 

2.740e 

9.6 

22,000 

111 

157 

PARSONS/engineering,  construction 

Pasadena,  CA 

2,729 

36.8 

10,300 

112 

111 

E&J  GALLO  WINERY/wine 

Modesto,  CA 

2,700e 

12.5 

4,400 

113 

243 

ANDERSON  COS6/magazine,  book  wholesaler 

Florence,  AL 

2,696e 

107.2 

12,100 

114 

• 

LINENS  'N  THINGS/home  furnishings  retailer 

Clifton,  NJ 

2,695 

1.2 

19,000 

115 

119 

VANGUARD  HEALTH  SYSTEMS/acute -care  hospitals 

Nashville,  TN 

2,653 

16.9 

21,650 

116 

102 

ALEX  LEE/food  wholesaler,  supermarkets 

Hickory,  NC 

2,600 

4.0 

10,500 

117 

145 

ABC  SUPPLY/roofing  materials  distributor 

Beloit,  Wl 

2,597 

27.1 

5,144 

118 

139 

STRUCTURE  TONE/general  contractor 

New  York,  NY 

2,592 

23.4 

1,450 

119 

148 

ASHLEY  FURNITURE  INDS/makes,  distributes  home  furniture 

Arcadia,  Wl 

2,550e 

27.5 

13,400 

120 

116 

INGRAM  INDUSTRIES/book  distributor,  marine  transport 

Nashville,  TN 

2,539e 

10.1 

5,200 

121 

165 

GROCERS  SUPPLY/food  distributor 

Houston,  TX 

2,531 

34.7 

8,800 

122 

120 

US  ONCOLOGY/cancer  treatment  centers,  research 

Houston,  TX 

2,519 

11.4 

8,300 

123 

143 

AMSTED  INDUSTRIES/railroad,  industrial  equipment 

Chicago,  IL 

2,512 

21.2 

9,860 

124 

• 

SPORTS  AUTHORITY/sporting  goods  stores 

Englewood,  CO 

2,509 

3.0 

14,300 

125 

149 

BASHAS'/supermarkets 

Chandler,  AZ 

2,500 

25.0 

14,300 

126 

107 

SAVE  MART  SUPERMARKETS/supermarkets 

Modesto,  CA 

2,500 

0 

10,500 

127 

108 

SERVICES  GROUP  OF  AMERICA/food  wholesaler,  beef 

Scottsdale,  AZ 

2,500 

0 

4,200 

128 

123 

GRAHAM  PACKAGING  HOLDINGS/plastic  containers 

York,  PA 

2,473 

10.4 

8,900 

129 

122 

TISHMAN  CONSTRUCTION/contractor,  building  manager 

New  York,  NY 

2,458 

9.4 

857 

130 

124 

DEBRUCE  GRAIN/grain,  fertilizer 

Kansas  City,  MO 

2,437 

9.8 

500 

131 

60 

MERVYNS/department  stores 

Hayward,  CA 

2,433e 

-28.4 

20,000 

132 

136 

SOLO  CUP/disposable  containers 

Highland  Park,  IL 

2,432 

14.9 

13,400 

133 

• 

TRAVELPORT/Orbitz,  other  travel  services 

Parsippany,  NJ 

2,429 

35.8 

8,000 

134 

128 

SAMMONS  ENTERPRISES/insurance,  industrial  equipment 

Dallas,  TX 

2,400 

9.0 

3,491 

135 

13b 

QUINTILES  TRANSNATIONAL/medical  research  services 

Durham,  NC 

2,399 

22.6 

16,000 

136 

171 

AMC  ENTERTAINMENT/movie  theaters 

Kansas  City,  MO 

2,3881 

-5.6 

21,400 

See  footnotes  on  page  200 

L-                                                                   For  more  information,  go  to  www.forbes.com/private. 
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Does  the  search  for  someone  willing  to  walk  a  mile  in  your  shoes  continue?1 


Has  anyone  ever  taken  the  time  to  walk  the  halls  of  your  company?  Slowly? 
To  stop  and  look  and  listen? 

To  meet  the  people  who  don't  meet  in  the  boardroom? 
To  get  to  know  the  hearts  and  minds  and  people  and 
processes  that  drive  your  business? 

Has  anyone  ever  been  willing  to  take  the  time  to  see  what  you  see, 
before  they  tell  you  what  they  think? 


For  private  company  owners,  business  is  p 
We  understand  that.  Our  Private  Company 
practice  is  made  up  of  over  200  partners 
members  in  1 8  markets. 


id  out  more  aboi 


'connectedthinking 


pklCMATERHOUsEfCOPERS  (j§ 


©  2006  PricewaterhouseCoopers  LLP.  All  rights  reserved.  "PricewaterhouseCoopers"  refers  to  PricewaterhouseCoopers  LLP  or,  as  the  context  requires,  the  PricewaterhouseCoopers  global  network  or 
other  member  firms  of  the  network,  each  of  which  is  a  separate  and  independent  legal  entity,  'connectedthinking  is  a  trademark  of  PricewaterhouseCoopers  LLP, 
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HEADQUARTERS 
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(SMIL) 

CHANGE 

% 

EMPLOYEES 

126 

GOLDEN  STATE  FOODS/food  processor,  distributor 

Irvine,  CA 

2,375 

7.9 

2,500 

138 

142 

ASPLUNDH  TREE  EXPERT/tree-trimming  services  for  utilities 

Willow  Grove,  PA 

2,366 

13.5 

29,317 

139 

190 

JE  DUNN  CONSTRUCTION  GROUP7/commercial  construction 

Kansas  City,  MO 

2,364 

44.7 

3,200 

132 

HOUCHENS  INDUSTRIES/supermarkets,  convenience  stores 

Bowling  Green,  KY 

2,360 

8.2 

11,487 

141 

160 

WALSH  GROUP/general  contractor 

Chicago,  IL 

2,350 

20.5 

5,000 

142 

121 

FRY'S  ELECTRONICS/consumer  electronics  stores 

San  Jose,  CA 

2,340e 

4.0 

12,000 

143 

150 

CENTRAL  NATION AL-GOTTESMAN/pulp,  paper  distributor 

Purchase,  NY 

2,300 

15.0 

850 

105 

HEICO  COS/industrial  machinery,  heavy  equipment 

Chicago,  IL 

2,300 

-8.0 

8,000 

117 

HP  HOOD/milk,  juice,  cheese,  desserts 

Chelsea,  MA 

2.3003 

4.5 

5,000 

112 

JM  HUBER/engineered  wood,  chemicals 

Edison,  NJ 

2,300 

-4.1 

5,000 

100 

HUNT  CONSOLIDATED/HUNT  OIL/oil,  gas,  Hyatt  hotels 

Dallas,  TX 

2,300e 

-9.0 

3,000 

129 

SCHNUCK  MARKETS/Midwest  supermarkets 

St  Louis,  MO 

2.3003 

4.5 

1 5,000 

98 

LEPRINO  FOODS/mozzarella 

Denver,  CO 

2,285e 

-12.1 

3,000 

134 

NEWPAGE/coated,  carbonless  paper 

Dayton,  OH 

2.280 

4.7 

6,000 

177 

BRIGHTSTAR/cellular  equipment  distributor 

Miami,  FL 

2,252 

29.2 

1,441 

152 

GENERAL  PARTS/Carquest  parts  stores,  parts  distributor 

Raleigh,  NC 

2,250e 

12.5 

23,000 

153 

MARY  KAY/cosmetics  marketer 

Addison,  TX 

2,200 

10.0 

4,000 

154 

127 

PETTERS  GROUP  WORLDWIDE/Polaroid,  other  consumer  brands 

Minnetonka,  MN 

2,200 

57.1 

3,200 

155 

113 

QUALITY  KING  DISTRIBUTORS/drugs,  personal  care  products 

Ronkonkoma,  NY 

2,200e 

-15.1 

800 

156 

• 

SHOPKO  OPERATING/department  stores 

Green  Bay,  Wl 

2,2003 

-30.5 

22,000 

157 

156 

UNIGROUP/UnitedVan  Lines,  Mayflower 

Fenton,  MO 

2,2003 

10.2 

1,350 

158 

• 

ALTIVITY  PACKAGING/consumer-packaging  products 

Carol  Stream,  IL 

2,186 

NA 

8,300 

146 

FOLLETT/college  bookstores 

River  Grove,  IL 

2,184 

7.9 

8,000 

161 

DOT  FOODS/food  wholesaler 

Mount  Sterling,  IL 

2,164 

12.3 

2,746 

163 

MEDLINE  INDUSTRIES/medical,  surgical  supplies 

Mundelein,  IL 

2,160 

13.6 

5,000 

137 

AFFINIA  GROUP/auto  parts 

Ann  Arbor,  Ml 

2,132 

2.0 

11,678 

• 

HEALTHMARKETS/health  insurance 

N.  Richland  Hills,  TX 

2,121 

2.5 

2,700 

159 

BROOKSHIRE  GROCERY/supermarkets 

Tyler,  TX 

2,100s 

6.9 

12,500 

• 

MANSFIELD  OIL/oil,  gas  wholesaler 

Gainsville,  GA 

2,100s 

35.4 

220 

217 

WIN  WHOLES  ALE/plumbmy,  HVAC  equipment 

Dayton,  OH 

2,100 

45.8 

5,200 

164 

SOFTWARE  HOUSE  INTL/computer,  software  vendor 

Somerset,  NJ 

2,051 

8.1 

1,000 

154 

ROSEN'S  DIVERSIFIED/beef,  pork  processor 

Green  Bay,  Wl 

2,000 

0 

4,000 

169 

181 

DELAWARE  NORTH  COS/park  services,  sports  concessions 

Buffalo,  NY 

2,000 

17.6 

50,000 

138 

DEMOULAS  SUPER  MARKETS/grocery  stores 

Tewksbury,  MA 

2,0003 

-4.7 

12,000 

if  Wm  I 

162 

EBSCO  INDUSTRIES/magazine  subscription  services 

Birmingham,  AL 

2.0003 

5.2 

5,000 

169 

BEN  E  KEITH/food,  Anheuser-Busch  beer  distributor 

Fort  Worth,  TX 

2,000 

9.7 

3,200 

173 

133 

RICH  PRODUCTS/ingredients  for  bakeries 

Buffalo,  NY 

2.0003 

-8.2 

6,500 

155 

SCOULAR/grain  trading,  storing,  feed 

Omaha,  NE 

2,000 

0 

490 

182 

TRUMAN  ARNOLD  COS/oil  wholesaler,  aviation  services 

Texarkana,  TX 

2,0003 

17.6 

500 

• 

PETCO  ANIMAL  SUPPLIES/pet  supply  stores 

San  Diego,  CA 

1,996 

10.1 

17,900 

219 

MCCARTHY  BUILDING  COS/commercial  construction 

St  Louis,  MO 

1,987 

41.6 

2,500 

: 

WL  GORE  &  ASSOCIATES/fabrics,  medical  products 

Newark,  DE 

1,983 

7.7 

7,900 

COVALENCE  SPECIALTY  MATERIALS/plastic  film  products 

Bedminister,  NJ 

1,970e 

NA 

7,300 

mm 


For  more  information,  go  to  www.forbes.com/private. 
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Citel  ines 

By  CitationShares 

FRACTIONAL  SIMPLIFIED. 

With  Citelines,  you're  in  control. You  save  tens  of  thousands 
of  dollars  by  flying  on  non-peak  days.  You  h-ave  one 
all-inclusive  payment  that  includes  management  fees, 
operating  costs  and  fuel  surcharges.  You  never  pay 
repositioning  fees.  Take  control.  Contact  the  fractional 
industry's  most  innovative  company:  CitationShares. 

www.Citatior^ares.comlFor  more  Information  Call  800.340.7767x621 


:  C  RGE51 

VAiCi  C* O/Vl 


'06 

'05 

COMPANY/BUSINESS 

HEADQUARTERS 

REVENUES 
2005 
(SMIL) 

CHANGE 

% 

EMPLOYEES 

180 

n&r 

NTK  HOLDINGS'-Vwindows,  HVAC  equipment 

Providence,  Rl 

1,959 

16.6 

8,600 

181 

173 

LIFE  CARE  CENTERS  OF  AMERICA/nursing  centers 

Cleveland,  TN 

1,957 

8.7 

30,000 

182 

175 

G-l  HOLDINGS/roofing,  building  materials 

Wayne,  NJ 

1,956 

10.3 

3,700 

EE  3 

215 

MAINES  PAPER  &  FOOD  SERVICE/food  distributor 

Conklin,  NY 

1,950 

35.4 

1,950 

184 

170 

QUAD/GRAPHICS/catalog,  magazine  printer 

Sussex,  Wl 

1,950 

7.6 

12,000 

185 

179 

FRANK  CONSOLIDATED  ENTERPRISES/leases  auto  fleets 

Des  Plaines,  IL 

1,918 

10.6 

567 

186 

144 

BASS  PRO  SHOPS/sporting  goods  stores 

Springfield,  MO 

1,91 5e 

10.5 

12,500 

187 

110 

CONTIGROUP  COS/poultry,  pork,  milling 

New  York,  NY 

1,900 

-20.8 

14,500 

188 

147 

METALDYNE4/transportation  equipment 

Plymouth,  Ml 

1,887 

11.3 

7,000 

189 

187 

SELECT  MEDICAL/hospitals,  outpatient  services 

Mechanicsburg,  PA 

1,858 

15.9 

20,900 

190 

185 

DISCOUNT  TIRE/tire  stores 

Scottsdale,  AZ 

1,856 

11.4 

10,100 

191 

• 

WILLIAM  LYON  HOMES/home  builder 

Newport  Beach,  CA 

1,856 

1.8 

977 

192 

223 

WORLD  WIDE  TECHNOLOGY/IT  equipment  reseller 

St  Louis,  MO 

1,852 

29.7 

949 

193 

167 

SWINERTON/commercial  construction 

San  Francisco,  CA 

1,830 

-0.7 

1,450 

194 

166 

COOPER-STANDARD  AUTOMOTIVE/    to  parts 

Novi,  Ml 

1,827 

-1.8 

16,000 

195 

188 

NATIONAL  DISTRIBUTING/soft,  alcoholic  beverage  distributor 

Atlanta,  GA 

1,825e 

10.9 

3,000 

196 

172 

BOSE/audio  systems 

Framingham,  MA 

1,800 

0 

8,000 

197 

186 

FOSTER  FARMS/poultry,  deli  meats,  feed  mills 

Livingston,  CA 

1,800e 

8.1 

10,000 

198 

• 

DRUMMOND/coal,  real  estate 

Birmingham,  AL 

1,798 

26.8 

5,100 

199 

214 

YATES  COS/commercial  construction 

Philadelphia,  MS 

1,761 

22.2 

8,000 

200 

234 

BRADCO  SUPPLY/building  materials 

Avenel,  NJ 

1,760 

31.3 

3,300 

201 

183 

MCWANE/cast  iron  pipe,  valves,  fittings 

Birmingham,  AL 

1,753e 

3.9 

7,000 

202 

211 

AG  SPANOS  COS/commercial,  residential  construction 

Stockton,  CA 

1,750e 

19.8 

600 

203 

• 

MARSH  SUPERMARKETS/supermarkets,  convenience  stores 

Indianapolis,  IN 

1,744 

-0.1 

13,800 

204 

242 

HOLIDAY  COS/convenience  stores 

Bloomington,  MN 

1,742e 

33.4 

4,200 

205 

193 

ARDENT  HEALTH  SERVICES/hospitals 

Nashville,  TN 

1,731 

31.7 

8,800 

206 

141 

HENSEL  PHELPS  CONSTRUCTION/commercial  construction 

Greeley,  CO 

1,728 

-17.2 

2,324 

207 

• 

LANDMARK  COMMUNICATIONS/publishing,  broadcasting 

Norfolk,  VA 

1,719e 

109.8 

11,750 

208 

174 

RENCO  GROUP/mining,  metals 

New  York,  NY 

1.710G 

-3.9 

9,000 

209 

195 

TAYLOR/printing,  stationery,  direct-mail  marketing 

North  Mankato,  MN 

1,706e 

6.6 

15,000 

210 

225 

DUNAVANT  ENTERPRISES/cotton  merchant 

Memphis,  TN 

1,704 

22.7 

2,250 

211 

200 

BAKER  &  TAYLOR/book  distributor 

Charlotte,  NC 

1,700 

13.3 

2,600 

212 

158 

DRESSER/energy-related  equipment  and  services 

Addison,  TX 

1,700e 

-14.6 

6,500 

213 

194 

HUNT  CONSTRUCTION  GROUP/commercial  construction 

Scottsdale,  AZ 

1.700 

6.2 

850 

214 

204 

NATIONAL  GYPSUM/wallboard 

Charlotte,  NC 

1,700 

13.3 

2,800 

215 

207 

YOUNG'S  MARKET/wine,  spirits  wholesaler 

Orange,  CA 

1,700 

13.3 

2,100 

216 

228 

WARREN  EQUITIES/oil  trader,  convenience  stores 

Providence,  Rl 

1,690 

24.6 

2,055 

217 

198 

SAS  INSTITUTE/business  management  software 

Cary,  NC 

1,680 

9.8 

10,110 

218 

201 

CC  INDUSTRIES/truck  trailers,  farm  equipment,  furniture 

Chicago,  IL 

1,660e 

10.6 

5,100 

.219 

• 

KNOWLEDGE  LEARNING/early  childhood  care,  education  centers 

Portland,  OR 

1.654e 

12.9 

41,000 

220 

259 

BRASFIELD  &  GORRIE/construction 

Birmingham,  AL 

1,645 

30.7 

2,743 

197 

IASIS  HEALTHCARE/hospitals 

Franklin,  TN 

1,644e 

7.8 

9,300 

* 

METALS  USA2/metals  processor,  distributor 

Houston,  TX 

1,639 

8.5 

2,500 
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herever  in  the  world  you  comi 
ligan  can  give  you  the  upper  r 


When  Toyota  put  the  pedal  to  the  metal, 
they  arrived  in  Michigan. 


In  1 977,  Toyota  opened  its  Technical  Center  (TTC) 
from  a  converted  auto  garage  in  Ann  Arbor,  Michigan 
to  be  close  to  the  Environmental  Protection 
Agency.  Since  then,  they've  put  the  pedal  to  the 
metal  and  have  become  Toyota's  key  research  and 
development  facility  for  all  of  North  America.  The 
facility  does  everything  from  engineering  individual 
parts  to  engineering  and  designing  complete  Toyota 
vehicles  for  the  North  American  market.  And  today, 
TTC  is  moving  forward  again... in  Michigan. 

Thanks  to  the  Michigan  Economic  Development 
Corporation,  TTC  is  breaking  ground  on  an 
additional  700-acre  campus  in  the  Ann  Arbor  area. 
The  expansion  will  house  another  400  engineers. 
And,  the  Senior  Executive  Administrator  at 
Toyota  Technical  Center,  Bruce  Brownlee,  says 
it  couldn't  have  happened  in  a  better  location. 
After  all,  Michigan  is  home  to  the  most  skilled 
engineering  talent,  top  research  universities  and 
a  high  concentration  of  automotive  suppliers. 

But  this  isn't  just  an  automotive  story.  In  Michigan, 
your  high-tech  business  could  have  access  to  the 
S2  billion  21st  Century  Jobs  Fund,  centrally  located 
technology  clusters,  tax  incentives  and  so  much 
more.  Michigan  is  also  ranked  #2  among  all  states 
for  patents  awarded  to  public  universities. 

So,  if  you're  looking  to  move  your  business  forward, 
look  no  further.  Because  wherever  in  the  world  you 
compete,  Michigan  can  give  you  the  upper  hand.  Let 
the  Michigan  Economic  Development  Corporation 
show  you  how.  Call  800  878  7722  or  click  on 
michigan.org/biz. 


MICHIGAN 

ECONOMIC  DEVELOPMENT  CORPORATION 

THE  UPPER  HAND 

michigan.org/biz 


Bruce  Brow  nlee 
Senior  Executive  Administrator 
Toyota  Technical  Center 
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223 

212 

SSA  MARINE/marine,  rail  cargo  terminals 

Seattle,  WA 

1,634e 

12.7 

13,000 

224 

209 

WILBUR-ELLIS/agricultural  supply  distributor 

San  Francisco,  CA 

1,632 

10.7 

2,500 

225 

208 

8ERWIND  GROUP/industrial  equipment,  chemicals,  drugs 

Philadelphia,  PA 

1,629e 

9.4 

3,500 

226 

[  216 

SKADDEN,  ARPS/law  firm 

New  York,  NY 

1,610e 

11.8 

4,400 

227 

256 

O'NEAL  STEEL/steel  distributor 

Birmingham,  AL 

1,605 

26.1 

3,500 

228 

7.20 

BLACK  &  VEATCH/engineering,  construction 

Overland  Park,  KS 

1,600 

14.2 

7,046 

229 

202 

FHC  HEALTH  SYSTEMS/health  care  services 

Norfolk,  VA 

1,600 

6.6 

8,100 

230 

224 

PARSONS  BRINCKERHOFF/engineering,  construction 

New  York,  NY 

1.6003 

10.5 

10,000 

231 

227 

REPUBLIC  BEVERAGE/wine,  spirits  wholesaler 

Houston,  TX 

1,600e 

16.3 

3,000 

232 

222 

ROOMS  TO  GO/furniture  stores 

Seffner,  FL 

1,600 

14.2 

6,500 

233 

• 

VERSO  PAPER/paper 

Memphis,  TN 

1,600 

NA 

3,000 

234 

• 

J  M  SMITH/drug  distributor,  health  care  data  services 

Spartanburg,  SC 

1,596 

NA 

960 

235 

• 

DUANE  READE/NY  drugstores 

New  York,  NY 

1,589 

-0.5 

6,100 

280 

RED  CHAMBER  GROUP/seafood  importer,  exporter 

Vernon,  CA 

1,580 

38.2 

1,600 

• 

GOLDEN  LiVING/nursing  homes,  assisted  living  centers 

Fort  Smith,  AR 

1,570 

NA 

27,000 

205 

SIERRA  PACIFIC  INDUSTRIES/lumber  products,  windows 

Redding,  CA 

1,570e 

4.6 

4,000 

236 

ARCTIC  SLOPE  REGIONAL/oil  refiner,  energy 

Barrow,  AK 

1,567 

19.0 

6,600 

210 

SHAMROCK  FOODS/food  wholesaler,  dairy  products 

Phoenix,  AZ 

1,566 

6.4 

2,513 

241 

314 

PETRO  STOPPING  CENTERS/truck  stops 

El  Paso,  TX 

1,548 

48.2 

5,071 

242 

180 

METRO-GOLDWYN-MAYER/movies,  TV  production 

Los  Angeles,  CA 

1,536e 

-10.9 

445 

• 

WEST  CORP/business  services 

Omaha,  NE 

1,524 

25.2 

28,100 

189 

VERTIS/advertising,  marketing  services 

Baltimore,  MD 

1,510 

0.2 

6,300 

254 

AMERICAN  TIRE  DISTRIBUTORS/tires,  wheels 

Huntersville,  NC 

1,505 

17.3 

2,200 

269 

ACADEMY  SPORTS  &  OUTDOORS/sporting  goods  stores 

Katy,  TX 

1,501 

23.4 

11,000 

244 

BELLCO  HEALTH/drug,  medical  supply  distributor 

North  Amityville,  NY 

1,500 

15.3 

255 

246 

BOSTON  CONSULTING  GROUP/consulting 

Boston,  MA 

1,500e 

15.3 

5,500 

• 

GUTHY-RENKER/infomercials,  direct  marketing 

Palm  Desert,  CA 

1,500e 

NA 

825 

• 

REYNOLDS  AND  REYNOLDS/auto-dealership  software,  services 

Kettering,  OH 

1,500e 

-0.6 

6,700 

192 

SOAVE  ENTERPRISES/scrap  metal,  steel,  beverages 

Detroit,  Ml 

1,500 

-6.7 

2,601 

252 

206 

TANG  INDUSTRIES/metal  fabricator,  distributor 

Las  Vegas,  NV 

1,500 

0 

3,200 

• 

VISANT/marketing,  publishing  services 

Armonk,  NY 

1,498 

2.4 

7,700 

233 

CONAIR/small  appliances,  personal  care  products 

Stamford,  CT 

1,488 

10.8 

3,459 

• 

MERIT  ENERGY/oil,  gas  investor,  manager 

Dallas,  TX 

1.487 

61.6 

650 

• 

PINNACLE  FOODS/pickles,  frozen  meals,  other  foods 

Cherry  Hill,  NJ 

1.4861 

57.2 

3,100 

• 

LUCASFILM/film,  entertainment  producer 

San  Francisco,  CA 

1,483e 

103.9 

1,500 

• 

ROLL  INTERN ATlONAL/agribusiness,  floral  delivery  service 

Los  Angeles,  CA 

1.4793 

72.1 

2,685 

218 

LL  BEAN/sporting  apparel  retailer 

Freeport,  ME 

1.470 

4.4 

4,300 

250 

CROWN  EQUIPMENT/heavy-duty  electric  lifts 

New  Bremen,  OH 

1,466 

13.3 

7,636 

257 

D&H  DISTRIBUTING/computers,  consumer  electronics 

Harrisburg,  PA 

1,465 

15.3 

850 

230 

HOBBY  LOBBY  STORES/hobby,  craft  stores 

Oklahoma  City,  OK 

1,465 

8.6 

17,000 

247 

CARPENTER/polyurethane  foam 

Richmond,  VA 

1,456 

12.0 

5,900 

300 

MCJUNKIN/pipes,  valves,  fittings 

Charleston,  WV 

1,446 

33.7 

1,436 

• 

MEDIANEWS  GROUP/newspapers 

Denver,  CO 

1,436e1 

84.3 

13,300 

194 
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For  more  information,  go  to  www.forbes.com/private. 


Contract  workers  include  staffing  vendors,  temporary  workers,  independent  contractors,  consulting  firms  and  retiree? 


If  we  managed  their  contract  workers,  Rome 
might  have  been  built  in  a  day. 


Jtact  Lisa  Quattrini,  Executive  Vice  President,  at  1-888-828-2750. 
Axium  International  Company/Certified  MBE.  ensemblemsp.com 


EN  EMBLE 

Workforce  Solutions. 
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PRIVATE  COMPANIES 


'06 

'05 

COMPANY/BUSINESS 

HFAnni  iartfr<; 
ncnuyuHr*  i  cr\  j 

REVENUES 
2005 

CHANGE 

/o 

L1VI  r  LU  T  L  L  j 

266 

311'   US  OIL/oil,  auto  parts,  convenience  stores 

Combined  Locks,  Wl 

1,431 

36.6 

755 

267 

277 

|   KUM  &  GO/convenience  stores 

West  Des  Moines,  IA 

1,428 

24.1 

3,663 

268 

196 

BARNES  &  NOBLE  COLLEGE  BOOKSELLERS/bookstores 

Basking  Ridge,  NJ 

1,41 5e 

1.8 

11,900 

269 

240 

K-VA-T  FOOD  STORES/Food  City  and  Super  Dollar  stores 

Abingdon,  VA 

1,414 

7.9 

11,000 

270 

• 

LATHAM  &  WATKINS/law  firm 

Los  Angeles,  CA 

1,413 

17.1 

4,234 

271 

191 

TOWERS  PERRIN/personnel  services 

Philadelphia,  PA 

1,413 

-12.7 

5,171 

272 

• 

CAMAC  INTERN ATlONAL/oil,  gas  driller,  producer,  trader 

Houston,  TX 

1,400 

50.5 

300 

27J 

258 

HAWORTH/office  furniture 

Holland,  Ml 

1,400 

11.1 

7,500 

274 

248 

KOCH  FOODS/poultry 

Park  Ridge,  IL 

1.4003 

7.6 

7,500 

275 

330 

ESTES  EXPRESS  LINES/trucking 

Richmond,  VA 

1,394 

38.8 

13,700 

276 

260 

DART  CONTAINER/plastic  cups,  food  containers 

Mason,  Ml 

1,388e 

11.0 

5,200 

277 

226 

GREAT  LAKES  CHEESE/cheese 

Hiram,  OH 

1,375 

0 

1,700 

278 

275 

INTERNATIONAL  SPECIALTY  PRODUCTS/specialty  chemicals 

Wayne,  NJ 

1,360e 

13.9 

3,100 

279 

266 

AUSTIN  INDUSTRIES/commercial  construction 

Dallas,  TX 

1,359 

10.7 

6,000 

280 

310 

SIGMA  PLASTICS  GROUP/plastic  films 

Lyndhurst,  NJ 

1,350c1 

28.5 

5,000 

281 

• 

ICC  INDUSTRIES/chemicals,  plastics,  drugs 

New  York,  NY 

1,342 

9.0 

1,700 

282 

• 

BE&K/engineering,  construction  services 

Birmingham,  AL 

1,339 

39.3 

7,283 

283 

• 

BERRY  PLASTICS/plastic  packaging 

Evansville,  IN 

1.3381 

12.5 

6,800 

284 

232 

GNC/vitamin  stores 

Pittsburgh,  PA 

1.318 

-2.0 

12,415 

285 

252 

DAY  &  ZIMMERMANN/engineering,  construction 

Philadelphia,  PA 

1,300 

1.3 

20,000 

286 

239 

HAMPTON  AFFILIATES/lumber 

Portland,  OR 

1,300 

-0.9 

1,500 

287 

294 

LPL  FINANCIAL  SERVICES/financial  services 

San  Diego,  CA 

1,300e 

18.1 

1,200 

288 

251 

NEW  BALANCE  ATHLETIC  SHOE/athletic  shoes,  apparel 

Boston,  MA 

1,300 

0.8 

2,800 

289 

241 

OXBOW/fossil  fuels,  geothermal  energy 

West  Palm  Beach,  FL 

1,300 

-0.5 

800 

290 

273 

PELLA/windows,  doors 

Pella,  IA 

1,300e 

8.3 

9,000 

291 

274 

WASHINGTON  COS/rail,  marine  transport,  environmental  services 

Missoula,  MT 

1,300 

8.3 

4,100 

292 

270 

VOUGHT  AIRCRAFT  INDUSTRIES/aerospace  subassemblies 

Dallas,  TX 

1.297 

6.7 

6,670 

293 

293 

JONES  DAY/law  firm 

Cleveland,  OH 

1,285e 

16.8 

4,850 

294 

253 

HOUGHTON  MIFFLIN/textbooks 

Boston,  MA 

1,282 

5.1 

3,113 

295 

• 

GOODY'S  FAMILY  CLOTHING/apparel  retailer 

Knoxville,  TN 

1.275e 

0.6 

12,000 

296 

317 

DAVID  WEEKLEY  HOMES/home  building 

Houston,  TX 

1,272 

23.3 

1,466 

297 

265 

MARITZ/marketing,  research,  business  services 

Fenton,  MO 

1,2701 

NA 

3,665 

298 

309 

PEERLESS  IMPORTERS/wine,  spirits  wholesaler 

Brooklyn,  NY 

1,270e 

20.9 

1,600 

299 

295 

PRINTPACK/wrappers,  flexible  packaging 

Atlanta,  GA 

1,268 

15.2 

4,100 

300 

• 

NEWEGG.COM/online  vendor  of  computers,  electronics 

City  of  Industry,  CA 

1,260e 

28.5 

1,200 

301 

331 

PLASTIPAK  PACK  AG  1  NG/plastic  containers 

Plymouth,  Ml 

1,258 

25.3 

4,500 

302 

289 

BEALL'S/department  stores 

Bradenton,  FL 

1,256 

14.0 

11,248 

303 

268 

BIG  Y  FOODS/supermarkets 

Springfield,  MA 

1,250 

2.4 

8,700 

304 

326 

CHEMCENTRAL/industrial  chemicals 

Bedford  Park,  IL 

1,250 

22.6 

1,008 

305 

237 

MICHAEL  FOODS/liquefied  eggs,  refrigerated  foods 

Minnetonka,  MN 

1,242 

-5.4 

4,132 

306 

271 

GOULD  PAPER/paperboard,  paper  distributor 

New  York,  NY 

1,240 

2.4 

374 

307 

• 

RED  MAN  PIPE  &  SUPPLY/oilfield  equipment 

luisa,  uk. 

1,^39 

M  A 

1  C\~7~) 

308 

213 

NORTH  PACIFIC  GROUP/wood,  building  materials  wholesaler 

Portland,  OR 

1,232 

-14.8 

813 

See  fop;  notes  o'l  page  200   ^   For  more  information,  go  to  www.forbes.com/private. 
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Advertisement 
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)f  the  most  lucrative  economies  in  the  world,  THE  COUNTY  OF 
he  County  of  San  Bernardino  provides  busi-    SAN  BERNARDINO 
lesses  with  resources  and  services  to  grow 

ind  thrive  in  the  global  marketplace.  With  24  cities  and  more  than  20,000  square  miles,  the  County 
)f  San  Bernardino  is  the  largest  in  the  contiguous  U.S.  and  one  of  the  fastest-growing  regions  in 
he  nation.  Its  vast  borders  stretch  from  the  greater  Los  Angeles  area  to  the  Nevada  border. 


rhe  County  of  San  Bernardino  wel- 
comes and  supports  entrepreneurs 
and  established  companies  seeking 
o  capitalize  on  a  wealth  of  opportuni- 
ies.  The  County  leads  a  vibrant  and 
ast-growing  $96  billion  economy  — 
irger  than  the  economies  of  three- 
[uarters  of  all  nations. 
According  to  trade  data,  the  County 
vas  a  destination  and  departure  point  for 
iearly  $16  billion  in  international  trade, 
rade  continues  to  grow  at  a  rapid  pace, 
marking  the  County  of  San  Bernardino's 
mergence  as  a  global  gateway. 

OPPORTUNITY 
OR  BUSINESS 

lie  County  of  San  Bernardino  hosts 
rowing  and  diverse  industries  that  are 
upported  by  an  educated  workforce 
Irawn  from  the  region's  1 1  universities 
nd  colleges.  Businesses  find  an  opportu- 
ity  to  thrive  in  logistics  and  manufactur- 
tg,  aerospace  and  defense,  medical 
esearch  and  technology,  and  banking 
nd  finance.  Corporate  America  counts 
tie  County's  success  in  millions  of  square 
set  of  new  office  complexes,  industrial 
slants  and  commercial  development,  and 
illions  of  dollars  in  commerce  and  trade. 

Entrepreneurs  are  taught  by  the  nation's 
•est  and  willingly  nurtured  in  every  city 
nd  community.  The  County  hosts  San 
iernardino's  Inland  Empire  Center  for 
Lntrepreneurship  at  California  State 
Jniversity,  the  nation's  fourth-ranked 
;raduate  entrepreneurship  program. 


Despite  record-breaking  construction 
rates  for  commercial  real  estate,  the 
County  boasts  an  elite  real  estate  market 
featuring  one  of  the  lowest  office  and 
industrial  vacancy  rates  in  the  nation. 

OPPORTUNITY 

FOR  A  QUALITY  LIFESTYLE 

Mixed-use  developments  and  higher- 
density  living  in  the  County  of  San 
Bernardino  are  continuing  to  drive  the 
evolution  of  the  region  from  a  subur- 
ban market  into  a  thriving  population 
and  job  center.  The  County  of  San 
Bernardino  is  recognized  for  its  nation- 
ally acclaimed,  pedestrian-friendly 
projects  where  housing,  retail,  recre- 
ation, entertainment,  civic  and  cultural 
services  coexist  in  one  convenient  area. 

OPPORTUNITY 
FOR  GLOBAL  TRADE 

The  County  of  San  Bernardino  is 
uniquely  positioned  to  serve  local, 
national  and  global  markets.  Its  superi- 
or transportation  infrastructure  includes 
two  intercontinental  railroads  and 
major  trucking  routes  along  key  trade 
corridors.  Three  international  airports, 
including  LA-Ontario  International 
Airport,  the  nation's  15th-busiest  cargo 
airport,  support  commerce  along  the 
Pacific  Rim.  The  County  offers  direct 
access  to  the  nation's  largest  seaport 
complex  in  Los  Angeles  and  Long  Beach. 

Dozens  of  the  world's  largest  compa- 
nies base  their  logistics  operations  in  San 


Bernardino  County.  Delivery  giant  UPS 
operates  its  western  hub  in  the  County 
at  LA-Ontario  International  Airport, 
with  direct  daily  cargo  flights  to  China. 

As  an  economic  development  tool, 
international  trade  translates  to  job  cre- 
ation and  economic  opportunity  for 
businesses.  The  County  organizes  and 
facilitates  business-intensive  trade  mis- 
sions with  companies  big  and  small  to 
emerging  and  established  world  markets. 
The  missions  provide  an  opportunity  for 
San  Bernardino  County  businesses  to 
capitalize  on  growing  trade  possibilities. 
Past  trade  missions  to  China  have  helped 
local  small  to  midsize  businesses  secure 
millions  of  dollars  in  new  contracts.  # 

COUNTY  OF 

San  Bernardino 


ECONOMIC  DEVELOPMENT  AGENCY 
www.OpportunityCA.us 
909.387.4700 


COMPANIES 


EST 


'06 

'05 

COMPANY/BUSINESS 

HEADQUARTERS 

REVENUES 
2005 
(SMIL) 

CHANGE 

% 

EMPLOYEES 

309 

304 

— — 

REMY  INTERNATIONAL/electrical,  transmission,  motor  parts 

Anderson,  IN 

1,229 

16.9 

7,971 

310 

297 

TIC  HOLDINGS/builds  power,  petrochemical,  industrial  plants 

Steamboat  Springs,  CO 

1,224 

11.2 

9,000 

311 

• 

INTERACTIVE  BROKERS  GROUP/securities  broker 

Greenwich,  CT 

1,217 

73.6 

496 

312 

• 

FOOOARAMA  SUPERMARKETS/supermarkets 

Freehold,  NJ 

1.215 

3.4 

6,850 

313 

281 

HONICKMAN  AFFILIATES/soft  drink  bottler 

Pennsauken,  NJ 

1,215e 

7.5 

5,000 

314 

232 

TOPA  EQUITIES/beverage  distributor,  insurance 

Los  Angeles,  CA 

1,202 

7.2 

2,318 

315 

• 

ADVANCED  DRAINAGE  SYSTEMS/plastic  pipe  manufacturer 

Hilliard,  OH 

1,200 

NA 

3,800 

316 

• 

ILITCH  HOLDINGS/pizza  restaurants,  sports 

Detroit,  Ml 

1,200e 

33.3 

12,000 

317 

306 

MA  LABORATORIES/computer  equipment  distributor 

San  Jose,  CA 

1,200 

14.2 

600 

318 

278 

LES  SCHWAB  TIRE  CENTERS/tire  stores 

Prineville,  OR 

1,200e 

4.3 

6,000 

319 

325 

SUFFOLK  CONSTRUCTION/general  contractor 

Boston,  MA 

1,200 

17.6 

709 

320 

287 

VIEWSONIC/computer  monitors 

Walnut,  CA 

1,200 

8.7 

647 

321 

• 

AFFINION  GROUP/marketing  services 

Norwalk,  CT 

1,199 

-21.6 

3,000 

322 

334 

CROWLEY  MARITIME/marine  transport 

Oakland,  CA 

1,191 

20.3 

4,300 

323 

323 

LONG  &  FOSTER  COS/real  estate  brokerage 

Fairfax,  VA 

1,190 

16.3 

2,450 

324 

276 

RITZ  CAMERA  CENTERS/photography,  boat  stores 

Beltsville,  MD 

1,185 

0 

10,700 

325 

328 

DREES  CO/home  building 

Fort  Mitchell,  KY 

1,183 

15.3 

1,339 

326 

279 

WIRTZ/liquor  wholesaler,  real  estate,  sports 

Chicago,  IL 

1.180e 

6.3 

2,275 

327 

• 

ZACHRY  CONSTRUCTION/commercial  construction 

San  Antonio,  TX 

1,175e 

21.6 

12,000 

328 

298 

ASSOCIATED  MATERIALS/vinyl  siding,  windows 

Cuyahoga  Falls,  OH 

1,174 

7.3 

4,740 

329 

284 

GSC  ENTERPRISES/food  distributor 

Sulphur  Springs,  TX 

1,174 

5.1 

1,150 

330 

315 

FREEMAN  COS/trade  show  services 

Dallas,  TX 

1,173 

12.6 

3,800 

331 

• 

EDUCATION  MANAGEMENT/post-secondary-school  education 

Pittsburgh,  PA 

1,170 

14.8 

12,150 

332 

• 

GATE  PETROLEUM/convenience  stores,  resorts,  real  estate 

Jacksonville,  FL 

1,1 70e 

20.9 

3,500 

333 

283 

ALSCO/linens,  uniforms 

Salt  Lake  City,  UT 

1,169e 

4.5 

12,000 

334 

• 

ROSEBURG  FOREST  PRODUCTS/forest  products,  building  materials 

Roseburg,  OR 

1,162e 

35.1 

3,650 

335 

• 

ATA  AIRLINES/discount  airline 

Indianapolis,  IN 

1,160e 

NA 

2,700 

336 

• 

SAVASENIORCARE/nursing  homes,  assisted  living  centers 

Atlanta,  GA 

1,160e 

NA 

23,673 

337 

299 

M  A  MORTENSON/commercial  construction 

Minneapolis,  MN 

1,157 

6.6 

1,800 

338 

288 

CONCENTRA  OPERATING/health  cost  containment  services 

Addison,  TX 

1,155 

5.3 

11,275 

339 

• 

UGS/product  management  software 

Piano,  TX 

1,155 

18.1 

7,200 

340 

• 

FOREVER  LIVING  PRODUCTS  INTL/aloe  vera  products 

Scottsdale,  AZ 

1,1 50e 

21.0 

4,100 

341 

• 

PC  RICHARD  &  SON/appliance,  consumer  electronics  retailer 

Farmingdale,  NY 

1,150 

18.6 

2,500 

342 

308 

MTD  PRODUCTS/lawn  mowers,  outdoor  power  equipment 

Valley  City,  OH 

1.131e 

7.7 

6,700 

343 

• 

BAIN  &  CO/consulting 

Boston,  MA 

1.130 

13.5 

3,200 

344 

319 

SIDLEY  AUSTIN/law  firm 

Chicago,  IL 

1.124 

9.2 

3,585 

345 

• 

TUBE  CITY  IMS2/metals  recycler,  mill  services 

Glassport,  PA 

1.123 

-13.6 

2,399 

346 

• 

WEITZ/general  contractor 

Des  Moines,  IA 

1,111 

25.4 

2,024 

347 

302 

ASI/computer  equipment,  software  distributor 

Fremont,  CA 

1,110 

4.7 

600 

348 

272 

DAWN  FOOD  PRODUCTS/bakery  supplies,  equipment 

Jackson,  Ml 

1,110 

-7.5 

3,850 

349 

320 

UNITED  COMPONENTS/auto  parts 

Evansville,  IN 

1,1 07e1 

7.7 

8,400 

350 

318 

WILLIAMSON-DICKIE  MFG/work  wear,  casual  wear 

Fort  Worth,  TX 

1,102e 

6.9 

4,160 

351 

333 

BEAULIEU  OF  AMERiCA  GROUP/carpets,  carpet  yarns 

Dalton,  GA 

1,100e 

10.0 

8,300 

For  more  information,  go  to  www.forbes.com/private. 
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THE  ARTS  fgj^fe 
CREATIVE  ^  m  $c£\i 
IDEAS  MAKE BViS\^ 


THE 
BQA 

2006 


THE  BCATEN:  Best  Companies 
Supporting  the  Arts  in  America 

presented  by 

Business  Committee  for  the  Arts,  Inc. 
and  FORBES  Magazine 

Advanta 

Bison  Financial  Group 
The  Boeing  Company 
Fort  Worth  Star-Telegram 
HCA 

I.W.  Marks  Jewelers  LLP 
Lincoln  Financial  Group 
The  PNC  Financial  Services  Group,  Inc. 
Sabroso  Company 
Time  Warner  Inc. 

BCA  HALL  OF  FAME 
Humana  Inc. 

BCA  LEADERSHIP  AWARD 

J.  Barry  Griswell,  Principal  Financial  Group 

For  a  list  of  previous  honorees  and  to  nominate  for  2007,  www.bcainc.org/thebcaten.html 


Presenting  Sponsors: 

Bank  of  America,  The  First  American  Corporation,  MARKEM  Corporation,  Morgan  Stanley,  Principal  Financial  Group,  Target 


When  it  comes  to  believing  in 
the  power  of  the  arts  to  inspire 
leadership,  creativity  and  success, 
the  best  companies  supporting 
the  arts  are  all  on  the  same  page. 

And  we're  happy  to  honor  them. 


BCA 

Bringing  business  and  the  arts  together 
www.bcainc.org 


Forbes 

CAPITALIST  TOOL 
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PRIVATE  COMPANIES 


'06 

'05 

COMPANY/BUSINESS 

HEADQUARTERS 

REVENUES 
2005 
(SMIL) 

CHANGE 

% 

EMPLOYEES 

352 

324 

CONNELL  LIMITED  PARTNERSHIP/aluminum  alloys,  md  equipment 

Boston,  MA 

1,100 

7.8 

2,000 

353 

292 

GENMAR  HOLDINGS/recreational  boats 

Minneapolis,  MN 

1,100 

0 

5,400 

354 

• 

GOSS  iNTERNATIONAL/printing  equipment 

Bolingbrook,  IL 

1,100e 

24.1 

4,100 

355 

316 

GOYA  FOODS/Hispanic  foods 

Secaucus,  NJ 

1,100e 

5.7 

2,700 

356 

255 

KEY  SAFETY  SYSTEMS/auto  safety  systems,  components 

Sterling  Heights,  Ml 

1,100 

0 

9,000 

357 

• 

KIMBALL  HILL  HOMES/residential  builder,  developer 

Rolling  Meadows,  IL 

1,100 

19.4 

958 

358 

140 

ROONEY  HOLDINGS/construction,  electronics,  real  estate 

Naples,  FL 

I.IOOe1 

NA 

1,975 

359 

338 

SUTHERLAND  LUMBER/home  improvement  stores 

Kansas  City,  MO 

1.100e 

10.0 

2,400 

360 

• 

GREATWIDE  LOGISTICS  SERVICES/trucking,  logistics 

Irving,  TX 

1,087e1 

NA 

2,800 

361 

290 

MCKEE  FOODS/Little  Debbie  and  Sunbelt  snacks 

Collegedale,  TN 

1,085 

-1.4 

6,573 

362 

307 

MICRO  ELECTRON ICS/M icro  Center  computer  stores 

Hilliard,  OH 

1,083e 

3.1 

2,000 

363 

• 

REXNORD/power  transmission,  conveying  components 

Milwaukee,  Wl 

1,081 

33.2 

5,800 

364 

321 

BARTON  MALOW/commercial  construction 

Southfield,  Ml 

1,080 

5.4 

1,280 

365 

291 

BOZZUTO'S/food  wholesaler,  supermarkets 

Cheshire,  CT 

1,080e 

-1.8 

3,100 

366 

• 

PACIFIC  COAST  BUILDING  PRODUCTS/building  materials 

Rancho  Cordova,  CA 

1,077 

14.0 

3,700 

367 

327 

24  HOUR  FITNESS  WORLDWIDE/  tn  centers 

San  Ramon,  CA 

1,077 

6.1 

19,660 

368 

• 

PLIANT/film,  flexible  packaging  materials 

Schaumburg,  IL 

1,073 

10.7 

2,940 

369 

301 

BOSCOV'S  DEPARTMENT  STORE/department  stores 

Reading,  PA 

1,072 

0 

10,000 

370 

• 

LIFETOUCH/portrait,  studio  photography 

Eden  Prairie,  MN 

1,070e1 

10.5 

22,000 

371 

337 

PLASTECH  ENGINEERED  PRODUCTS/plastic  auto  parts 

Dearborn,  Ml 

1,069e 

6.9 

5,650 

372 

• 

EURAMAX  INTERN ATlONAL/metal,  fiberglass  fabricator 

Norcross,  GA 

1,068 

10.6 

3,200 

373 

312 

COLUMBIA  FOREST  PRODS/wood  veneers,  plywood,  flooring 

Portland,  OR 

1,050 

0.3 

4,000 

374 

• 

APPLETON  PAPERS/paper,  paper  products 

Appleton,  Wl 

1,047 

5.7 

3,238 

375 

• 

WHITE  &  CASE/law  firm 

New  York,  NY 

1.046 

9.7 

4,541 

376 

• 

ALBERICI/industrial,  commercial  construction 

St  Louis,  MO 

1,033 

69.9 

511 

377 

• 

INSERRA  SUPERMARKETS/supermarkets 

Mahwah,  NJ 

1,030 

7.2 

4,000 

378 

• 

ELECTRO-MOTIVE  DIESEL/locomotive,  diesel  manufacturer 

La  Grange,  IL 

1,029e 

NA 

2,640 

379 

• 

CLUBCORP/private  clubs,  resorts 

Dallas,  TX 

1,028 

8.9 

18,300 

380 

• 

HOLIDAY  RETIREMENT/retirement  community  builder,  operator 

Salem,  OR 

1,027 

9.6 

7,500 

381 

• 

NYPRO/plastic  molding  equipment,  services 

Clinton,  MA 

1.023 

NA 

15,000 

382 

• 

STEWART'S  SHOPS/upstate  NY,  VT  ice  cream  stores 

Saratoga  Springs,  NY 

1,023 

17.1 

4,000 

383 

322 

CINEMARK  USA/movie  theaters 

Piano,  TX 

1,021 

-0.2 

8,100 

384 

• 

APEX  OIL/oil  distributor 

Clayton,  MO 

1,020e 

41.2 

250 

385 

• 

THORNTONS/gas  stations,  convenience  stores 

Louisville,  KY 

1,018 

24.0 

1,897 

386 

• 

WEIL  GOTSHAL  &  MANGES/law  firm 

New  York,  NY 

1,017e 

12.3 

3,000 

387 

329 

TEAM  HEALTH/physician-staffing  services 

Knoxville,  TN 

1,015 

0.5 

5,600 

388 

313 

TRIMAS2/transport  equipment,  packaging  systems 

Bloomfield  Hills,  Ml 

1,001 

7.5 

4,800 

389 

285 

BARTLETT  &  CO/grain  merchandising,  storage 

Kansas  City,  MO 

1,000 

-9.9 

720 

390 

263 

ESSELTE/filing,  labeling,  office  supplies 

Stamford,  CT 

1,000 

NA 

5,400 

391 

335 

M  FABRIKANT  &  SONS/jewelry,  diamond  wholesaler 

New  York,  NY 

I.OOOe 

0 

800 

392 

• 

THE  KRAFT  GROUP/paper,  packaging,  sports 

Foxborough,  MA 

1,000e 

NA 

5,000 

393 

ruKiiY  WnULtbALc  GROCERS/grocery  wholesaler 

Boca  Raton,  FL 

1,000 

-20.0 

350 

394 

339 

SWAGELOK/valves,  fittings,  fluid-system  products 

Solon,  OH 

1,000e 

0 

3,000 

Revenues  exclude  excise  taxes  where  applicable,  r  'iblic  subsidiaries  and  sales  from  discontinued  operations.  Revenues  are  worldwide  figures.  •  Not  on  last  year's  list.  NA:  Not 
applicable  e:  Forbes  estimate.  'Pro  forma  figure.  'Announced  plans  to  go  public.  'Company-provided  estimate.  "Agreed  to  be  acquired.  ^Formerly  Sunbelt  Beverage 
'Formerly  Anderson  News.  'Formerly  Dunn  Industries.  'Formerly  Nortek  Holdings. 

For  more  information,  go  to  www.forbes.com/private. 
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Your  free  pass  to 


Search  and  download  over  50/000 

white  papers,  presentations, 
case  studies,  webcasts  &  blogs 

relevant  to  your  job.  BNET  delivers  in-depth  content 
jppfor  over  50  job  functions  in  more  than  30  industrie^ 


From  content  on 
Audits  to  Zoning, 

BNET  can  help  you  pass  the 
crowd  at  work.  And  BNET  is 
part  of  CNET  Networks,  a 
top-10  online  media  company1 


BNET 


Get  smarter  about  what's 


Drk.  www.bnet.com 


'December  2005  Comscore  Media  Metrix 


A  Property  of  CNET  Networks  WLSk  networks 


AMERICA'S  LARGEST 

PRIVATE,  COMPANIES  INDEX 


RANK 

COMPANY 

RANK 

COMPANY 

RANK 

COMPANY 

RANK 

COMPANY 

117 

ABC  Supply 

67 

Booz  Allen  Hamilton 

212 

Dresser 

360 

Greatwide  Logistics  Services 

246 

Academy  Sports  &  Outdoors 

369 

Boscov's  Department  Store 

198 

Drummond 

121 

Grocers  Supply 

26 

Advance  Publications 

196 

Bose 

235 

Duane  Reade 

329 

GSC  Enterprises 

315 

Advanced  Drainage  Systems 

248 

Boston  Consulting  Group 

210 

Dunavant  Enterprises 

41 

Guardian  Industries 

82 

Aecom  Technology 

365 

Bozzuto's 

171 

Ebsco  Industries 

39 

Gulf  Oil 

162 

Affinia  Group 

200 

Bradco  Supply 

86 

Eby-Brown 

45 

Gulf  States  Toyota 

321 

Affinion  Group 

220 

Brasfield  &  Gorrie 

331 

Education  Management 

249 

Guthy-Renker 

376 

Alberici 

151 

Brightstar 

61 

84  Lumber 

70 

HT  Hackney 

116 

Alex  Lee 

164 

Brookshire  Grocery 

378 

Electro-Motive  Diesel 

56 

Hallmark  Cards 

49 

Allegis  Group 

73 

Burlington  Coat  Factory  Warehouse 

21 

Enterprise  Rent-A-Car 

286 

Hampton  Affiliates 

333 

Alsco 

11 

HE  Butt  Grocery 

95 

Ergon 

273 

Haworth 

27 

Alticor 

7 

C&S  Wholesale  Grocers 

8 

Ernst  &  Young 

163 

HealthMarkets 

158 

Altivity  Packaging 

272 

Camac  International 

390 

Esselte 

46 

Hearst 

136 

AMC  Entertainment 

20 

Capital  Group  Cos 

275 

Estes  Express  Lines 

144 

Heico  Cos 

245 

American  Tire  Distributors 

2 

Cargill 

372 

Euramax  International 

206 

Hensel  Phelps  Construction 

123 

Amsted  Industries 

44 

Carlson  Cos 

391 

M  Fabrikant  &  Sons 

23 

Hertz  Global  Holdings 

94 

Andersen 

263 

Carpenter 

229 

FHC  Health  Systems 

48 

Hexion  Specialty  Chems 

113 

Anderson  Cos 

218 

CC  Industries 

14 

Fidelity  Investments 

262 

Hobby  Lobby  Stores 

384 

Apex  Oil 

143 

Central  National-Gottesman 

17 

Flying  J 

204 

Holiday  Cos 

374 

Appleton  Papers 

90 

CH2M  Hill  Cos 

159 

Follett 

380 

Holiday  Retirement 

239 

Arctic  Slope  Regional 

100 

Charmer  Sunbelt  Group 

312 

Foodarama  Supermarkets 

313 

Honickman  Affiliates 

205 

Ardent  Health  Services 

304 

Chemcentral 

340 

Forever  Living  Products  Intl 

145 

HP  Hood 

119 

Ashley  Furniture  Industries 

383 

Cinemark  USA 

197 

Foster  Farms 

140 

Houchens  Industries 

347 

ASI 

106 

Clark  Enterprises 

185 

Frank  Consolidated  Enterprises 

294 

Houghton  Mifflin 

138 

Asplundh  Tree  Expert 

379 

ClubCorp 

330 

Freeman  Cos 

146 

JM  Huber 

328 

Associated  Materials 

47 

Colonial  Group 

142 

Fry's  Electronics 

147 

Hunt  Consolidated/Hunt  Oil 

335 

ATA  Airlines 

373 

Columbia  Forest  Prods 

182 

G-l  Holdings 

213 

Hunt  Construction  Group 

279 

Austin  Industries 

254 

Conair 

112 

E&J  Gallo  Winery 

40 

Hy-Vee 

343 

Bain  &  Co 

338 

Concentra  Operating 

332 

Gate  Petroleum 

221 

lasis  Healthcare 

211 

Baker  &  Taylor 

352 

Connell  Limited  Partnership 

152 

General  Parts 

281 

ICC  Industries 

268 

Barnes  &  Noble  College  Booksellers 

109 

Consolidated  Elec  Distributors 

353 

Genmar  Holdings 

316 

Mitch  Holdings 

389 

Bartlett  &  Co 

187 

ContiGroup  Cos 

32 

Giant  Eagle 

120 

Ingram  Industries 

364 

Barton  Malow 

194 

Cooper-Standard  Automotive 

108 

Gilbane 

377 

Inserra  Supermarkets 

125 

Bashas' 

179 

Covalence  Specialty  Materials 

101 

Glazer's  Wholesale  Drug 

311 

Interactive  Brokers  Group 

186 

Bass  Pro  Shops 

12 

Cox  Enterprises 

87 

Global  Hyatt 

107 

International  Data  Group 

282 

BE&K 

322 

Crowley  Maritime 

284 

GNC 

278 

International  Specialty  Products 

302 

Bead's 

260 

Crown  Equipment 

237 

Golden  Living 

71 

InterTech  Group 

259 

LL  Bean 

83 

Cumberland  Farms 

137 

Golden  State  Foods 

139 

JE  Dunn  Construction  Group 

351 

Beaulieu  of  America  Group 

261 

D&H  Distributing 

96 

Golub 

102 

Jeld-Wen 

9 

Bechtel 

276 

Dart  Container 

295 

Goody's  Family  Clothing 

18 

JM  Family  Enterprises 

99 

Belk 

296 

David  Weekley  Homes 

62 

Gordon  Food  Service 

80 

JohnsonDiversey 

247 

Bellco  Health 

348 

Dawn  Food  Products 

178 

WL  Gore  &  Associates 

29 

SC  Johnson  &  Son 

i 

Berry  Plastics 

285 

Day  &  Zimmermann 

354 

Goss  International 

- 

293 

Jones  Day 

fttf 

Berwind  Group 

130 

DeBruce  Grain 

306 

Gould  Paper 

89 

Edward  Jones 

Bi-Lo  Holdings 

169 

Delaware  North  Cos 

355 

Goya  Foods 

269 

K-VA-T  Food  Stores 

Big  Y  Foods 

170 

Demoulas  Super  Markets 

128 

Graham  Packaging  Holdings 

172 

Ben  E  Keith 

228 

Black  &  Veatch 

190 

Discount  Tire 

110 

Grant  Thornton  International 

356 

Key  Safety  Systems 

Bloomberg 

Dot  Foods 

50 

Graybar  Electric 

92 

Keystone  Foods 

r ' 

Boise  Cascade 

L 

Drees  Co 

277 

Great  Lakes  Cheese 

52 

Peter  Kiewit  Sons' 
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Richard  Ward  and  David  Graves, 

Co-founders,  Saintsbury  Winery,  Carneros,  Napa  Valley 


Union 

Bank  of 
California 


Saintsbury's  bank 


offers  a  blend  of  personal  attention  and  global  resources 


produces  financing  to  help  grow  their  vineyards 


provides  foreign  exchange  services  to  import  French  oak  barrels 


manages  their  personal  wealth  with  a  delicate  balance 


pairs  Saintsbury  perfectly  with  the  right  banking  solutions. 


Invest  in  you 


Commercial  Banking 

Northern  California  -  Michael  Riley,  Market  President,  (415)  705-7170 

Central  Valley  -  Scott  A.  Hagel,  Market  President,  (916)  321-6702 

Pacific  Northwest  -  Scott  A.  Hagel,  Market  President,  (916)  321-6702 

Los  Angeles/Ventura/Santa  Barbara  -  Bita  Ardalan,  Market  President,  (213)  236-7761 

Orange  County/Inland  Empire/San  Diego  -  Scott  Connella,  Market  President,  (949)  553-6855 

Small  Business  Services   (866)  876-7065 

All  financing  subject  to  credit  approval. 


Visit  us  at  unionbank.com 


=  2006  Union  Bank  of  California,  N.A.  Member  FDIC 
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RANK  COMPANY 
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357 

Kimball  Hill  Homes 

214 

National  Gypsum 

358 

Rooney  Holdings 

310 

TIC  Holdings 

97 

Kingston  Technology 

54 

Neiman  Marcus  Group 

334 

Roseburg  Forest  Products 

129 

Tishman  Construction 

58 

Kinray 

288 

New  Balance  Athletic  Shoe 

168 

Rosen's  Diversified 

314 

Topa  Equities 

219 

Knowledge  Learning 

300 

Newegg.com 

68 

Roundy's  Supermarkets 

271 

Towers  Perrin 

274 

Koch  Foods 

150 

NewPage 

134 

Sammons  Enterprises 

13 

Toys  "R"  Us 

1 

Koch  Industries 

308 

North  Pacific  Group 

217 

SAS  Institute 

33 

Transammonia 

51 

Kohler 

180 

NTK  Holdings 

336 

SavaSeniorCare 

15 

TransMontaigne 

392 

The  Kraft  Group 

381 

Nypro 

126 

Save  Mart  Supermarkets 

60 

TravelCenters  of  America 

267 

Kum  &  Go 

227 

O'Neal  Steel 

72 

Schneider  National 

133 

Travelport 

207 

Landmark  Communications 

59 

OSI  Group 

148 

Schnuck  Markets 

388 

TriMas 

270 

Latham  &  Watkins 

289 

Oxbow 

98 

Schreiber  Foods 

175 

Truman  Arnold  Cos 

149 

Leprino  Foods 

366 

Pacific  Coast  Building  Products 

318 

Les  Schwab  Tire  Centers 

345 

Tube  City  IMS 

53 

Levi  Strauss  &  Co 

111 

Parsons 

77 

Schwan  Food 

367 

24  Hour  Fitness  Worldwide 

181 

Life  Care  Centers  of  America 

230 

Parsons  Brinckerhoff 

174 

Scoular 

339 

UGS 

370 

Lifetouch 

341 

PC  Richard  &  Son 

189 

Select  Medical 

157 

UniGroup 

114 

Linens  'N  Things 

298 

Peerless  Importers 

5 

SemGroup 

34 

Unisource  Worldwide 

323 

Long  &  Foster  Cos 

290 

Pella 

127 

Services  Group  of  America 

349 

United  Components 

64 

Love's  Travel  Stops 

75 

Perdue  Farms 

240 

Shamrock  Foods 

266 

US  Oil 

287 

LPL  Financial  Services 

176 

Petco  Animal  Supplies 

74 

if  Shea 

122 

US  Oncology 

257 

Lucasfilm 

241 

Petro  Stopping  Centers 

79 

Sheetz 

103 

Vanguard  Car  Rental  Group 

317 

Ma  Laboratories 

154 

Petters  Group  Worldwide 

156 

ShopKo  Operating 

115 

Vanguard  Health  Systems 

183 

Maines  Paper  &  Food  Service 

256 

Pinnade  Foods 

344 

Sidley  Austin 

233 

Verso  Paper 

165 

Mansfield  Oil 

371 

Plastech  Engineered  Products 

238 

Sierra  Pacific  Industries 

244 

Vertis 

297 

Maritz 

301 

Plastipak  Packaging 

280 

Sigma  Plastics  Group 

320 

ViewSonic 

35 

Marmon  Group 

22 

Platinum  Equity 

85 

JR  Simplot 

253 

Visant 

6 

Mars 

368 

Pliant 

38 

Sinclair  Oil 

104 

Vistar 

Vought  Aircraft  Industries 

203 

Marsh  Supermarkets 

3 

PricewaterhouseCoopers 

226 

Skadden,  Arps 

292 

153 

Mary  Kay 

299 

Printpack 

234 

J  M  Smith 

91 

VWR  International 

43 

MBM 

37 

Pro-Build  Holdings 

251 

Soave  Enterprises 

141 

Walsh  Group 

177 

McCarthy  Building  Cos 

4 

Publix  Super  Markets 

167 

Software  House  Intl 

216 

Warren  Equities 

264 

Mdunkin 

393 

Purity  Wholesale  Grocers 

132 

Solo  Cup 

291 

Washington  Cos 

361 

McKee  Foods 

184 

Quad/Graphics 

31 

Southern  Wine  &  Spirits 

63 

Wawa 

65 

McKinsey  &  Co 

155 

Quality  King  Distributors 

88 

Southwire 

66 

Wegmans  Food  Markets 

201 

McWane 

28 

QuikTrip 

202 

AG  Spanos  Cos 

386 

Weil  Gotshal  &  Manges 

265 

MediaNews  Group 

135 

Quintiles  Transnational 

124 

Sports  Authority 

346 

Weitz 

161 

Medline  Industries 

1 

RaceTrac  Petroleum 

223 

SSA  Marine 

243 

West  Corp 

10 

Meijer 

Raley's 

76 

Stater  Bros  Markets 

375 

White  &  Case 

24 

Menard 

84 

Red  Apple  Group 

382 

Stewart's  Shops 

93 

Whiting-Turner  Contracting 

255 

Merit  Energy 

Red  Chamber  Group 

118 

Structure  Tone 

224 

Wilbur-Ellis 

131 

Mervyns 

Red  Man  Pipe  &  Supply 

319 

Suffojk  Construction 

191 

William  Lyon  Homes 

188 

Metaldyne 

309 

Remy  International 

57 

SunGard  Data  Systems 

350 

Williamson-Dickie  Mfg 

222 

Metals  USA 

208 

Renco  Group 

359 

Sutherland  Lumber 

105 

WinCo  Foods 

242 

Metro-Goldwyn-Mayer 

231 

Republic  Beverage 

394 

Swagelok 

166 

WinWholesale 

305 

Michael  Foods 

363 

Rexnord 

19 

Swift  &  Co 

326 

Wirtz 

362 

Micro  Electronics 

25 

Reyes  Holdings 

193 

Swinerton 

192 

World  Wide  Technology 

81 

Milliken  &  Co 

7^! 

Reynolds  &  Reynolds 

252 

Tang  Industries 

199 

Yates  Cos 

337 

M  A  Mortenson 

173 

Rirh  PrnHnrtc 
nun  nuuui.13 

209 

215 

Yni  inn'c  Msrlf Pt 
TUUIIy  i  lVldlKCl 

342 

MTD  Products 

324 
258 

Ritz  Camera  Centers 

387 

Team  Health 

327 

Zachry  Construction 

30 

Murdock  Holding  Company 

Roll  International 

16 

Tenaska  Energy 

195 

National  Distributing 

232 

Rooms  To  Go 

385 

Thorntons 
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Introducing. 


Forbes 


TRAVELER 


COM 


Expert  advice  for  luxury  travelers. 


From  inspiration  to  reservation,  ForbesTraveler.com  is  your  online 
source  for  dreaming,  planning,  and  booking  the  world's  most  distinctive  travel  experiences. 
All  from  the  editorial  source  you  know  and  trust,  Forbes. 


ForbesTraveler.com  offers  exclusive  content,  including: 

Acclaimed  Travel  Writers  •  Luxury  Travel  Expert  Panel  •  Fine  Property  Reviews 
Destination  Experts  •  Virtual  Tours  of  Featured  Locations... and  more! 

Get  Inspired.  Visit  ForbesTraveler.com  today! 
www.forbestraveler.com 


Presenting  Sponsor: 


PREVIEWS 


The  most  fuel-efficient  auto  company  in  America*.  Meet  Small  Oil. 
Honda  has  always  been  committed  to  developing  environmentally  responsible 
technology  And  with  cars  like  the  all-new  Fit  along  with  the  legendary  Civic. 
Honda  will  continue  as  the  leader  in  fuel  efficiency*  Through  innovation  and  hard 
work,  Small  Oil  can  make  a  world  of  difference.  That's  our  Environmentology: 


The  Power  of  Dreams 


ased  on  model  year  2005  CAFE  average  fuel  economy  ratings  and  weighted  sales  tor  passenger  car  and  light-truck  fleets  sold  in  the  US.  by  major  manufacturers  -  Civic  Hybrid  and  Fit  Sport  with  SMT  showr 
EPA  mileage  estimates:  49 city/51  highway  33  city/38  highway,  respectively  Use  for  comparison  purposes  only.  Actual  mileage  may  vary  ©2006  American  Honda  Motor  Co..  Inc.  enviionmentology.honda  < 


ikers 


FOR  MORE  FINANCIAL  STATS  GO  TO  WWW.FORBES.COM/MAKERS 

Demographics 
And  Destiny 

mm  t's  the  stealth  financial  giant.  GENWORTH  FINANCIAL  (33,  GNW) 

I  is  the  largest  U.S.  seller  of  long- term-care  insurance  and  vari- 
I  able  annuities,  number  four  for  term  life  and  number  five  for 
I  mortgage  insurance.  But  most  people  have  never  heard  of 
I  the  company.  When  it  went  public  in  2004,  spun  off  by  par- 
ent General  Electric,  Genworth  was  the  year's  biggest  initial  pub- 
lic offering.  Yet  Google's  stock  offering  got  all  the  attention  then. 

Under  longtime  GE  vet  Michael  Fraizer,  Genworth  is  trying 
to  get  on  consumers'  and  investors'  maps.  There's  an  ad  campaign 
to  give  it  brand  awareness.  Genworth  has  launched  a  $1  billion 
share  buyback.  With  a  trailing  price/earnings  multiple  of  12,  it 
certainly  is  affordable  and  cheaper  than  rivals. 

For  now  the  stock  remains  in  a  narrow  trading  range.  It  dipped 
a  bit  from  $36  in  late  October  when  third-quarter  earnings  missed 
Street  predictions.  One  reason  is  more  defaults  of  mortgage  insur- 
ance— which,  ironically,  protects  against  borrower  defaults — due 
to  auto  industry  job  losses  in  the  Great  Lakes. 

Still,  the  long-term  outlook  is  good  for  Genworth,  which  is 
run  with  the  usual  GE  precision.  Deutsche  Bank  analyst  Darin 


Genworth's 
sweet  spot: 
I  for  this. 

Arita  believes  Genworth  will  hit  its  goal  of  a 
12%  return  on  equity  by  2008;  ROE  now  is  1 1%. 

Strategically  the  company  is  focused  on  an 
aging  population,  so  time  is  on  its  side.  Latest  move:  acquiring 
AssetMark,  which  provides  online  planning  tools  for  financial 
advisers.  As  for  mortgage  insurance  (12%  of  revenue),  Chief 
Executive  Fraizer  figures  he  can  find  growth  in  overseas  markets 
where  home  ownership  is  rising.  —Larry  Light 


Jet  Fueled 


Oil  prices  are  suddenly 
the  friend  of  the  airline 
industry:  They're  lower 
than  last  summer.  Few 
carriers  are  poised  to  re- 
bound as  successfully  as 
Chile's  LAN  AIRLINES  (42, 
LFL),  one  of  Latin  Amer- 
ica's largest,  connecting  Chile,  Argentina, 
Peru  and  Ecuador  with  North  America  and 
Europe.  The  region's  decent  economic 
growth  and  strengthened  currencies  make 
foreign  travel  cheaper  for  Latins. 

The  stock,  which  trades  as  an  Ameri- 
can Depositary  Receipt,  slumped  until 
recendy.  But  with  the  good  news  on  lower 
jet  fuel  costs,  it  has  climbed  back  up  and 
today  changes  hands  at  18  times  trailing 
earnings,  in  line  with  peers. 

Earnings  through  September  rose  53%  to 
$148  million  on  $2.2  billion  in  revenue.  Last 
year,  when  fuel  costs  pummeled  returns,  the 


company  sagely  reined  in  costs  by  renegoti- 
ating maintenance  contracts  and  buying  fuel- 
efficient  planes.  Zacks  analyst  Claudio  Freitas 
notes  that  Lan  has  a  strong  balance  sheet  with 
plenty  of  cash.  — David  Armstrong 

Clean  Up 

Being  the  dominant  industry  power  has  a 
certain  value.  That's  what  WHIRLPOOL  (87, 

WHR)  became  in  March  when  it  bought  rival 
Maytag  for  $2.6  billion.  Wall  Street  concern 
about  the  costs  of  the  union  and  the  cool- 
ing housing  market  have  kept  the  stock 
down.  Short  interest  in  Whirlpool  is  grow- 
ing, now  10%  of  common  outstanding, 
versus  a  historical  3%.  But  Raymond  James 
analyst  Samuel  Darkatsh  sees  huge  savings. 
Whirlpool  is  selling  off 
some  Maytag  divisions 
and  is  trimming  costs. 
Plus,  it  is  bringing  out  new 
products,  like  the  Cabrio, 
a  home  washing  machine 
with  a  huge  capacity.  He 


Stock  price 


WWSWi 
M*EM 


argues  that  equipping  new  homes  with 
washers  and  the  like  is  not  such  a  big  part 
of  its  business.  Earnings  this  year  through 
Sept.  30  were  up  10%.  It's  a  buy  at  12  times 
earnings.  — Alex  Davidson 

Gone  Home 

Home  builders  are  off  in 
general,  but  who  has  fur- 
ther to  fall?  Our  vote  is 
BROOKFIELD  HOMES  (33, 
BHS).  While  earnings  grew 
by  16%  in  the  first  three 
quarters,  debt  is  an  un- 
comfortable 63%  of  capi- 
talization (peer  average: 
41%).  And  Nicholas  Ca- 
puano,  analyst  at  Imperial 
Capital,  points  out  that 
two-thirds  of  Brookfield's  housing  stock  is  in 
the  San  Diego  and  Washington,  DC.  areas— 
both  way  overpriced,  with  values  now  droop- 
ing. The  P/E  is  a  very  cheap  4.4,  for  a  reason. 
We  say  short  the  stock     —David  Serchuk 


Stock  price 
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OVER  TWO  MILLION  PEOPLE 

RELY  ON 


THE  ECONOMIST  GROUP. 

SO  WHO  DOES  THE  ECONOMIST 

GROUP  RELY  ON?  NORTEL. 


The  Economist  Groi 


recently  chose  Nortel  to  build  an  entire  voice  and  data 


infrastructure  for  its  new  London  offices,  enabling  them  to  bring  intelligent 
information  to  the  world  as  it  happens.  After  all,  if  it's  not  immediate,  it's  not 
news.  Reliable  communications.  Now,  that's  good  news  for  everyone. 


N0RTEL 


Business  made  simple 


Business  Made  Simple,  Nortel,  the  Nortel  logo.  «n-  the  Globemark  are  tradernai ks  of  Nortel  Networks 


350  Exhibits    320+  Workshops  -  20+  Panels  -  120+  Speakers 


* 


Attend  The  World  Money  Show  FREE... 

The  WORLD 

MONEY SHOW 

Uniting  the  Global  Investment  Community 

Orlando,  Florida,  USA 
February  7-10,  2007 

Profit  Now  From  These  Experts... 


Meet  Global  Investment 
Experts  &  Discover  Profitable 
Investment  Strategies! 

invited  to  be  our  guest  at  The  World 
Money  Show  Orlando  absolutely  FREE!  Join 
more  than  10,000  like  minded  investors  to  gather 
insights,  wisdom,  and  advice  from  over  120 
global  investment  and  economic  experts, 
20+  panels,  and  320+  workshops.  Also, 
comparison-shop  350  financial  products  and 
services  companies  in  the  exhibit  hall! 

Attend  and  discover  this  extraordinary 
opportunity  to  learn  how  to  diversify  your 
portfolio  using  investment  tools  available  in 
international  markets.  Hear  presentations  by 
experts  from  Australia,  Canada,  China, 
Japan,  Russia,  South  Africa,  the  United 
Kingdom,  and  the  United  States  who  will 
provide  critical  insights  into  the  economic, 
political,  and  investment  climate  of  those 
countries.  This  is  our  largest  event  of  the  year! 


Cutting-Edge,  Traditional,  or 
Income  Investing:  Forbes  Newsletter 
Editors  Cover  the  Bases 


Iriday,  February  9  •  1:40  pm  -  2:25  pm 


Newt  (iingrich 

Former  Speaker  of  the 
US  House  of  Representatives 
Winning  the  Future 
Under  the  Next 
Administration 


Robert  Froehlich 

Vice  Chairman,  Investing^ 
Strategy,  I'WS  Scudder  ^ 
Investment  Mcgat 


Richard  E.  Ban 

Editor,  Rh  hard  I .  Band 
I'lo/itai'le  Investing 
Profits  from  the 
Presidential  Cycle 


Frank  Cappicllo 

Chairman  and  Managing 
Director,  Mohtgomerj 
Brothers,  Cappiello,  LLC 
The  "New"  American 
Economy  and  Wall 
Street:  Perils  & 
Possibilities  2007-2008 
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In  this  roundtable,  the  newsletter  editors  at 


Forbes 


economy  and  markets,  as  well  as  discuss  their  personal 
opinions  of  a  range  of  investments  that  would  appeal  to 
every  type  of  investor.  Don't  miss  out  on  this  chance  to  pick 
the  brains  of  some  of  the  most  elite  advisors  in  the  country. 

Moderator:  Matthew  Schilrin 

Panelists:  John  Christy,  Ken  Kam,  Vahan  Janjigian, 
Richard  Lchmann,  Jim  Lowell,  James  Stack,  and 
Josh  Wolfe 


"  Harry  S.  Dent 

Author 

The  Next  Great  Bubble  Boom 
The  Great  Boom  and 
Bust  Ahead 


James  Michaels 
Editor  Emeritus,  Forbes 
Investing  Around  the 
World  Panel 


John  P.  Dessaucr 

Editor,  lohn  Dessauer's 
Investor's  World 
The  Shocking  Truth 
About  the  Dollar,  the  US 
Current-Account  Deficit, 
and  Corporate  Profits 

Jeffrey  Everett 
Chief  Investment 
Ofticer-Retail,  Templeton 
Global  Equity  Croup 
Basic  Ingredients 
for  Successful 
Global  Investors 

Ed  Finn 

Editor  and  1'resident  Barron's 
What's  Ahead  for  Stocks, 
Bonds,  Real  Estate,  and 
the  Economy 


Tobin  Smith 

Editor,  ChangeWave 
Investing  and  ChangeWave 
MicroCap  Investor 
10  Top  Wealth  Waves 
for  2007 

and  many  more! 


..For  Details  on  Over  120  Experts  Visit 
www.  WorldMoneyShow.com 
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HOW 
"DOING  GOOD" 
CAN  CHANGE 

Y  SUR 
BOTTOM  LINE 


THREE  WAYS  TO  INCREASE  YOUR  BOTTOM  LINE 
JUST  BY  "DOING  GOOD"  (AND  HOW  SELF  CHEC  CAN  HELP). 

1 )  Spread  "good"  news 

Share  the  news  that  you're  a  "Good"  Company 
who  takes  good  care  of  its  employees 

2)  Lower  your  healthcare  costs  and  increase  your  productivity 

When  you  actively  take  care  of  your  employees, 
they're  more  productive  and  take  fewer  sick  days 

3)  Increase  your  customer  base 

Your  customers  are  more  likely  to  choose  and  support 
a  company  that  cares  about  people  and  supports  a  cause 

DO  IT  WITH  SELF  CHEC,  AND  HELP  SAVE  LIVES,  TOO. 

GO  TO: 

SELFCHEC.ORG/CORPORATE 


JOIN  US  AND  SIGN  UP  ON  THE  BOTTOM  LINE. 

was  created  to  help  you  and  everyone  you  care  about  keep  healthy 
from  the  cancers  that  are  often  Preventable,  Treatable  and  Curable: 
Colon,  Breast,  Skin,  Lung,  Oral,  Testicular,  Cervical  and  Prostate. 


Creative:  Sherry  Nemmers  and  the  Selfchec  Creative  Team  Self  chec  is  powered  by  'rimessquare.com 


The  Contrarian 


David  Dreman 


THE  RALLY 
BUILDS  STEAM 


THROUGH  LATE  OCTOBER  THE  30  BIG  STOCKS  OF  THE 
Dow  Jones  industrial  average  have  advanced  through 
resistance  point  after  resistance  point  to  an  alltime  high 
over  12,000.  The  S&P  500  has  risen  77%  from  its  2002 
low  of  777,  to  within  striking  distance  of  its  March 
2000  record  high.  And  the  widely  followed  Russell  2000 
small-cap  index  is  29%  above  its  March  2000  level. 

The  trillion-dollar  question  today  is  whether  this  is  the  last 
gasp  of  a  four-year-old  bull  market  that  has  carried  the  Dow  up 
65%,  or  an  upside  breakout  with  a  1 ,000  points  or  more  to  come? 
My  bet  is  that  we  are  in  a  solid  rally  that  could  gain  steam  as  2007 
progresses.  But  there  will  be  speed  bumps  along  the  way. 

First,  it's  impossible  to  get  a  good  grip  on  how  far  the  hous- 
ing slump  will  go.  The  optimists  state  the  decline  in  new  home 
sales  is  almost  over  and  home  construction  will  bounce  back 
vigorously  both  next  year  and  in  2008.  That's  a  hard  story  to 
buy  because  of  the  strong  headwinds  that  await  this  important 
industry.  Even  if  new  construction  is  cut  back  fairly  sharply, 
there  is  still  a  large  inventory  of  new  units  to  work  off.  With 
diving  house  sales,  stocks  of  home  builders  look  cheap  today. 
However,  proceed  with  caution.  My  fellow  columnist  Laszlo 
Birinyi  (p.  216)  finds  several  a  buy,  despite  weakening  earnings. 
I'd  wait  a  bit. 

Many  builders  have  bought  call  options  on  new  land.  They 
would  argue  that  they  are  thus  protected  if  land  prices  drop 
because  they  do  not  own  the  land.  That's  true  only  up  to  a  point. 
Call  options  on  land  are  not  free.  A  12-  to  18-month  option  to 
buy  land  can  cost  as  much  as  15%  of  the  property's  value.  Let  that 
option  lapse  and  you  eventually  have  a  hit  to  earnings  for  the 
premium  paid. 

Investors  are  also  concerned  by  the  collateral  damage  to  the 
sales  of  home  improvement  retailers  such  as  Home  Depot  and 
Lowe's  if  home  building  continues  to  slip.  In  addi- 
tion, the  drop  in  the  price  of  lumber,  copper  and 
scores  of  other  building  materials  have  hurt  these 


cyclical  industries,  resulting  in  rising  unemployment. 

To  date,  jobless  numbers  haven't  worsened  as  construction  work- 
ers have  moved  over  to  commercial  and  other  types  of  building 
where  demand  continues  to  be  healthy.  While  the  downturn  in  home 
building  can  still  dampen  increases  in  the  gross  domestic  product, 
it  should  not  send  the  economy  into  a  tailspin. 

Will  the  slump  in  housing  and  commodity  prices  pressure 
the  Federal  Reserve  to  cut  rates  anytime  soon?  Probably  not.  The 
Fed  is  likely  to  stay  on  the  sidelines  for  some  time  before  cutting 
rates,  which  means  that  the  yields  on  Treasurys  are  too  low  for  cur- 
rent conditions.  The  risk  here  is  what  happens  if  oil,  now  trending 
downward,  reverses  and  socks  us  with  a  huge  price  spike — 
whether  through  a  terrorist  action  or  a  geopolitical  crisis.  The 
resulting  surge  in  inflation  would  put  the  Fed  in  a  box. 

On  the  bullish  side,  corporate  earnings  continue  to 
expand  briskly  and  should  be  up  better  than  15%  this  year, 
and  another  10%  in  2007.  Rapidly  rising  earnings  since  2002 
have  cut  the  price/earnings  multiple  of  the  S&P  to  a  little 
over  15  times,  slightly  below  the  average  P/E  over  the  last  100 
years.  The  important  stock 
indexes  have  not  been  so  cheap 
on  strong  underlying  earnings 
growth  and  other  solid  funda- 
mentals since  the  mid-1990s. 
That  is  why,  despite  qualms 
about  the  fallout  from  housing, 
we  should  see  a  good  market 
ahead.  I  would  continue  to  buy 
large-company  stocks  available 
at  low  multiples  and  high  yields. 

Here  are  several  ideas  to 
look  at  now: 

Housing  will  come  back 
eventually.  Home-builder  stocks  may  be  bear  traps  for  a  while. 
But  a  safer  strategy  is  to  buy  home  improvement  stocks.  They  are 
near  their  12-month  lows,  are  still  growing  at  low  double-digit 
rates,  and  are  not  entirely  dependent  on  new  home  construction 
for  their  sales.  Home  Depot  (36,  HD)  and  Lowe's  (31,  LOW)  both 
present  good  value.  Home  Depot  trades  at  a  P/E  of  12,  with  a  10% 
growth  rate  and  1.7%  yield,  while  Lowe's  trades  at  a  P/E  of  15  with 
a  12%  to  15%  growth  rate  and  a  yield  of  0.7%. 

Another  cyclical,  CSX  (38,  CSX),  the  nation's  fourth-largest 
railroad,  also  looks  good,  amid  the  ongoing  economic  expan- 
sion, because  of  the  growth  of  its  coal-hauling  business.  Coal 
traffic  on  this  railroad,  23%  of  its  freight  volume,  is  up  7%  this 
year.  The  still-strong  economy  has  boosted  freight  volumes  for 
chemicals  and  other  industrial  products,  too.  In  the  competition 
between  railcars  and  long-haul  trucks,  high  fuel  prices  favor  the 
railcars.  And,  despite  the  recent  pullback,  fuel  prices  now  are 
much  higher  than  they  were  a  few  years  ago.  CSX  trades  at  a  P/E 
of  17  and  yields  1.1%.  F 


Yes,  the  slump 
in  housing  is  a 
worry.  But 
strong  earnings 
and  low  P/Es 
should  sustain 
the  market 
through  2007. 
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David  Dreman  is  chairman  of  Dreman  Value  Management  of  Jersey  City, 
N.J.  His  latest  book  is  Contrarian  Investment  Strategies:  The  Next  Genera- 
tion. Visit  his  home  page  at  www.forbes.com/dreman. 
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Look  for  the  right  lighthouse:  Van  Kampen  Investments. 

For  disciplined  fund  managers,  long-term  track  records  or  a 
conservative  home  for  your  investments,  just  ask  yourfinancial  ^ 
advisor,  call  1  800  421  9098  or  visit  us  at  vankampen.com 


KAMPEN 

INVESTMENTS 


3ast  performance  is  not  a  guarantee  of  future  results.  Please  consider  the  investment  objectives,  risks,  charges 
and  expenses  of  the  fund  carefully  before  investing.  The  prospectus  contains  this  and  other  information 
about  the  fund.  To  obtain  a  prospectus,  contact  your  financial  advisor  or  download  one  at  vankampen.com 
3lease  read  the  prospectus  carefully  before  investing.  ©  2006  Van  Kampen  Funds  Inc.  RN06-02149P-N08/06  (A) 


Absolute  Return 


HOT  MARKET 
IN  HOUSING 


SOUTH  OF  THE  BORDER,  HOME  BUILDERS  ARE  HOT. 
Shares  of  the  dominant  Mexican  builders  rose  50%  on 
average  over  the  past  12  months.  That's  a  sharp  con- 
trast to  the  U.S.,  where  a  slowdown  in  housing  has 
doused  investors'  ardor  for  anything  to  do  with  real 
estate  (see  my  Sept.  18  column).  But  Mexican  housing  stocks  will 
go  higher.  You  should  buy  some. 

Credit  Mexico's  President  Vicente  Fox  for  rejuvenating  the 
nations  moribund  mortgage  market  and  boosting  subsidies  to 
low-income  buyers,  thereby  permitting  them  to  get  home  loans. 
The  need  is  huge:  Two  million  Mexican  families  do  not  have 
homes,  and  2  million  more  homes  are  in  dire  need  of  repair. 

While  Fox  was  unable  to  get  tax  code  and  labor  law  reform 
passed  in  the  opposition-controlled  legislative  branch,  he  did 
manage  to  streamline  the  bloated  bureaucracies  that  were  doing 
very  little  to  deliver  housing.  His  first  step  was  to  consolidate 
housing  planning  under  one  agency  he  created.  Until  then  there 
was  no  centralized  source  of  data  on  home  sales,  housing  starts 
or  even  an  inventory  of  land. 

Making  mortgages  easier  to  procure  had  a  profound  effect. 
The  bottleneck  to  growth  has  been  the  availability  of  a  mortgage 
rather  than  how  many  houses  could  be  built.  Unlike  their  coun- 
terparts in  the  U.S.,  Mexican  developers  won't  build  on  spec. 

In  a  country  with  a  50%  poverty  rate,  the  vast  majority  of 
mortgage  credit  comes  from  two  government  housing  funds, 
known  as  Infonavit,  for  low-income  workers  in  the  private  sector, 
and  Fovisste,  for  those  who  work  for  the  government.  These 
organizations  are  funded  with  obligatory  employer  contributions 
equal  to  5%  of  total  salaries.  Between  the  two  they  originate  two- 
thirds  of  all  mortgage  loans. 

Mexican  lenders  are  protected  from  rising  interest  rates 
because  all  new  mortgages  are  adjustable  and  indexed  to 
inflation.  Borrowers  are  protected  by  "negative  amortization," 
meaning  that  any  rate  hikes  are  tacked  on  to  the  principal  and 
homeowners  don't  have  to  fork  over  extra  cash  for  their  monthly 


Lisa  Hess 


payments.  Further,  borrowers  under  the  Infonavit  program  need 
not  put  any  money  down. 

In  2006  through  September  Infonavit  originated  435,000 
loans  with  an  average  balance  of  230,000  pesos  ($21,500),  up  45% 
from  2004.  Fovisste  also  saw  its  loan  portfolio  expand.  Infonavit 
has  published  a  five-year  forecast  of  a  9%  minimum  average 
yearly  rate  in  mortgage  growth,  with  an  optimistic  scenario  of 
22%  growth.  I  think  growth  will  be  closer  to  the  higher  number. 

More  good  news  is  that  Fox's  successor,  Felipe  Calderon, 
wants  to  increase  the  housing  subsidy  program.  Calderon,  who 
takes  office  in  December,  belongs  to  Fox's  center-right  National 
Action  Party  (PAN).  Home  builders  got  the  jitters  earlier  this  year 
over  the  prospect  that  leftist  candidate  Lopez  Obrador  might  win 
the  election,  yet  Calderon  narrowly  prevailed,  in  something  of  a 
replay  of  Florida  2000.  Another  plus:  PAN  has  increased  its 
minority  membership  in  Mexico's  Congress,  giving  Calderon 
more  bargaining  power. 

This  growth  story  is  why  I  am  interested  in  four  excellent 
Mexican  home  builders  with  good  to  great  managements, 

strong  balance  sheets  and  geo- 
graphically diversified  activi- 
ties. Three  are  found  on  the 
Mexican  exchange;  only  one 
has  American  Depositary 
Receipts  traded  on  the  New 
York  Stock  Exchange.  An  equal 
dollar  investment  in  each  of 
the  four  is  probably  the  best 
strategy. 

Homex  (44,  HXM),  with  a 
$2.5  billion  market  capitaliza- 
tion, is  the  one  on  the  NYSE 
and  has  an  affordable  trailing 
price/earnings  ratio  of  17.  Canny  investor  Samuel  Zell  invested 
$32  million  in  the  company  in  2002,  which  quadrupled  by  the 
time  Homex  went  public  in  June  2004. 

Corporation  Geo  (3,  geob.mx)  has  a  P/E  of  20  and  is  poised 
for  even  better  growth.  Its  inventory  of  vacant  land  will  last  it,  at 
its  present  construction  rate,  for  4.6  years. 

Urbi  Desarrollos  Urbanos  (3,  URBI.MX)  focuses  on  urban 
areas  and  the  northern  part  of  Mexico,  which  have  the  fastest 
population  growth.  Using  an  electronic  system  it  calls  Urbinet, 
the  company  helps  people  get  loans.  The  most  costly  of  the  lot, 
at  25  times  trailing  earnings,  this  stock  nevertheless  is  worth 
the  money. 

Consorcio  Ara  (5,  ARA.MX)  has  a  tremendous  balance  sheet, 
with  cash  (net  of  all  interest-bearing  liabilities)  of  $545  million.  It 
has  long  traded  at  a  discount  to  the  others,  likely  because  one 
wealthy  family,  the  Ahumada  clan,  owns  50%  of  the  stock.  But 
the  float  is  sizable  enough  and  the  prospects  bright  enough  for 
that  discount  to  narrow.  F 


Home  builders 
are  slumping  in 
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Laszlo  Birinyi  Jr. 


MUTUAL 
FUNDS  STINK 


PERHAPS  HEDGE  FUNDS  ARE  SIMPLY  ACCIDENTS 
waiting  to  happen.  That's  the  impression  you  get 
from  reading  the  financial  press.  There's  a  constant 
stream  of  bad  news  about  these  things.  Either  one 
has  blown  up  like  Amaranth  Advisors,  or  is  going  out 
of  business,  or  is  underperforming  the  S&P  500.  No  surprise: 
With  8,000  U.S.  hedge  funds  kicking  around,  genius  and  outsize 
returns  obviously  can't  bless  all  of  them. 

But  the  truth  remains  that  hedge  funds  are  where  the  finan- 
cial world's  best  minds  are  gravitating.  It's  a  simple  matter  of 
rewards.  Hedge  operators  get  paid  better  than  anyone  else — 
often  with  a  yearly  fee  of  2%  of  assets  and  20%  of  any  profits. 
Beyond  that,  they  enjoy  a  freedom  to  maneuver  that  they  often 
lacked  at  traditional  money  management  firms.  One  recent 
academic  study  found  that  mutual  fund  managers  who  also  ran 
hedge  funds  had  better  results  than  those  who  did  not.  Hedge 
fund  types  increasingly  are  at  the  cutting  edge  and  receptive  to 
new  ideas. 

In  years  past  the  hedge  fund  pioneers,  George  Soros,  Michael 
Steinhardt  and  Julian  Robertson,  made  fortunes  for  themselves 
and  their  investors  by  thinking  in  new  directions  and  taking  big 
risks.  Somewhere  out  there  is  a  latter-day  Soros.  Can  you  find 
him?  That's  a  difficult  but  not  impossible  task. 

If  you  regard  hedge  fund  managers  as  reckless  gunslingers, 
though,  you  are  missing  an  important  part  of  their  culture.  While 
they  certainly  seek  to  outdo  the  market,  they  also  put  strong 
emphasis  on  not  losing  clients'  money. 

I  wish  I  could  say  the  same  for  mutual  fund  managers,  who 
are  entrusted  with  a  vast  amount  of  Americans'  investment  cap- 
ital, some  $9.5  trillion  versus  $1.2  trillion  for  hedge  funds. 
Wealthy  folks  and  institutions  are  the  (usually)  sophisticated 
clientele  of  hedge  funds.  The  typical  mutual  fund  customer  is 
an  average  Joe  or  lane,  whose  assets  are  smaller.  The 
small  investor  has  less  room  for  error,  and  he  or  she 
tends  to  know  little  about  investments.  As  the  recent 


scandals  showed,  some  mutual  fund  managers  count  on  stick- 
ing it  to  the  small  investor. 

The  vast  majority  of  mutual  funds  lag  behind  the  S&P.  Some 
are  way,  way  behind.  At  a  time  when  the  S&P  is  showing  double- 
digit  returns,  large-cap  growth  funds  are  barely  in  the  black. 
According  to  fund-tracker  Lipper  they  had  a  total  return  of  0.2% 
for  the  year  through  Sept.  30.  This  category  of  funds  controls 
one-fifth  of  mutual  fund  assets. 

The  complacency  of  the  mutual  fund  industry  is  to  blame. 
Funds  are  sold,  not  bought,  and  funds  are,  alas,  marketing 
machines  first  and  investing  ones  second.  They  typically  preach 
the  virtues  of  buying  and  holding  to  their  customers.  What  that 
means  is  that  it's  okay  for  the  fund  manager  to  have  a  trigger  fin- 
ger but  the  fund  investor  should  stay  put,  generating  a  steady 
stream  of  assets  and  fees,  year  in,  year  out. 

And  what  do  you  get  for  the  fees  you  pay  to  your  mutual 
fund  manager?  Herd  investing.  On  Oct.  1 7  nine  economic  indi- 
cators were  released.  One,  the  National  Association  of  Home 
Builders/Wells  Fargo  Housing  Market  Index,  which  gauges  senti- 
ment among  builders,  was  bet- 
ter than  expected,  and  housing 
stocks  rallied  5%  in  under  a 
minute. 

Look,  housing  stocks  are  a 
good  buy,  but  they  are  because 
of  their  long-term  value  in  a 
growing  economy,  not  because 
builder  sentiment  changed  one 
afternoon.  Home-builder  prof- 
its are  going  to  soften  now  that 
the  home-buying  fever  of  the 
last  half-decade  is  past.  But  we 
knew  all  along  that  this  fever 
would  someday  subside.  The  long-term  case  for  this  sector  hasn't 
changed. 

You  don't  have  to  pay  a  mutual  fund  manager  a  fee  to  follow 
the  herd,  and  you  don't  have  to  give  up  20%  of  your  gains  to  a 
hedge  fund  manager,  either.  Be  your  own  hedge  fund  manager. 
Buy  stocks  on  your  own. 

Playing  against  the  conventional  wisdom  is  a  good  way  to 
gain  an  edge.  Despite  the  momentary  blip  on  Oct.  17,  housing  is 
out  of  favor.  During  the  last  housing  downturn  the  Oct.  1,  1990 
Newsweek  cover  read:  "The  Real  Estate  Bust."  Housing  stocks 
bottomed  later  that  month.  Amid  similar  news  stories  today,  buy 
builders  DR  Horton  (24,  DHl)  and  Lennar  (48.  LEN). 

The  energy- service  industry  is  attractive.  Schlumberger  (62, 
SLB)  and  Halliburton  (32,  HAL)  are  off  their  yearly  highs  of  $75  and 
$42  as  oil  prices  have  fallen.  Yet  exploration  of  new  sources  will 
continue,  and  these  stocks  will  be  back.  Another  alternative  is  the 
exchange-traded  fund  holding  a  basket  of  such  names,  Oil 
Service  Holdrs  (133,  OlH).  F 


Don't  pay  a 
mutual  fund 
manager  a  fee 
to  follow  the 
herd.  Be  your 
own  manager 
and  bet  against 
the  herd. 
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Guides  provide  all  gear,  including  harnesses. 


Fuji,  looming  large  when  the  clouds  parted. 

Four  decades  later  a  psychiatrist  posited  that  the  majesty  of 
this  vision  seduced  me  into  my  present-day  need  to  climb  ever 
higher.  If  I  surmounted  Fuji,  she  insinuated,  I  might  also  sur- 
mount my  obsession. 

Because  spring  snows  are  deep,  Id  need  crampons  (spikes 
strapped  onto  my  boots  for  greater  traction),  an  ice  ax,  ropes  and, 
most  importantly,  a  guide. 

I  contacted  a  Japanese  guide  service  and  was  told  that  May 
would  be  a  good  month  to  try— after  the  severity  of  winter 
but  before  the  June  rainy  season.  While  Fuji  is  generally  not 
considered  a  dangerous  peak,  a  few  climbers  perish  every  year 
from  high  winds,  exposure  and  falls.  The  biggest  risk  in 
May  is  avalanches;  the  week  before  I  arrived,  a  climber  died  in 
one.  (There  are  also  a  number  of  suicides  in  the  Aokigahara 


forest,  at  the  base  of  Fuji — 60  annually.) 

Just  my  luck,  the  rainy  season  came  early.  I  had  to  wait  ten 
.days  until  weather  reports  declared  the  peak  safe  to  climb. 

Four  main  routes  lead  to  the  top,  each  starting  from  a  differ- 
ent station — Gotenba,  Kawaguchiko,  Sabashiri  and  Fujinomiya. 
The  Fujinomiya  station,  highest  at  7,800  feet,  is  accessible  by  car, 
so  I  started  there.  From  that  point  on,  a  marked  trail  takes  you 
much  of  the  remaining  4,588  vertical  feet. 

Conditioning  matters.  You  ascend  from  sea  level  to  more 
than  two  vertical  miles  in  less  than  12  hours,  so  there  is  no  time 
for  acclimatization.  At  the  summit  the  air  has  only  two-thirds  the 
oxygen  it  has  at  sea  level.  And  from  there,  of  course,  you  need  the 
strength  and  reflexes  to  climb  back  down. 

It  is  best  to  start  the  climb  before  8  a.m.  to  take  advantage  of  snow 
that  is  still  hard  enough  for  good  cramponing  and  to  avoid  the  after- 
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noon  thunderstorms  that  plague  the  mountain  in  spring.  Your  guide 
will  know  best  how  to  avoid  the  avalanche-prone  areas.  He  also  pro- 
vides the  ropes,  crampons  and  climbing  harnesses.  Kiyoshi  Ikenouchi, 
an  experienced  mountaineer  with  several  winter  ascents  of  Fuji, 
charged  $1,000  to  guide  me  and  my  friend  Hinako. 

At  the  start  a  steep  trail  winds  up  a  scree  of  broken  volcanic 
rock.  Because  of  the  altitude,  we  went  at  a  slow,  steady  pace,  rest- 
ing every  50  minutes  for  water  and  snacks.  Sheltering  huts  (or 
stations,  as  the  Japanese  call  them)  are  conveniently  placed  at  reg- 
ular intervals. 

After  four  hours  of  huffing  and  puffing,  we  moved  onto  the 
snow  and  roped  up,  in  case  one  of  us  slipped.  We  put  on  our 
crampons  and  pushed  on.  The  thinner  air  began  to  get  to  me,  as 
did  the  whipping,  chilly  wind. 

Once  we  reached  the  crater  rim  (Fuji  is  a  dormant  volcano  that 
last  erupted  in  1708)  we  passed  through  a  giant  Japanese  torii  gate 
and  arrived  at  the  Fujishengen  Shrine.  In  summer  the  place  is  open 
to  the  public  for  refreshments.  One  can  even  mail  postcards — and 
hundreds  of  people  at  a  time  do.  But  not  today.  We  saw  at  most  six 
people  during  our  entire  climb. 

We  paused  to  rest,  gathering  strength  for  the  last  part  of  the 


ascent,  a  traverse  of  the  crater  rim  into  a  snowy  section  with  an 
inclination  of  30  degrees.  A  slip  here  could  be  fatal.  I  tried  hard  to 
concentrate  but  felt  light-headed  from  the  thin  air. 

At  the  very  top  (called  Tsurugi-ga-mine)  a  radar  dome,  a 
weather  station  and  a  grey-black  granite  obelisk  stand  guard. 
Below,  a  vast  sea  of  cloud  obscured  the  lower  reaches  of  the 
mountain  and  all  of  Tokyo.  Suddenly  I  felt  alone  in  a  country 
populated  by  850  people  per  square  mile. 

From  my  pack  I  removed  a  cross  my  father  wore  until  his 
death  last  year  and  an  amber  pendant  my  mother  wore  until  hers 
in  2001.  For  years  I  had  been  planning  to  give  my  parents,  as 
their  anniversary  present,  a  trip  back  to  Japan.  But  always  I  got 
sidetracked.  Now  I  held  their  mementos  and  said  a  prayer. 

Then  it  was  time  to  descend.  On  the  way  down  I  wondered  if 
having  finally  topped  out  on  Fuji  would  dull  my  mountaineering 
yen,  as  my  shrink  had  suggested. 

Not  long  afterward,  I  got  a  call  from  a  friend  asking  if  next  year 
Id  be  interested  in  climbing  Cho  Oyu  in  Tibet,  the  worlds  sixth- 
highest  peak  (26,906  feet).  I  said,  "Sign  me  up." 

So  much  for  $300  an  hour.  F 
For  more  Adventurer  escapades,  see  www.forbes.com/adventurer. 
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Straight  Up 

Nice  though  a  Gulfstream  V  may  be,  you  can't  land  it  on 
your  tennis  court  |  By  Matt  Villano 


Like  Ferraris  and  Lamborghinis,  heli- 
copters are  temperamental  mechan- 
ically, challenging  to  pilot  and  costly 
to  maintain.  Purchase  prices  range 
from  $400,000  for  a  petite  four-seater  to 
$20  million  for  a  15-passenger  monster.  But 
they  have  their  charms— not  least  the  ability 
to  whisk  you  directly  to 
and  from  home.  Federal 
Aviation  Administration 
regulations  allow  them  to 
put  down  pretty  much 
anywhere,  absent  contra- 
vening local  restrictions. 

Take  the  twin-engine 
AgustaWestland  AW139. 
The  $10  million,  Italian- 
made  machine  debuted  in  2003  and  has 
quickly  become  the  choice  of  potentates 
and  fat  cats.  When  President  Bush  needed 
a  new  Marine  One  (the  copter  comple- 
ment to  Air  Force  One),  he  chose  a  modi- 
fied Agusta. 

Other  AW139  owners  include  Nicky 


Nicky  Oppenheimer's  AW139  (top 
right).  Interior  amenities  can  include 
comfy  leather  seats  (above). 


Oppenheimer,  chairman  of  South  African 
diamond  colossus  De  Beers  Group,  and 
the  Aga  Khan,  who  in  2004  bought  four 
for  use  by  his  charitable  foundation. 

Its  appeal  begins  with  comfort:  The 
AW139's  interior  can  be  customized  to  offer 
any  level  of  luxury  and  accommodate  any 
number  of  passengers 
from  2  (cosseted  in  white 
leather  upholstery)  to  1 5 
(in  a  less  luxe  setting). 
Oppenheimer's  chopper 
is  said  to  have  reclining 
seats,  a  minibar  and  a 
flat-screen  television. 
Other  options  include  air- 
conditioning  and  a  state- 
of-the-art  audio  system.  The  baggage  com- 
partment is  the  biggest  of  any  medium-size 
helicopter's. 

Performance:  The  AW139  tops  out  at 
165  knots  and  can  fly  as  high  as  20,000 
feet;  surpassing  all  others  in  its  class. 
Range  and  endurance  are  comparable  to 


those  of  the  S-76  from  Sikorsky  and  the 
EC155  from  Eurocopter,  Agusta's  two 
toughest  competitors.  (The  former  costs 
$11  million,  the  latter  $8  million.)  It's  got 
a  de-icing  system,  which  most  competi- 
tors don't.  As  for  noise,  its  emission  level 
is  well  below  the  latest  international 
requirements. 

Pilots  at  the  Sonora  Resort  in  British 
Columbia  use  an  AW139  as  an  airborne 
limousine,  shuttling  guests  from  a  helipad 
near  Vancouver  International  Airport  to 
the  lodge.  Wynne  Powell,  president  of  the 
resort,  says  the  ride  is  quiet,  comfortable 
and — most  important — fast. 

"We  fly  guests  right  to  our  front 
door,"  says  Powell,  also  president  of  Lon- 
don Drugs,  a  Canadian  pharmacy  chain. 
Agusta  has  sold  over  200  of  this  model  in 
the  past  three  years,  and  demand  for  them 
is  outrunning  production.  Figure  on  a  wait 
of  12  to  18  months. 

For  a  slide  show  of  other  recommended 
helicopters,  visit  www.forbes.com/extra.  F 
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Two  fly  for  the  price  of  one.  That's 
an  annual  reward,  one  of  many 
benefits  that  come  with  any 
Platinum  Delta  SkyMiles®  Credit 
Card  from  American  Express. 
Visit  farbeyondmiles.com  or  call 
1-800-SKy-MILES  to  apply  now. 

Rewards  that  go  far  beyond  miles™ 


A  Delta 


irms,  conditions  and  restrictions  apply.  Platinum  Companion  Certificate  will  be  awarded  each  year  the  Platinum  Delta  SkyMiles  Credit  Card  is  renewed.  Taxes  and  fees  on  Companion 
srtificate  are  the  responsibility  of  the  passenger  and  must  be  paid  at  the  time  the  ticket  is  booked.  Companion  Certificate  seats  are  limited  and  may  not  be  available  on  all  flights 
r  in  all  markets.  All  SkyMiles  program  rules  apply.  To  review  the  rules,  please  visit  delta.com/skymiles.  ©2006  American  Express  Bank,  FSB 


Thank  you  for  some  of  golf's  most  notable  moments. 

As  we  prepare  for  the  launch  of  a  new  era  in  golf,  the  PGA  TOUR 
would  like  to  thank  you  for  you!  support  of  the  game.  We  are  proud  to 
have  you  as  a  partner  and  look  forward  to  many  more  notable  moments. 
We  couldn't  do  it  without  you. 
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rhe  Benefits  of  Liquid  Assets 

Announcing. . . 
The  Forbes.com  Wine  Club 

Invest  with  a  high  return  on  enjoyment. 
Once  a  month,  two  bottles  of  superb  tasting  wine  chosen  by 
our  experts  will  arrive  on  your  door  step. 

www.  f orbeswineclub .  com 

For  a  limited  time,  our  monthly  wine  newsletter 
and  basic  membe  rship  is  free. 
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THE  PRIVATE  SELF 


Pick  a  Card 

Last  year  Ace  Greenberg  made  $16.2  million  appear  in  his  wallet. 
That's  nothing.  He  can  pluck  a  quarter  from  your  ear  |  By  David  Serchuk 


THE  DOORMAN  OF  AN  IMPOS- 
ing  Fifth  Avenue  apartment 
building  waits  impatiently  while 
I  struggle  to  perform  a  magic 
trick— as  every  guest  attending 
one  of  Alan  (Ace)  Greenberg's  magical 
soirees  must  do.  But  the  only  trick  I  can 
remember  is  how  to  "remove"  my  thumb — 
something  I  learned  in  grade  school.  The 
man's  look  indicates  that  this  is  insufficient. 

For  the  past  ten  years,  with  little  fan- 
fare and  no  publicity,  Greenberg  has 
hosted  a  gathering  of  the  world's  great 
magicians  in  his  apartment.  The  formi- 
dable 79-year-old  is  himself  a  magician, 


in  addition  to  being  a  Wall  Street  legend 
who  last  year  earned  $16.2  million, 
including  realized  gains  from  options. 
He  took  over  Bear  Stearns  in  1978  and 
took  it  public  in  1985.  From  then  until 
2001,  when  he  gave  up  the  chief  execu- 
tive title  (while  remaining  head  of  the 
executive  committee),  the  firm's  capital 
base  grew  from  $500  million  to  $26  bil- 
lion. Warren  Buffett  says  that  Greenberg 
does  "almost  everything"  better  than  he 
himself  does. 

The  magic  gatherings  have  no  set 
dates.  They  occur  every  few  months, 
whenever  Greenberg  feels  the  urge. 


Magic  word:  gefilte  fish!  Greenberg  amidst 
doctor-,  lawyer-  and  accountant-magicians. 

Some  of  the  attendees  are  pros,  such  as 
David  Blaine,  the  New  York-bred  escape 
artist  who  has  made  a  name  for  himself 
by  surviving  63  hours  in  a  block  of  ice 
and  by  living  in  a  water-filled  sphere  for 
over  a  week.  Others,  like  Greenberg,  are 
gifted  amateurs. 

The  doorman  watched  me,  disgusted, 
until  Greenberg's  son,  Theodore,  arrived 
and  waived  the  entry  requirement.  In  the 
Greenberg  apartment  a  red  marble  foyer 
gave  onto  a  spacious  parlor  containing 
many  mounted  animal  heads,  a  pool  table, 
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Martin  Eberhard's  Life  on  a  BlackBerry  Pearl. 

/ith  the  new  BlackBerry®  Pearl'"  smartphone,  Martin  Eberhard's  day  moves  as  fast 
shis  cars.  At  the  test  track,  he  uses  the  media  player*  to  view  a  video  of  a  new 
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ssia  Roadster,  and  drives  fully  charged  into  the  future.  With  BlackBerry,  life  may 
ppear  larger.  What  will  your  life  look  like  on  the  new  BlackBerry  Pearl? 
indoutatwww.blackberrypearl.com. 
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Z006  Research  In  Motion  Limited.  All  Rights  Reserved.  The  BlackBerry  family  of  related  marks,  images  and  symbols  are 
elusive  properties  and  trademarks  of  Research  In  Motion  limited.  Screen  image  is  simulated.  Check  with  service  provid 
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20  magicians,  two  Audubon  prints  and  an 
Al  Hirschfeld  caricature  of  our  host, 
which  makes  him  look,  Greenberg  com- 
plains, like  Don  Rickles.  In  person  he  is 
genial,  commanding,  stout-framed  and 
bald.  He  seems  the  kind  of  guy  who  would 
donate  (as  he,  in  fact,  did  in  the  late  1990s) 
$1  million  so  that  men  less  fortunate 
could  buy  Viagra. 

Of  magic,  he  says:  "I  probably  became 
obsessed  with  it  at  9  years  old,  when  my  par- 
ents took  me  to  see  a  show." 
What  about  it  appeals  to  him 
most?  Its  a  hobby,  he  says,  where 
skill— not  money— prevails. 
"I've  never  liked  a  hobby  where 
the  guy  with  the  most  money 
wins.  And  magic,  believe  me,  is 
a  very  inexpensive  hobby." 

To  illustrate,  he  does  a  trick  with  a 
deck  of  cards,  talking  the  whole  time.  "I 
haven't  really  practiced  this,"  he  says,  get- 
ting started.  Though  he  has  a  reputation 
for  gruffness  with  employees — he  once 
famously  chastised  Bear  employees  for 
wasting  paper  clips — as  a  performer,  he's 
something  of  a  ham.  (On  a  different  occa- 
sion, when  I  saw  him  perform  in  front  of 
an  audience,  he  used  the  following  incan- 
tation in  lieu  of  abracadabra:  "Hot  potato, 
gefilte  fish,  Greenberg,  Greenberg,  you're 
the  dish!") 

He  tells  me  to  pick  a  card  at  random.  I 
pick  the  five  of  clubs.  "Its  very  important 
you  remember  the  name  of  your  card,"  he 
says.  He  runs  his  fingers  through  the  deck, 
and  tells  me  to  stop  him  when  I'm  ready.  I 
tell  him  to  stop  halfway  through. 

"You  remember  the  name  of  your 
card?"  he  asks. 

"Yes." 

He  flips  a  card.  "This  is  your  card?" 
He  flips  the  wrong  card,  the  eight  of 
hearts.  "I  told  you  I  hadn't  practiced.  Can 
I  have  a  second  chance?" 

"Of  course." 

"Now  watch."  He  flips  over  the  eight, 
revealing  ...  the  five  of  clubs.  "Never  give 
a  guy  a  second  chance,  right?" 

Next  trick:  He  asks  the  bartender  to 
pick  a  card.  The  bartender  picks  the  king 
of  spades.  Then  he  asks  me  to  pick  a  num- 
ber. I  pick  nine. 

"I'm  going  to  take  a  shot,  okay?" 
Greenberg  says.  "Just  do  me  a  favor.  Deal 


nine  cards,  then  stop." 

I  put  aside  eight  cards,  and  then  place 
the  ninth  card  in  front  of  him.  "Turn  that 
card'  over,"  he  says.  I  flip  it  to  reveal  ...  the 
three  of  spades. 

He  cracks  up.  "Well,  I  got  the  spades 
right!" 

From  there  he  introduces  me  to  the 
other  magicians.  Steve  Cohen  is  the  so- 
called  Millionaires'  Magician,  famous  for 
the  think-a-drink  trick.  David  Roth, 
maybe  the  best  coin  magician  in 
the  world,  is  a  sometime  guest 
on  the  Late  Show  with  David 
Letterman.  Herbert  Zarrow,  a 
pleasant  octogenarian,  is  spoken 
of  in  hushed  tones  by  all  the 
other  magicians  in  the  room. 


"I've  never  liked  a  hobby 
where  the  guy  with  the 
 most  money  wins."  


"He  invented  the  Zarrow  Shuffle,"  they 
whisper.  "It's  the  only  trick  that's  gone 
from  magic  to  gambling,  not  the  other 
way  around."  Among  some  magicians  this 
makes  Zarrow  more  famous  than  David 
Blaine.  Masters  of  the  shuffle  can  deal 
straights,  flushes,  full  houses — anything 
they  want. 

Never  having  heard  of  it  before,  I  ask 
Zarrow  (in  civilian  life,  an  accountant)  if 
he'll  show  it  to  me. 

"It  requires  very,  very  young  hands," 
he  says.  "It's  been  a  lot  of  years."  I  take  this 
for  a  no. 

David  Blaine  enters  the  room,  clad 
in  a  gray  T  shirt  and  jeans,  a  stark 
contrast  to  the  other  magicians  who 
mostly  look  like  they're  at  dinner  on  a 
cruise.  Despite  having  nearly  drowned  a 
month  before  in  a  failed  attempt  to  break 
the  record  for  holding  one's  breath 
underwater,  he  looks  cocky. 

Dinner  is  announced,  and  Greenberg 
leads  us  to  a  dining  room  with  a  table  long 
enough  to  hold  all  20  magicians  comfort- 
ably. Liveried  butlers  fill  wineglasses  as  the 
magicians  swallow  platters  of  cappicola, 
roast  beef  and  other  meats.  They  relate 
tales  about  Harry  Houdini,  who  to  them 


is  like  Elvis,  the  Beatles  and  Bob  Marley  all 
rolled  into  one. 

Eventually  I  work  up  the  courage  to 
chat  with  Blaine.  Despite  some  others' 
worries  that  the  underwater-breath- 
holding  stunt  has  left  him  with  a  bit  of 
brain  damage,  he  seems  fine.  ("Notice 
how  he's  not  drinking  any  water,"  a  magi- 
cian to  Blaine's  right  quips.)  I  get  a  better 
insight  into  the  egalitarian  nature  of 
magic:  Blaine  met  Greenberg  when  the 
former  was  in  his  early  teens,  when  all  of 
New  York's  magicians  would  regularly 
gather  at  a  deli  called  Reuben's.  As  a 
scrappy  kid  from  Brooklyn,  Blaine  had 
no  idea  who  Greenberg  was — nor  did  it 
matter.  "Nobody  knew  anybody  there, 
you  just  knew  they  were  all  magicians." 

In  fact,  Blaine  has 
known  virtually  every 
magician  in  the  room 
for  20  years  or  longer. 
He's  known  Steve 
Cohen  for  23  years — 
they  met  at  magicians' 
summer  camp.  (Yes, 
there  is  such  a  thing.  Its  called  Tannen's 
Magic  Camp.) 

"These  are  my  peers,  my  people,"  says 
Blaine,  surveying  the  table.  "I'd  rather  be 
here  than  anywhere,  hanging  out  with  the 
masters  of  my  own  field."  He  cites  Roth, 
Zarrow,  Greenberg  and  another  magician 
present,  Eric  DeCamps,  as  among  his  ear- 
liest influences.  Greenberg  also  has  helped 
Blaine  manage  his  money,  putting  it 
mostly  into  blue  chips.  "He  was  just  look- 
ing out  for  me." 

Soon  the  diners  go  back  to  the  parlor, 
leaving  me  and  a  few  other  stragglers 
behind.  As  I'm  getting  ready  to  go,  Herb 
Zarrow  gently  pulls  me  aside.  If  I'm  inter- 
ested, he  says,  he'd  like  to  show  me  the 
world-famous  Zarrow  Shuffle. 

"I  don't  sit  around  doing  this  stuff?'  he 
apologizes,  as  he  nimbly  shuffles  a  deck  of 
cards.  "That's  it,"  he  says,  as  he  gets  going. 
"You  just  do  this.. . ."  He  moves  one  or  two 
cards  through  the  deck,  seemingly  at  ran- 
dom. "And  this. . . ."  He  moves  a  few  more 
cards.  "And  this  is  what  happens."  He  fans 
the  cards  out  in  front  of  him.  Somehow 
all  the  red  and  black  cards  are  separated 
and  sorted,  from  low  number  to  high. 
Like  magic.  F 
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drop  to  all-time  lows 

Call  or  visit  lnsure.com  today.  Compare  prices  in  seconds. 
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Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  1991  Popular  Science  Award  for  the 
"Best  of  What's  New"  in  Leisure  Products 


$14,615 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


TIME  IS  IT.  Over  92%  of  people  who  own  exercise  equipment 
and  88%  of  people  who  own  health  club  memberships  do  not 
exercise.  A  4  minute  complete  workout  is  no  longer  hard  to 
believe  for  all  the  people  who  since  1990  have  bought  our 
excellent  Range  of  Motion  machine  (ROM).  Over  97%  of 
people  who  rent  our  ROM  for  30  days  wind  up  purchasing  it 
based  upon  the  health  benefits  experienced  during  that  tryout, 
and  the  ROM  performance  score  at  the  end  of  each  4  minute 
workout  that  tells  the  story 


highly  trained  athletes  as  well.  The  ROM  adapts  its  resistance 
every  second  during  the  workout  to  exactly  match  the  user's 
ability  to  perform  work.  It  balances  blood  sugar,  and  repairs 
bad  backs  and  shoulders.  Too  good  to  be  true?  Get  our  free 
video  and  see  for  yourself.  The  best  proof  for  us  is  that  97% 
of  rentals  become  sales.  Please  visit  our  website  at: 
www.FastExercise.com.   


of  health  and  fitness 
improvement.  At  under  20 
cents  per  use,  the  4  minute 
ROM  exercise  is  the  least 
expensive  full  body  complete 
exercise  a  person  can  do. 
How  do  we  know  that  it  is 
under  20  cents  per  use? 
Over  90%  of  ROM  machines 
go  to  private  homes,  but  we 
have  a  few  that  are  in 
commercial  use  for  over  12 
years  and  they  have  endured 
over  80,000  uses  each, 
without  need  of  repair  or 
overhaul.  The  ROM  4  minute 
workout  is  for  people  from 
10  to  over  100  years  old  and 


The  typical  ROM  purchaser  goes  through  several  stages: 

1.  Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

2.  Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

3.  Reading  the  ROM  literature  and  reluctantly  understanding  it. 

4.  Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 

5.  Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 

6.  Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 

7.  Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 

8.  After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 

9.  You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 
10.  Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 

Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  it. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  (jogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limberness/flexibility. 


"  ROM  is  the  best 
time  management 
tool  ever. " 


Anthony  Robbins 


Motivational  speaker  Anthony 
Robbins  calls  the  ROM  a  fan- 
tastic time  management  tooi. 
He  owns  3  ROM  machines:  one 
at  his  home,  one  at  his  resort  in 
Fiji,  and  one  that  travels  with 
him  to  all  his  seminars. 


Order  a  FREE  DVD  or  video  from  www.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:  ROMFAB,  8137  Lankershim  Blvd..  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319  •  Email:  sales@FastExercise.com 


RENT  A  ROM  FOR  30  DAY§;  RENTAL  APPLIES  TO  PURCHASE. 
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Business  Cash 


■ 


Up  to  $250K  (per  location) 

■  Must  own  business  for  one  year  -  no  exceptions! 

■  Must  already  accept  credit  cards  and 
process  $5K  per  month 

■  No  start-ups 

Call  Now:  1-866-404-1887 


Mortgages 


Luxury  Homes  Lender    |  ASSET  PROTECTION 


Ross  Erskine 

ADV  Lending  Nationwide  Lender 

1-800-618-1450 

RErskine@ADVLend.com 
Lending  to  $18,000,000 
Licensed  mortgage  tender  in  all  50  states. 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 


Steven  Sears,  CPA  •  Attorney  at  Law 

949-262-1100  •www.searsatty.com 


NATIONAL  WATCH  &  DIAMOND 
•  BUY  .  SELL  •  TRADE 


OVER  300  PRE-OWNED 

ROLEX  IN  STOCK 
also  Cartie r.  Bre itling  &  Tag 

Largest  Selection  of 
Certified  Diamonds 

1-800-8-WATCHES 

Visit  Our  Web  Site:  nationalwatch.com 

8lh  &  Chiitnu!  Slroti,  Phila  ,  PA  NWO  »mi » tfari bin mb 


Newsletter 


g  THE  WORLD  IS  SHRINKING!  3 


Forbes 


The  Forbes  Stock  Market  Course 


The  Forbes  Stock  Market  Course 

is  an  easy-to-read  common  sense 
guide  to  building  wealth.  It  is  a 
perfect  gift  for  family  and  friends 
...for  anyone  who  is  interested  in 
investing.  The  newest  edition  gives 
you  a  better  understanding  of  every- 
thing from  Financial  Statements  to 
Fundamental  and  Technical  Analysis  - 
Stocks  and  Bonds  to  Futures  and 
Options  -  Mutual  Funds  to  Hedge 
Funds.  As  a  reader  of  Fortes  Magazine 
you  are  invited  to  take  advantage  of 
a  special  price  of  just  $99.95 
(save  $50  off  the  regular  S 149.95  pnce.) 

Go  to  www.forbesinc.com/smc4  and  place  your 
order  now  or  call  1-60C  429  0106  and  gl»e  the 
operator  a  special  satires  code  of  S3B05 


Nanotechnology  is  changing  our  world 
.  .  .  our  dothes,  the  military,  science, 
autos,  medical  technology ...  every- 
thing! Itstteinvestrneritq 
of  a  lifetime  for  those  who  buy  tomor- 
row's superstars  today.  The  monthly 
Forbes/Wolfe  Nanotech  Report 
puts  you  on  the  nght  side  of  history, 
separates  the  true  leaders  from  the 
overhyped.  Subscribe  risk-free  at  just 
$195.  Save  67.5%  and  get  2  valuable 
Free  Reports.  Satisfaction  guaranteed 
by  Forbes.  Call  800-523-7967  or  go 
to  www.fbrtDesworfe.com/frb. 
Ptease  use  savings  code  JN5SAVE. 


Forbes  Subscriber  Service 
To  plan  your  order,  to  renew,  change 
your  address  or  other  customer 

service,  visit  our  site  at... 
www.forbes.com/customerservice 

or  call. ..800-888-9896 


Jewelry 


John  ±  Christian 


Designers  &  Craftsmen 


KB 


lHiimeros™Co((ection 

your  Anniversary  (Date 
in  Roman  Numerals! 
Vecem6er  11.  L99S 
XII  XI  MCMXCVIII 

FROM  $590 


Continuous  Lift" 
"With  your 

Children's  9{ames 
& 'Birthstones 

(UP  TO  5  NAMES) 
FROM  $190 


%'ieu)  Our  'Entire  Collection  Online,  available  in  sterling.  Gold  a  platinum 


free  catalogue     RINGBOX.COM  1-888-646-6466 


Business  Finance 


Did  you  know  that  if  your  business 
accepts  credit  cards,  you  qualify 
for  a  loan  of  up  to  $250,000? 


Coll  today,  and  receive  cash  as  fast  as  72  hours. 

1-866-404-1887 

A  personal  funding  specialist  will  walk  you  through 
the  application  process,  answering  your  questions, 
and  getting  you  money  now... 
because  you  deserve  a  second  chance 

S  2nd  Source 

Qfl  f  U  N  o  <  N  G 
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For  Advertising  Information 
and  Rates  Contact: 
Media  Options 
1-800-442-6441 

mediopt@aol.com 


You  can  charge  your  ad 

VISA 


Health/Back  Pain 


BACK  PAIN? 


There  is 
an  answer! 

Send  for  FREE  information 
on  NEW,  guaranteed 
seat  and  back  supports 
designed  by  a  leading 
back  pain  specialist. 

Posture  Education 

609  Sleepy  Hollow  Road 
Briarcliff  Manor,  NY  10510 
www.postureeducation.coin 


CAUL  TOLL-FREE  1-800-392-0363 
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Luxury  Yachting 


Rent  A  Greek 
Cruising  Palace 


And  sail 
among  the 
,000  Greek 
islands 


THEN  YOU"  CAN  SELECT  YOUR  OWN 
ENVIRONMENT,  YOUR  OWN  SCENERY,  YOUR  OWN  ISLAND! 
Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  4  to  20.0  guests, 
from  60'  to  490'  -and  $1,500  to  $200,000  per  day  for  entire  yacht  with 
its  full  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 
of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

BUT 

•  You  can  plan  your  own  itinerary  with  your  own  captain 
•  Your  fcx)tl  with  your  own  chef 
•  Your  drinks  with  your  own  steward,  or  leave  it  up  to  them 
to... pamper  you. 

VALEF  YACHTS  LTD. 

International  Heaclqiuirrers:  7254  Fir  Rd.,  P.O.B.  385,  Ambler,  PA  19002  U.S.A. 
Tel:  (215)  641-0423  •  (800)  223-3845  •  Fax:  (215)  641-1746 
E-mail:  INFOC^VALl:  FYACHTS.com  •  Website:  VALEFYAC.HTS.com 


Business  Opportunities  |  Business 


Why  do  You  Need 
to  Own  a 
Private  Bank? 

Free  Report 

800-733-2191 
WBC 

est.  1991 


CONSULTANTS/TRAINERS 

Independent  Consultants  Needed 
to  Represent  Our  Company 
{Strategic  Planning 
!  People  Development 
{ Process  Improvement 
{Life  Coaching 

{Youth  Leadership  and  Mentoring 

Consultative  Sales  Experience 

Helpful,  e-mail  resume  to: 

success(£^rac-tqi.com 

or  call  800-799-6227  Dept.  4BS-CT 

Very  High  Income  Potential 

Extensive  Training  and  Support 


Fortunes  Are  Being  Made 
By  Average  People  Like  Me. 

Are  you  financially  motivated, 
coachable,  &  entrepreneurial? 

Call  800-345-1983 
www.mentoryoursuccess.com 


BUSINESSES  FOR  SALE 


Internationa!  Investment  Banking  Firm 
has  Middle  Maritet  Businesses  for  Sale 

GW  EQUITY 

877-213-1792 


www.GWEQUITY.com 


You  can  charge  your  ad 


Forbes 
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For  Advertising  Information 
and  Rates  Contact: 
Media  Options 
I -800-442-644 1 

medioptCajaol.com 


BONITA  BAY  COUNTRY  CLUB  •  NAPLES,  FL 


Kr  \      rflMlfflftiiii  * 


UCTION 

TUESDAY,  DEC.  12,  2006  2PM 


Experience  elegant  Estate  Home  living  in  Bonita  Bay 

on  the  15th  fairway  of  The  Marsh  Course. 
Designed  by  the  Sater  Group,  this  magnificent  home 
boasts  impeccable  design  and  craftsmanship  in 
addition  to  outstanding  features  and  exceptional 
finishes  throughout.  Come  prepared  to  Bid  &  Buy! 

Grand  estates 


auction  company* 
Charlotte  -  Atlanta  -  Vail 
call  for  a  FREE  color  brochure 

1.800.552.8120 

www.GrandEstatesAuction.com 


Robert  Kirk  FL  Auctioneer  AU3384  /  Broker  BK31 57296 


Business  Opportunities 


Waterfront 


GO  PUBLIC! 

We  specialize  in  taking  companies  public 

through  reverse  mergers.  We  have 
0TC.BB  companies  available  for  merger. 
We  also  provide  financing  for 
restricted  stock  with  no  recourse. 

954-384-4092 
www.westoncapitalquest.com 


MARTHAS  VINEYARD 

3+/-  Acres  on  TASHMOO 
2  Homes-Already  Subdivided 
Special  Private  Financing 

ALSO 

4  Bdrm/3.5  Bath  Home  on  THE 
LAGOON-100  Ft.  Dock-AC 
and  Much  More  $2,350,000 
1-800-323-9907 
The  Island  Group  


Motivated  Entrepreneurs: 

Finally  the  opportunity  that  you  have 
been  looking  for  with  a  solid  lifestyle 

company  that  offers  an  original 
business  model.  Opportunity  to  earn 
Executive  Level  Income. 
For  immediate  interview  call: 
800-382-0859  ext.4639 


Forbes 

Subscriber  Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other  customer  service, 
visit  our  site  at.... 
www.forbes.com/customcrservice 

orcall...800-888-9896 


Forbes 


Forbes 


SLAM  DUNK  INVESTING  IN  OIL 

Curtis  Hesler,  Editor  of 
Professional  liming  Service,  rec- 
ommended Enerplus  Resources 
(ERF)  at  $17.  It's  now  $43,  and 
still  pays  a  10%  dividend.  He 
believes  that  there  are  4  major 
opportunities -crude  oil,  gold, 
stocks  and  bonds- -that  will  make 
and  break  millionaires.  Subscribe 
today  and  get  his  free  special 
report,  Oil:  Slam  Dunk  Investing 

for  Income  &  Capital  Gains. 
Call  toll  free  1-877-733-7876  or 
www.forbesnewsletters.com/pts 


TH Q  UGHTS 

On  the  Business  of  Life 


hat  have  Americans  to  be  thankful  for?  More  than  any  other  people  on  the  whole  earth,  we 
enjoy  complete  religious freedom,  political freedom,  social  freedom.  Our  liberties  are  sacredly 
safeguarded  by  the  Constitution  of  the  United  States,  "the  most  wonderful  work  ever  struck 
off  at  a  given  time  by  the  brain  and  purpose  of  man"  Yes,  we  Americans  of  today  have  been  bequeathed  a  noble 
heritage.  Let  us  pray  that  we  may  hand  it  down  unsullied  to  our  children  and  theirs.     —B.C.  FORBES  ( 1 953) 


Thanksgiving  dinners  take  18  hours 
to  prepare.  They  are  consumed  in 
12  minutes.  Half-times  take  12  minutes. 
This  is  not  coincidence. 

— ERMA  BOMBECK 


An  optimist  is  a  person  who  starts  a  new 
diet  on  Thanksgiving  Day. 

— IRV  KUPCINET 


If  you  think  Independence  Day  is 
America's  defining  holiday,  think 
again.  Thanksgiving  deserves  that  title, 
hands-down. 

—TONY  SNOW 


J  celebrated  Thanksgiving  in  an 
old-  fashioned  way.  I  invited  everyone 
in  my  neighborhood  to  my  house, 
we  had  an  enormous  feast,  and  then 
I  killed  them  and  took  their  land. 

—ION  STEWART 


/  have  the  happiness  of  the  passing 
moment,  and  what  more  can  a  mortal  ask? 

—GEORGE  GISSING 


But  what  minutes!  Count  them  by 
sensation,  and  not  by  calendars,  and  each 
moment  is  a  day. 

— BENJAMIN  DISRAELI 

Gratitude  is  the  most  exquisite  form 
of  courtesy. 

—JACQUES  MARITAIN 


My  country  gave  me  schooling, 
independence  of  action  and  opportunity 
for  service.  I  am  indebted  to  my  country 
beyond  any  human  power  to  repay. 

—HERBERT  HOOVER 

Sometimes  we  need  to  remind 
ourselves  that  thankfulness  is  indeed 
a  virtue. 

—WILLIAM  JOHN  BENNETT 


/  awoke  this  morning  with  devout 
thanksgiving  for  my  friends,  the  old 
and  new. 

—WILL  CARLETON 


Thanksgiving:  Not  a  good  day  to  be 
my  pants. 

—KEVIN  JAMES 


It  has  been  an  unchallengeable  American 
doctrine  that  cranberry  sauce,  a  pink  goo 
with  overtones  of  sugared  tomatoes,  is  a 
delectable  necessity  of  the  Thanksgiving 
board  and  that  turkey  is  uneatable 
without  it. 

— ALISTAIR  COOKE 

My  mother  is  such  a  lousy  cook 
that  Thanksgiving  at  her  house 
is  a  time  of  sorrow. 

—RITA  RUDNER 

Thanksgiving  comes  to  us  out  of  the 
prehistoric  dimness,  universal  to  all  ages 
and  all  faiths.  At  whatever  straws  we  must 
grasp,  there  is  always  a  time  for  gratitude 
and  new  beginnings. 

—}.  ROBERT  MOSKTN 

Dear  Lord,  we  beg  but  one  boon 
more:  Peace  in  the  hearts  of  all  men 
living,  peace  in  the  whole  world  this 
Thanksgiving. 

—JOSEPH  AUSLANDER 


A  Text ....  

The  Lord  is  my  portion,  saith  my 
soul;  therefore  will  I  hope  in  him. 

—LAMENTATIONS  3:24 
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PLAYER 


Global  companies  have  teams  everywhere. 
To  help  them  share  ideas,  Xerox  multifunction  systems 
and  software  put  everyone  on  the  same  playing  field. 
There's  a  new  way  to  look  at  it. 


mining  a  global  company  requires  secure  worldwide 
lformation  sharing.  Luckily,  Xerox  has  a  solution  for 
veryone  on  your  team.  Using  Xerox  multifunction 
/stems  and  Xerox  DocuShare®  software,  documents 
an  be  securely  scanned  to  the  Web.  This  way  people 
iroughout  your  global  network  can  share  them.  This 


keeps  documents  current,  can  eliminate  warehousing 
needs  by  70%  and  can  reduce  order  fulfillment  time  by 
80%.  Whatever  Xerox  WorkCentre®  multifunction  system 
you  choose,  you'll  reduce  costs  by  printing,  copying, 
scanning  and  faxing  from  one  convenient  network  device. 
Now  that's  a  game  plan.  To  learn  more,  contact  us  today. 


XEROX 


erox.com/office/team 

800-ASK-XEROX  ext.  753 


Technology     Document  Management     Consulting  Services 


?005  Xerox  Corporation  All  rights  reserved  XEROX*  WorkCentre*  DocuShare*  and  There's  a  new  way  to  look  at  it*  are  trademarks  of  Xerox  Corporation  in  the  United  States  and/or  other  countries 


©2006  Mercedes-Benz  USA. 


At  our  best  when  things  are  at  their  worst. 


AFTER  MORE  THAN  65  YEARS  OF  SAFETY  FIRSTS, 
WE  KNOW  WHAT'S  NEEDED  IS  MORE  THAN  JUST  ANOTHER  INNOVATION. 

What's  needed  is  an  idea  so  powerful  it  will  change  what  is  possible. 


Mercedes-Benz  PRO-SAFE™  is  that  idea.  A  philoso- 
phy of  combining  uniquely  integrated  safety  features 
to  work  together  in  the  critical  moments  before,  during 
and  after  an  accident. 

To  help  avoid  accidents,  there's  PERFORM-SAFE 
technology.  For  example,  Brake  Assist  automatically 
boosts  braking  power  when  applying  the  brakes  fast, 
while  the  Electronic  Stability  Program  (ESP'j  helps  keep  your 
vehicle  under  control  during  evasive  maneuvers. 

In  a  situation  where  circumstances  suggest  an  accident 
is  imminent,  PRE-SAFE*-  is  alerted  and  prepares  by  moving 
the  front  passenger  seat  to  a  more  favorable  position.  If 
sensors  detect  severe  skidding  that  may  result  in  a  rollover, 


the  system  also  closes  the  windows  and  sunroof." 
v        During  a  collision,  PASSIVE-SAFE  systems,  including 
dual-stage  air  bags  and  seat-belt  tensioners  with  belt 
force  limiters,'  can  provide  additional  protection. 

After  an  accident  in  which  an  air  bag  or  seat-belt 
tensioner  has  deployed,  POST-SAFE  automatically 
cuts  off  the  fuel  flow,  partially  opening  the  windows  to 
help  vent  air  bag  gases  more  quickly,  and  contacts  the 
Tele  Aid"  Emergency  Response  Center,  where  specialists  will 
notify  local  emergency  services. 

And  all  of  this  happens  in  just  seconds.  Seconds  made 
possible  by  tireless  decades  of  safety  innovation  that 
continues  to  this  day. 


Unlike  am  other. 


Mercedes-Benz 


MBUSA.com 


•PRE-SAFE  is  available  in  select  vehicles.  See  dealer  for  details.  "PRE-SAFE  doesn't  close  the  optional  Panorama  Roof.  'For  front  and  rear  outboard  seating  positions.  "Requires  subscription.  Service  operated 
only  where  cellular  and  GPS  coverage  are  available,  and  requires  adequate  power  supply.  For  more  information,  call  1-800-FOR-MERCEDES,  or  visit  MBUSA.com( 
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Pitney  Bowes  mailstream  solutions      For  the  first  time,  business  can  see  the  big  picture  for  what  it  real! 
use  satellite  imagery  to  let  you  see      a  composite  of  precise  demographic,  geographic  and  lifestyle  snaps! 
customers  in  unprecedented  detail.      of  its  customers.  Our  Geocoding  Solution  allows  insurers  to  analyze  I 

on  a  house  by  house  basis,  so  they  can  structure  premiums  that  accuri 
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;t  differing  levels  of  risk.  This  is  just  one  of  the  ways  Pitney  Bowes  is 
|ing  the  boundaries  of  mail  and  data  into  mailstream  solutions  that 
lelping  many  Fortune  500  companies  stay  compliant,  competitive, 
irofitable.  What's  next?  Visit  pb.com/whatsnext  and  see  for  yourself. 
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Engineering  the  flow  of  communication 
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When  you're  dispensing  flammable 
liquid,  you  should  have  a  safety  bung 
on  each  drum,  or  everything  you've 
worked  for  could  blow  up  in  your 
face.  Which  is  precisely  why  the 
world's  leading  companies  find 
FM  Global's  engineering  approach 
the  best  fit.  Because,  unlike 
insurance  companies  that  use 
actuaries  to  calculate  risk, 
FM  Global's  1,500  engineers  work 
full-time  to  minimize  risk.  When 
one  incident  can  cost  millions  of 
dollars  in  lost  revenue  and 
shareholder  value,  you  might  ask 
your  risk  manager:  What  price  are 
we  willing  to  pay  for  not  having  the 
ght  property  protection?  Visit 
fmglobai.com  to  learn  more. 
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Software  for  the  security,  storage,  and  availability  of  your  mission-critical  information. 

These  days,  connections  have  never  been  so  vital.  Or  so  vulnerable.  At  Symantec,  we  have  the  solutions  and 
expertise  to  keep  your  information  secure  and  available  across  your  entire  operation.  From  backup  and  recovery 
to  information  security.  From  IT  policy  compliance  to  data  center  management.  We  bring  confidence  to  every 
connection.  Visit  symantec.com/confidence 

©  2006  Symantec  Corporation.  All  rights  reserved.  Symantec  and  the  Symantec  Logo  are  registered  trademarks  of  Symantec  Corporation. 
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144  Large  Caps:  Time  to  Buy  Since  the  2000  tech  crash,  large-cap  growth 

stocks  have  lagged  their  counterparts  by  historic  proportions.  Time  to  buy. 

By  James  M.  Clash 

148  Consuming  Interest  Once  the  economy  dips,  high-yield  debt  will  start 

defaulting.  But  you  can  buy  bonds  of  consumer  goods  makers  whose  businesses 

should  hold  up  well  in  a  recession.  By  Phyllis  Berman 

152  How  to  Cash  In  on  Short-Selling  Your 

broker  may  be  making  a  pretty  penny  lending  your         ^^B^^     ,  - 

stock  to  a  hedge  fund  without  your  knowledge. 


neres  now  10  get  a  cut  01  me  actic 

By  Liz  Moyer 

Inflation:  3  Strategies 
To  Protect  Yourself 
156  Taking  Stock  in 
Commodities  Whether  oil, 
gold  or  tbod,  they  usually  go  up 
with  inflation.  But  don't  buv  futur 


contract**,  says  t-reaencK  Sturm,  auy 
in  resource  businesses. 
By  Christopher  Helman 

157  Bulletproof ing  Your 
Bonds  How  to  thwart 
inflation  with  Treasurys  and, 
now,  municipals. 
By  David  Armstrong 

158  Retire  Relaxed  Buying 

an  inflation-protected  annuity  is  the 
most  rational  retirement  investment 
could  make.  Very  few  people  behave 
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most  rational  retirement  investment  many  peop 
could  make.  Very  few  people  behave  rationally. 

By  Scott  Woolley 

161  When  Sparks  Fly  Utilities  across  the 
globe  are  gearing  up  for  consolidation,  with 
Europe  ottering  U.S.  investors  the  best  of  the 

action.  Bv  Tatiana  Serafin 
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164  Not-So-Fixed  income  Do  the 

meager  yields  on  Treasurys  leave  you  cold? 
You  can  get  an  extra  point  of  interest  with 
mortgage-backed  securities,  but  there  are 
pitfalls.  Read  this  first.  By  Matthew  Rand 

168  The  Shipping  News  The  volatile 

ocean  freight  business  has  scared  away 
investors  and  made  the  stocks  cheap.  Invest- 
ment banker  Simon  Rose  names  four  that 
you  should  take  a  look  at.  By  Phyllis  Berman 

174  Trading  Places  Which  is  best: 
paying  a  commission  each  time  you  buy 
or  sell  a  stock,  or  a  flat  fee? 
By  Chana  R.  Schoenberger 


2007  RETIREMENT  GUIDE 

Which  One  to  Pick  First  Do  you  withdraw 
from  taxable  accounts?  Then  IRAs?  Here's  a 
savvy  strategy  using  Roths  to  tap  your  invest- 
ments—and save  on  taxes.  By  Janet  Novack 

The  Big  Chill  lust  when  the  baby  boomers 
were  about  to  earn  some  nice  pension 
benefits,  their  plans  are  being  frozen.  What 
to  do.  By  Janet  Novack 

Tapping  the  House  With  a  reverse 
mortgage,  you  can  turn  your  homes  equity 
into  a  pile  of  cash — but  at  a  steep  price. 
By  Carrie  Coolidge 


177  Hail  Mary  Stock  Picks  If  you  had 

to  bet  it  all  on  a  single  stock,  which  one? 
Our  annual  Love  Only  One  panelists  go  for 
Corning,  PolyMedica  and  15  others. 
By  Andrew  T.  Gillies 


182  Get  Rich  Off  Plastics  You  want  a 
commodity  play,  but  gold  has  gotten  a  little 
too  rich  for  you?  Time  for  some  exposure  to 
soda  ash.  By  Megha  Bahree 

REAL  ESTATE 

186  Exploiting  the  College  Boom 

Expanding  college  rolls  mean  big  demand 
for  private  apartment  complexes  to  house 
students.  Here's  a  study  guide  to  cashing  in. 
By  Matthew  Swibel 

190  Paradise,  Sort  Of  Montene  gro  is  the 
new  magnet  for  people  seeking  picturesque 
villas  on  the  Mediterranean.  Property  comes 
cheap,  but  have  caution.  By  Bernard  Condon 

CHARITY 

198  Charity  Case  Roger  Chapin  is  a 
man  with  a  cause.  A  whole  bunch  of  them. 
By  William  P.  Barrett 

202  Rating  Nonprofits 

By  William  P.  Barrett 

INTERNATIONAL 

206  Japan  Value  Play  The  world's 
second-largest  economic  power  hasn't  roared 
back — yet.  But  that  means  good  buys  are 
available.  By  Alex  Davidson 

MUTUAL  FUNDS 

209  Five  Funds  That  Beat  the  Market 

Balanced  funds  mix  stocks  and  bonds.  The 
new  breed,  asset  allocation  funds,  goes  one 
step  beyond.  By  Megan  Johnston 

TAXES 

214  Give  Now  The  estate  tax  is  here  to 
stay.  But  you  might  not  have  to  worry  about 
it,  if  you  dish  out  assets  ahead  of  time. 
By  Ashlea  Ebeling 

218  The  New  Rules  of  Giving  Bill 
Clinton  took  a  deduction  for  his  underwear, 
and  now  we're  all  paying  the  price.  Read  this 
before  you  make  any  more  charitable 
contributions.  By  Ashlea  Ebeling 

FUNGS 

222  The  Reel  World  Want  to  invest  in  a 
film?  It  won't  be  easy  to  make  money,  but 
you  will  likely  have  some  fun  hobnobbing 
with  future  (maybe)  stars.  By  Brett  Pulley 
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'I  became  the 
poster  child  for 
the  ills  of  political 
donations." 


104 


SPECIAL  FEATURE 

104  The  Rise  of  Ron  Burkle  He  built  a 
fortune  betting  on  out-of-favor  assets — 
including  the  Democrats.  Now  it's  time  to 
cash  in.  By  Matthew  Miller 

18  Index 
24  Side  Lines 
28  Readers  Say 

33  Fact  and  Comment  Steve  Forbes 

writes  that  Iran  is  the  most  menacing  threat 
before  us. 

36  Other  Comments 

39  Current  Events  Raul  Johnson  says 
space  is  our  ticket  to  survival. 

41  Digital  Rules  Rkh  Karigaard  on 

populism,  age  and  the  nostalgia  trap. 

44  Informer   Trump  unloads  tropical 
fruits;  YouTube  calls  kettle  black. 

48  On  My  Mind  By  E  Fuller  Toney, 
M.D.  Let's  not  rush  to  blame  Mom  for 
schizophrenia.  It  may  be  your  pet. 

50  Follow-Through  Flashbacks 

244  Thoughts 

OUTFRONT 

54  Watch  the  States  Even  if 
Washington  is  gridlocked,  Schwarzenegger 
and  other  governors  will  deliver  plenty 
of  action  on  the  big  government  front. 
By  Janet  Novack 
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RESPECTFULLY 
MMTI-BUREAUCRATIC. 

Vhat's  worked  before  may  not  again.  Seek  opportunities.  Understand  risk  and  exploit  it.  Set  the  highest 
.tandards  for  yourself.  It's  a  way  of  thinking  that  helps  BlackRock  offer  the  kinds  of  investment  products  and 
•olutions  that  meet  the  needs  of  investors  around  the  world. 

I  '  Put  the  sharp  minds,  powerful  technology,  global  perspective,  passion  and  integrity  of  BlackRock  to  work 
or  you  Opportunity  favors  the  prepared  mind. 
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delight  will  grow  in  any  climate 


Four  Seasons 
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When  life  feels  perfect. 


Contact  your  travel  consultant,  visit  www.fourseasons.com  or  in  the  u.s.  call  1-866-823-2539 
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58  Web-Hit  Wonders  TV's  hitmakcrs  are 
struggling  to  find  the  Internets  prime-time 
lineup.  By  Evan  Hessel 

58  Hands  Off  My  Ideas  Stock  picks 
are  intellectual  property,  says  hedge  fund 
manager  Phil  Goldstein,  who  wants  the  SEC 
to  stop  requiring  disclosure. 
By  Michael  Maiello 

60  Sorry,  Charlie  Rupert  Murdoch 
finds  a  way  to  knock  out  satellite  service  to 
customers  of  rival  Charles  Ergen's  EchoStar. 
By  Dorothy  Pomerantz 
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source  of  cash.  By  Daniel  Fisher 
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TECHNOLOGY 

68  Credit  Card  Killer  Online  shopping  is 
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By  Erika  Brown 
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By  Emily  Lambert 
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by  buying  the  old  Westinghouse  nuclear  arm. 
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The  Forbes 
Fictional  15 

By  Michael  Noer  and  David  M.  Ewalt 

We  take  our  collec- 
tive fascination  with 
the  superrich 
beyond  the  realm  of 
flesh-and-blood 
individuals  and  into 
the  fantasy  world  of 
movies,  animations, 
comic  books  and  the 
Internet.  Never 
heard  of  ninth- 
ranked  Prince 
Abakaliki  of  Nigeria? 
That  may  be  a  good 
thing,  because  he  is 
behind  the  notorious 
e-mail  scam.  You 
will  have  to  visit  us 
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Santa  Claus  remains 
on  top  of  our  compi- 
lation of  imaginary 
high  rollers  or  if  Jed 


The  Simpsons'  C.  Montgomery 
Burns:  Fictional  15  perennial. 


Clampett  is  still  in  the  money  and  who's  on  and  who's 
off  this  year's  list  of  individuals  who  are  rich  beyond 
imagination.  Go  to  forbes.com/fictionall5. 
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What  It  Takes 
To  Succeed 

By  Elizabeth  Corcoran 

The  chasm  between  who  collects  the  big  bucks  and  who 
invents  new  technology  is  wide  and  deep.  Contrast 
overnight  sensation  YouTube,  which  makes  use  of 
technology  developed  by  others,  with  privately  held 
NeoPhotonics,  a  pioneer  in  nanotechnology  applications 
such  as  better  batteries  for  medical  devices  and  optical 
chips  for  communications  networks.  NeoPhotonics  is  a 
case  study  in  how  much  persistence  it  takes  to  build  a 
business  around  genuine  invention.  "This  is  what  risk 
capital  is  all  about,"  says  venture  capitalist  Pete  Thomas, 
who  a  decade  ago  provided  early  seed  funding  for  the 
predecessor  to  NeoPhotonics. 
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Side  Lines  

The  Bupkes  Bond 


FOR  CONSERVATIVE  INVESTORS  WORRIED  ABOUT  INFLATION 
and  taxes,  here's  a  terrific  investment:  a  bond  that  earns  nothing. 

In  a  triptych  that  folds  out  from  page  156,  our  Money  Guide 
offers  three  ways  to  beat  inflation.  In  the  middle  panel  David 
Armstrong  describes  a  low-risk  strategy:  tax-exempt  bonds  that, 
like  Treasury  Inflation-Protected  Securities,  give  you  a  return 
over  and  above  inflation.  Unlike  TIPS,  which  are  taxable,  the 
municipal  bond  version  offers  a 
real  aftertax  return.  How  much? 
Somewhere  around  0.7%.  Now 
subtract  a  little  something  for  the 
rare  default,  plus  a  fee  for  the 
mutual  fund  that  is  probably  your 
best  vehicle  for  holding  muni 
bonds,  and  your  likely  return  is 
very  close  to  zilch. 

This  is  terrific?  Sure,  compared 
with  the  alternative,  which  is  to 
buy  U.S.  Treasury  bills. 

The  chart  plots  what  would 
have  happened  to  a  hypothetical 
dollar  invested  in  T  bills  by  a  top- 
bracket  taxpayer.  The  government 
that  issues  these  bills  gets  you  two 
ways.  First  is  via  inflation,  what 
Ronald  Reagan  called  the  "thief  in 
the  night."  The  other  is  to  send 
around  the  Internal  Revenue  Service  to  rob  you  in  broad  day- 
light. Your  real  aftertax  return  over  the  past  75  years  is  a  cumula- 
tive -72%. 

One  could  hope  for  better  results  this  century.  At  the  moment 
tax  rates  are  low,  and  Fed  Chief  Benjamin  Bernanke  is  not 
debauching  the  money  supply  as  fast  as  his  predecessors  did  in  the 
1970s.  But  he  has  the  nickname  Helicopter  Ben  for  a  reason.  He 
made  a  wisecrack  about  dealing  with  deflation,  if  necessary,  by 
dropping  dollar  bills  from  aircraft.  Maybe  he  wasn't  joking. 

You  can't  buy  an  aftertax  TIPS  from  the  Treasury,  but,  curi- 
ously enough,  another  branch  of  the  federal  government  is  plan- 
ning to  issue  something  just  like  it  beginning  next  year.  Alas,  the 
instrument  in  question  will  be  available  only  in  a  denomination 
of  42  cents  and  can  be  used  only  for  postage.  The  proposed  For- 
ever stamp  is  good  for  a  first-class  letter  no  matter  when  you  stick 
it  on  the  envelope.  Presumably  the  IRS  will  not  attempt  to  tax  you 
on  your  "profit"  from  inflation. 

Let's  scale  this  up— a  $1,000  federal  bond  that  the  govern- 
ment guarantees  not  to  damage  with  either  taxes  or  inflation. 
Even  with  a  0%  coupon  it  would  be  a  pretty  good  investment. 

Editor 
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How  complete  is  Roger  Federer's  game?  His  forehand  unleashes  the  ball  at  speeds  nearing  1 00 
mph.  His  backhand  finds  angles  that  nobody  can  return.  His  volley:  graceful,  efficient,  precise. 
His  mental  game  can  be  described  as  tough,  brilliant  and  daunting.  Whether  you're  sitting  in  the 
stands  or  facing  him  across  the  net,  to  watch  Roger  Federer  play  is  to  witness  something  that 
comes  along  very  seldom.  Greatness. 


NEW  YORK 


terprise  information  is  exploding, 
with  the  demands  to  make  it  all  mobile. 


NOW  IT'S  UP  TO  YOU  TO  MAKE  IT  WORK. 


When  businesses 
_;et  serious  about 

I 

MANAGEMENT 
AND  MOBILITY 

they  get  Sybase. 


Ready  to  get  serious  about  taking  your  data  infrastructure  to  the  next  level?  Choose  the  company  that  81  of 
Fortune  100  organizations  rely  on  to  securely  deliver  decision-ready  information  to  the  point  of  action  while 
providing  the  IT  control  you  need:  Sybase.  Our  modular  software  helps  your  IT  staff  to  break  down  the  complex 
barriers  in  your  data  flow,  ensuring  information  moves  seamlessly  and  securely  between  data  sources  and  points 
of  action.  So  if  you're  ready  to  make  the  Unwired  Enterprise  a  reality,  let  Sybase  help  you  deliver  some  serious  results. 
To  learn  more,  visit  www.sybase.com/getserious10 
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The  King's  Math 


After  reading  "Dethroned"  (Nov.  27,  p.  50),  Id 
like  to  point  out  that  the  picture  of  the  satellite 
radio  market  can  be  painted  in  several  ways.  It 
now  costs  Sirius  $1 14  to  acquire  each  new  sub- 
scriber; that's  down  from  an  average  of  $149. 
Yes,  Howard  Stern  has  added  only  1.8  million 
listeners  this  year.  He  also  helped  drive  over 
1  million  subscribers  to  Sirius  in  the  fourth 
quarter  of  last  year.  Adding  2.9  million  sub- 
scribers who  pay  $12.95  apiece  is  an  increase  of 
$37,555,000  a  month  in  sales,  or  a  total  annual 
revenue  of  $450,660,000.  So  how  has  Stern  hurt  the  company,  when,  in  nearly 
the  first  year,  he  has  increased  gross  sales  to  cover  the  $500  million  Sirius  paid 
him?  Your  readers  are  smarter  than  you  think! 

PAUL  HUDDLE 
Long  Beach,  Calif. 


Shock  jock  in  the  city:  Sirius' 
Howard  Stern. 


I '  4  I  1 5 


President  and  Editor-in-Chief  Steve  Forbes 
Chief  Operating  Officer  Timothy  C.  Forbes 
President  and  Publisher  Forbes  Magazine  Group 

lames  S.  Berrien 

Vice  Chairman  Christopher  Forbes 
Group  Vice  President-Editorial  James  W.  Michaels 
Publisher  Forbes  Magazine  Rich  Karlgaard 
President  ForbesLife  Robert  L.  Forbes 
Chairman  Forbes  International  Brian  Mulroney 
Executive  Vice  President  Electronic  Publishing 
James  Spanfeller 

Executive  Vice  President  Chief  Financial  Officer 

Sean  P.  Hegarty 

Senior  Vice  President  General  Counsel  and  Secretary 

Terrence  O'Connor 

Senior  Vice  President  General  Manager  Scott  E.  Masterson 
Senior  Vice  President  Corporate  Communications 

Monic  Begley  Feurey 

Vice  President  Treasurer  Philip  E.  Rcville 

Vice  President  The  Forbes  Collections 

Margaret  Kelly  Trombly 

Vice  President  Business  Development  Miguel  Forbes 
Controller  Thomas  J.  Callahan 
Director  of  General  Services  ( !ar)  Prasto 
Director  of  Human  Resources  Margaret  W.  Loftus 
Director  of  Knowledge  Management  Anne  P.  Mint/ 
Group  Director  of  Production  and  Manufacturing 
Elaine  Y.  Fry 

Group  Director  of  Circulation  Nina  M.  LaFrance 
Director  of  Distribution  Edward  Conrad 
Director  of  Protocol  Cathi  Culbertson 
Director  of  Project  Management  Amy  C.  Berretta 
Director  of  Consumer  Marketing  Carolyn  Topak 
Director  of  Circulation  Planning  &  Operations 
Natalie  Maquiling 

Director  of  Information  Technology  Robert  Cacace 
Director  of  Corporate  Communications  Laurie  Baker 
Director  of  Internal  Communications  Diane  Reeves 

Vice  President  Associate  Publisher  Kevin  Gentzel 

Vice  President  Conference  Group  Kendall  Crolius 

Vice  President  Marketing  Deborah  Himmelfarb 

Vice  President  Custom  Solutions  Mark  Furlong 

Vice  President  New  Business  Partnerships  Mike  Woods 

New  York  Jennifer  Giampietro  Cooke,  Felix  DiFilippo, 

Group  Advertising  Directors;  Brett  Donahue,  Moira  Forbes, 

Sherry  Phillips,  Diantha  W.  Redd,  Hayley  Romer, 

Frank  W.  Rosa,  Kristopher  Weinisch 

Atlanta  lohn  Reock 

Boston  Kristin  Casey,  Mgr. 

Chicago  William  J.  Powers  Jr.,  Mgr.;  James  W.  Wall 

Dallas  lackie  Olson 

Detroit  Shauna  Haras,  Group  Advertising  Director; 
Christine  Schultz 

Los  Angeles  Lisa  K.  Carden,  Mattie  Reyes 

Silicon  Valley  Frank  Thorn,  Group  Advertising  Director; 

Chesley  Bohac,  Denyce  Kehoe,  Chris  Litchfield 

Washington,  DC.  C.  David  Pinkerton,  Jr., 

Group  Advertising  Director 

Director  of  Economic  Development  Peter  T.  Malloy 

Executive  Director  of  Marketing  Nancy  Bensimon 

Director  of  Research  Linda  Lawrence 

Director  of  Merchandising  and  Events  Marcia  Thompson 

Creative  Director  of  Design  Center  Susanne  Preinfalk 

Director  of  Media  Strategies  Andrea  Sontz 

Director  of  Corporate  Integration  Selden  Blommer 

Director  of  Special  Sections  Carol  Nelson 

Group  Business  Director  Jeff  Reilly 

Marketing  Director  Lawrence  Ganz 

President  and  Publisher  Forbes  Asia 

William  Adamopoulos 
Executive  Directors  loyce  Lim,  Tina  Wee 
Japan  Director  Hiroyuki  Nakagawa 
Sales  Directors 

Tokyo  Toshiaki  Iizuka;  Hong  Kong  Pauline  Seow, 
l-'va  <  aims;  Singapore  Serene  Lee,  Margaret  Chua 

Vice  President  Managing  Director  Europe 

Robert  A.  Crozier 

London  Juanita  Caspari,  Sam  Davies,  Regional  Sales 
Directors/Europe 

International  Projects 

Executive  Director  lames  W.  LaCirignola 

Forbes  Newsletter  Group 

Vice  President/Editor  Matthew  Schifrin 

Forbes  Investors  Advisory  Institute 
President  Wallace  Forbes 
Vice  President  Vahan  Janjigian 

Advertising  Business 

Manager  Brandon  Russell;  Ivette  Reyes 


Readers  Say 

READERS@FORBES.COM 


Split  Decision 

After  reading  your  cover  story  on 
divorce,  "Dirty  Tricks"  (Nov.  13,  p.  172), 
I  had  to  write  on  behalf  of  thousands  of 
women  who  have  been  victimized  by  ex- 
spouses  who  commit  fraud,  perjury  and 
money  laundering — and  get  away  with 
it.  In  this  kind  of  crime  99%  of  the  vic- 
tims are  women  and  the  children  who 
go  with  them.  This  country  should  be 
ashamed  of  the  way  courts  abandon 
women  when  yet  another  man  commits 
fraud  and  perjury  in  a  divorce  case.  We 
hear  plenty  about  "deadbeat  dads"  in 
poor  neighborhoods,  where  men  aban- 
don their  kids  and  never  pay  a  dime.  But 
deadbeat  dads  are  alive  and  well  in  the 
richest  neighborhoods  of  America.  If 
women  who  possess  some  financial 
means  have  this  much  trouble  collect- 
ing, imagine  the  challenge  that  poorer, 
uneducated  women  face  when  they  try 
to  collect  assets  or  support.  When  will 
the  laws  change?  When  pigs  fly — or 
when  women  are  in  charge  of  the  legisla- 
tures, perhaps. 

BARBARA  FARREN 
Rancho  Palos  Verdes,  Calif. 

Rhythm  Methods 

You  bring  up  some  excellent  points  wor- 
thy of  national  debate  in  "Dangerous 


Devices"  (Nov.  27,  p.  94).  However,  you 
also  describe  lifesaving  devices  such  as 
implantable  cardioverter  defibrillators 
(iCDs)  in  a  manner  which  is  unnecessar- 
ily frightening.  ICDs  have  the  ability  to 
save  thousands  of  lives  each  year  and  are 
highly  reliable.  Of  course  it's  also  true 
that  the  ICD  industry  has  failed  in  the 
past  to  notify  physicians  and  patients  of 
when  there  have  been  changes  in  their 
reliability.  Your  article  illuminated  the 
need  for  a  broader  discussion  of  post- 
market  surveillance  of  these  important 
devices. 

LISA  SALBERG 
President 

Hypertrophic  Cardiomyopathy 
Association 
Hibernia,  NJ. 

Radio  Dazed? 

A  graph  accompanying  our  story  on  Sir- 
ius satellite  radio  and  Howard  Stern, 
"Dethroned,"  indicated  that  the  number 
of  Sirius  subscribers  dropped  from  3.3 
million  to  1.4  million  in  the  first  quarter 
of  2005.  Its  subscriber  base  actually  rose 
26%  during  that  period. 


■Forbes 
■  com 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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Drive  your  way  " 


Ife've  built  the  top-ranked  car  in  the  world 
ut  still  managed  to  keep  all  four  wheels  on  the  g 


/inner  of  AutoPacific's  Best  in  Class  Vehicle  Satisfaction  Award.  According  to  AutoPacific,  the  Azera  is  "the  highest  scoring  passenger  car, 
head  of  vaunted  Premium  Luxury  Cars  like  the  Lexus  LS,  Jaguar  XJ  and  Mercedes  S-Class.  The  fact  that  these  cars  are  twice  the  price  of  an  Azera 
;  just  icing  on  the  cake."  We  couldn't  agree  more.  Of  course  we  also  believe  we  shouldn't  let  all  that  praise  go  to  our  heads.  thenewAzera.com 
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|lety  betts  should  always  be  worn  ©  2006  AutciPacitic.  IncVehicle^atlStlaclion  Award.  Hyurulaiand-kylfnClaJ  nld 


trademarks  ol  Hyundai  Motor  America,  All  rights  reserved.  ©  2000  Hyundai  Motor  America.'. 


Artistic  expression  should  fit  in  a  po< 


At  Samsung,  we  realize  that  to  succeed  in  business  we  must  also  succeed  in  life. 

Around  the  world  our  mobile  phones  are  famed  for  their  award-winning  design.  What  you  might  not  know 
is  that  we  also  support  the  world  of  art  at  large.  Our  recipients  include  no  less  preeminent  institutions  as 
the  Bolshoi>8allet  itself.  Contributing  to  this  form  of  beauty  is  something  we'll  continue  to  strive  for. 
It's-one  of  the  many  vyays  in  which  we're  committed  to  making  this  a  better  world. 


www.samsu 


A  better  world  is  our  business. 


The  legendary  1970's  Patek  Philippi 
porthole-inspired  design  has 
evolved.  A  new,  large-size  case  locks 
the  self-winding  movement  with 
power  reserve,  date  and  moon-phas 
display.  The  Nautilus,  an  inspiring 
icon,  is  reborn.  Ref.  5712/u. 

Tel:  (1)  212  218  1240.  www.patek.com 
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Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding.1' 
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The  Unthinkable 
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WHILE  ALL  ATTENTION  IS  NOW  FOCUSED  ON  THE  UNRELENTING 
insurrections  in  Iraq,  a  far  bigger  and  infinitely  more  menacing 
threat  is  before  us:  Iran.  The  fanatics  running  Iran  are  developing 
nuclear  weapons,  not  as  a  means  to  extort  money  from  the  West 
a  la  North  Korea  but  with  the  express  purpose  of  firing  them. 
Former  Prime  Minister  Benjamin  Netanyahu  of  Israel  recently 
revealed  that  these  lunatics  plan  to  manufacture  25  or  more 
atomic  bombs  a  year.  Ominously, 
Tehran  is  building  missiles  with 
longer  and  longer  ranges.  Warns 
Netanyahu,  "It's  1938,  and  Iran  is 
Germany,  and  its  racing  to  arm  itself 
with  nuclear  weapons." 

President  Mahmoud  Ahmadinejad 
has  made  all  too  clear  that,  when  it 
comes  to  world  Jewry,  he  intends  to 
pick  up  where  Hitler  left  off.  Israel  is 
his  obvious  first  target.  A  couple  of 
nuclear  weapons  would  wipe  out  most 
of  that  small  country's  population.  But 
what  U.S.  and  Western  diplomats  fail  to 
grasp  is  that  Tehran's  ambition  for  mass 
murder  goes  beyond  Israel.  Ahmadine- 
jad fully  intends  to  use  nukes  on 
Europe  and,  ultimately,  the  U.S. 

Thomas  Kean,  chairman  of  the 
9/11  Commission,  once  observed  that  9/11  was  less  a  failure  of 
intelligence  than  it  was  a  failure  of  imagination.  Who,  before  that 
terrible  day,  truly  thought  such  a  thing  could  happen?  It  just 
seemed  too  fantastic  to  be  credible.  The  idea  that  Iran  would  lob 
nukes  at  us  or  give  smaller  nukes  to  terrorists  to  set  off  on  Amer- 
ican soil  seems  nearly  as  fantastic.  But  where  murderous  zealots 
are  concerned,  the  unthinkable  can  indeed  come  to  pass. 

Most  Iranians  would  be  quite  happy  to  see  the  mullahs 
replaced  by  a  less  repressive,  more  economic-growth-oriented 
regime.  But  maniacal,  murder-minded  true  believers  don't 


Iran's  Missile  Range 
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depend  on  polls  to  determine  policy.  Time  and  again  we  have 
seen  what  a  handful  of  extremists  controlling  a  country  can  do. 
Hitler  is  the  most  notable  example,  but  there  are  also  Lenin  and 
Stalin,  not  to  mention  the  biggest  mass-murderer  of  them  all, 
China's  Mao  Tse-tung.  And  during  the  1970s  in  Cambodia  Pol  Pot 
and  his  bloodthirsty  band  killed  upward  of  3  million  people. 
There's  no  question  that  it  would  take  a  major  air  strike  to 
achieve  the  disruption  or  destruction 
of  Tehran's  nuclear  program.  But 
most  experts  believe  that  it  is  doable 
without  needing  to  employ  nuclear- 
tipped  missiles  to  break  through  Iran's 
extraordinarily  deep  (in  some  cases, 
450  feet)  underground  bunkers. 

Alas  the  Bush  Administration, 
unnerved  by  its  unexpected  setback  in 
last  month's  elections,  is  not  likely  to 
seriously  contemplate  missile  strikes 
to  curtail  Iran's  nuclear  efforts.  A 
growing  number  of  Bush  officials  are 
quite  ready  to  accommodate  a  nuclear- 
armed  Iran  and  soothe  themselves 
with  the  fantasy  that  these  martyriz- 
ing fanatics  can  be  deterred.  They'll 
warn  the  President  that,  thanks  to 
Iraq,  he  doesn't  have  the  credibility  to 
make  a  case  for  military  action  and  that  he  would  be  opening 
himself  up  to  criticism  that  he  was  using  Iran  to  divert  attention 
from  the  mess  in  Iraq.  Besides  which,  the  Administration  has 
done  little  to  prepare  the  American  public  for  the  possible  need 
to  launch  air  strikes  against  Iran's  nuclear  facilities. 

Israel?  A  stronger  government  than  today's  would  probably 
have  already  carried  out  air  strikes.  But  even  weak,  divided  and 
incompetent  governments  can,  when  faced  with  an  existential 
threat,  undertake  a  major  military  action. 

The  ultimate  test  of  George  Bush's  presidency  is  coming. 
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Source:  Wall  Street  Journal. 


Moronic  Management 


TALK  ABOUT  INCOMPETENCE.  OUR  TREASURY  DEPARTMENT 
wins  the  booby  prize  for  the  way  it  has  managed  in  recent  years 
the  servicing  of  our  national  debt,  the  publicly  held  portion  of 
which  now  comes  to  $4.9  trillion.  When  interest  rates  were  plung- 
ing in  2000-03,  these  geniuses  decided  to  shorten  the  average 
maturity  instead  of  locking  in  long-term  low  yields.  In  2001  they 
even  eliminated  the  issuance  of  30-year  bonds  and  only  recently 
have  revived  this  instrument.  In  the  private  sector  such  foolish- 


ness would  have  led  to  quick  termination,  perhaps  even  criminal 
indictment,  for  deliberately  wasting  shareholders'  money. 

Right  now  2-year  Treasurys  yield  more  than  10-year  or  30- 
year  bonds.  Yet  the  portion  ot  the  national  debt  with  a  maturity 
of  more  than  20  years  has  dropped  from  12%  in  2000  to  5%  cur- 
rently. Debt  with  a  maturity  range  of  one  to  10  years  has  zoomed 
from  42%  in  2001  to  more  than  53%  last  year. 

All  this  would  be  similar  to  a  homeowner  forsaking  a  4.5%  fixed- 
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rate  30-year  mortgage  for  a  variable-rate  mortgage  of  nearly  5%. 

If,  say,  $1  trillion  of  2-year  debt  had  been  financed  with 
30-year  bonds,  the  savings  over  30 
years— assuming  no  change  in  inter- 
est rates— would  be  almost  $150  bil- 
lion. If  the  Fed  continues  to  print  too 
much  money,  as  it  has  been  doing, 
short-term  interest  rates  will  be  going 
up  more;  thus  the  long-term  savings 
could  have  been  even  greater. 

For  starters  the  government 
should  issue  a  lot  of  30-year  bonds,  as 
long  as  the  yields  are  below  5%. 

This  isn't  the  first  time  the  Treasury  has  made  a  hash  of  manag- 
ing our  national  debt.  In  the  private  sector,  companies'  long-term 
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bonds  can  be  called  in  5  years  or  10  years  after  issuance,  even  if  the 
bond's  maturity  is,  say,  25  years.  With  inflation  raging  in  the  late 
1970s  and  early  1980s,  Uncle  Sam 
was  issuing  long-term  debt  with 
coupons  as  high  as  15.75% — with  no 
corporate-like  call  provisions.  When 
interest  rates  fell  as  inflation  came 
down,  the  government — and  the  tax- 
payers— were  stuck  paying  those  high 
rates.  If  Washington  had  issued  bonds 
the  way  the  private  sector  does,  the 
national  debt  would  today  be  several 
hundred  billion  dollars  less. 
Congress  should  grill  Treasury  Chief  Hank  Paulson  on  this 
imbecility  as  soon  as  possible. 


It  Won't 

DEMOCRATS  PROFESS  THEMSELVES  TO  BE  VERY  CONCERNED 
about  America's  competitiveness  with  the  rest  of  the  world.  One 
measure  that  would  help  us  overseas  would  be  to  repeal  an 
amendment  slipped  into  legislation  last  spring  that  dramatically 
increases  U.S.  taxation  of  American  citizens  working  abroad. 

The  U.S.  is  the  only  major  industrialized  country  that  levies 
exactions  on  its  overseas  citizens  for  income  earned  abroad.  Thus, 
Americans  are  liable  for  income  taxes  to  both  Uncle  Sam  and  to  the 
foreign  country  in  which  they  reside.  By  substantially  boosting  their 
taxes,  the  amendment  discourages  the  hiring  of  Americans  in  for- 
eign lands  (employers  have  to  shell  out  more  money  to  make  the  after- 
tax incomes  of  these  workers  worth  their  while),  which  is  not  going 


Happen 

to  help  us  in  promoting  our  goods  and  services  to  foreign  customers. 

This  fall  the  Treasury  Department  mitigated  this  suddenly  more 
onerous  burden  by  changing  the  rules  on  the  amount  of  housing 
costs  that  Americans  living  and  working  abroad  may  deduct  when 
they  file  their  U.S.  income  tax  returns.  But  the  bottom  line  remains 
the  same:  The  cost  for  an  American  company  to  send  Americans 
overseas  has  been  significantly  raised. 

Will  Democrats  scrap  the  amendment?  Not  likely,  in  no 
small  part  because  the  majority  of  Americans  living  abroad  are 
probably  Republicans,  who  make  higher-than-average  incomes 
and  thus  are  guilty  of  that  sin-of-Democratic-sins:  being  "rich." 

Political  hypocrisy  knows  no  bounds. 


New  Classic 


Echo  Park — by  Michael  Connelly  (Little,  Brown  &  Co., 
$26.99).  A  mystery  masterpiece  that  will  be  read  with 
pleasure  and  appreciation  for  decades  to  come.  The  story 
flows  smoothly  and  flawlessly  with  nary  an  awkward 
bump  or  false  note.  The  characters  are  all  plausibly  and 
multidimensionally  portrayed.  The  dialogue  rings  true. 
Connelly's  descriptions  of  the  story's  settings  are  evoca- 
tive. And  there  is  no  shortage  of  suspense,  action  and 
politics  (the  prosecutor  is  running  for  district  attorney). 
L.A.  Police  Department  Detective  Harry  Bosch  is 


assigned  to  a  unit  whose  mission  is  to  reopen  cold 
cases  and  solve  them.  He  is  haunted  by  the  fact  that  he 
and  his  partner  missed  what  may  have  been  a  key  clue 
in  the  apparent  1993  murder  of  a  young  woman  whose 
body  was  never  found.  Then,  by  chance,  a  lowlife  is 
pulled  over  late  one  night,  and  in  his  van  are  plastic 
bags  containing  body  parts.  To  avoid  the  death  penalty 
the  villain  confesses  to  having  killed  the  woman  (as 
well  as  others).  But  what  looks  like  an  open-and-shut 
case  turns  out  to  be  anything  but. 


RESTAURANTS:  GO,  ,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Chubo— 6  Clinton  St.,  near  Houston  St.  (Tel.:  212-674-6300). 
The  fusion  dishes  at  this  hot  spot  are  unpretentious  and  delicious. 
From  the  Chilean  escolar  with  corn  risotto  to  the  grilled  chicken 
paillard  to  the  coffee-rubbed  hangar  steak  with  oxtail  ravioli  to 
the  risotto  of  die  day,  you  can't  go  wrong. 

•  Shun  Lee  Palace— 155  East  55th  St.  (Tel.:  212-371-8844). 
This  eatery  continues  to  do  what  it's  done  successfully  for  years: 


serve  the  kind  of  Americanized  Chinese  fare  found  in  high- 
end  take-out  places,  but  with  a  flourish. 
•  Vento — 675  Hudson  St.,  at  the  intersection  of  9th  Ave.  and 
14th  St.  (Tel.:  212-699-2400).  Simple  yet  first-rate  offerings. 
Favorites:  thin-crust  Parma  pizza  with  prosciutto  and  arugula 
and  the  grapefruit  and  Campari  sorbets.  Noisy  at  night  but  airy 
and  quiet  for  lunch.  F 
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A  Field  Guide 

to  Low-Cost  Investing 


The  perfect  guide  for  investors 
who  believe  that  every  choice 
in  a  diversified  portfolio 
should  be  a  low-cost  choice 


Explore  all  your  choices  at  www.vanguard.com/fieldguide 


Connect  with  us®  >  800-871-3891 


Vanguard1 


^'2006  The  Vanguard  Group,  Inc.  All  rights  reserved  Vanguard  Marketing  Corporation,  Distributor. 


Other  Comments 


The  chief  value  of  money  lies  in  the  fact  that  one  lives  in  a  world  in  which  it  is  overestimated. 

— H.L.  MENCKEN 


Showtime  No  longer  is  it  good  enough  to  say  that  the  Pres- 
ident prevaricated  getting  us  into  Iraq  and  bumbled  once  we  got 
there.  Now  the  Democrats  have  to  say  how  they  would  win  or  leave. 
No  longer  is  it  good  enough  to  say  that  the  Presidents  plans  for 
Social  Security  are  a  radical  departure  from  the  1935  vision  of  FDR. 
Now  the  Democrats  have  to  say  what  they  would  do.  These  two 
choices — win  or  leave,  strengthen  Social  Security  or  cut  public 
expectations  and  public  disbursements — may  seem  stark.  But  those 
are  the  choices.  Neither  problem,  both  signature  challenges  of  our 
era,  is  ripe  for  fuzzy  responses  or  fuzzy  math.  Choose  one,  make 
the  argument,  take  a  vote,  live  with  the  consequences. 

There  are  scores  of  other  choices  like  those.  The  war  on  terror. 
Climate  change.  Education.  Competitiveness.  The  tax  system.  The 
balance  between  religious  life  and  civic  life.  One  thing  no  one, 
including  the  ascendant  Democrats,  says  about  President  Bush  is 
that  he  is  unwilling  to  make  a  choice  and  live  with  it. 

—DAVID  M.  SHRIBMAN,  executive  editor, 
Pittsburgh  Post-Gazette 

Flipping  Us  Off  The  latest  report  on  Iran  from  the 
International  Atomic  Energy  Agency  shows  once  again  that  Iran 
has  failed  to  comply  with  the  demands  of  the  UN  Security  Coun- 
cil. Instead,  Iran's  leaders  have  chosen  open  defiance — bolstered 
in  no  small  way  by  the  support  they  have  received  from  Russia, 
China  and  IAEA  Secretary  General  Mohammad  ElBaradei, 
whose  rosy  pronouncements  of  Peace  in  Our  Time  would  be 
comic  if  the  prospect  of  a  nuclear-armed  Iran  were  not  so  real. 

In  their  latest  reply  to  polite  questions  from  Mr.  ElBaradei's 
IAEA,  the  Iranians  said  they  have  no  intention  of  cooperating 
further  with  the  Agency  until  "the  nuclear  dossier  is  returned 
back  in  full  in  the  framework  of  the  Agency."  Translated  into 
Brooklyn  English:  They  are  flipping  us  the  bird.  But  just  in  case 
we  weren't  able  or  willing  to  separate  out  this  message  from  the 


"I'd  like  to  supersize  my  overdraft." 


diplomatic  cotton  candy,  Iranian  president  Mahmoud  Ahmad- 
inejad  did  us  all  a  favor  by  clarifying  his  regime's  intentions  in 
remarks  [in  November].  "I'm  very  hopeful  that  we  will  be  able  to 
hold  the  big  celebration  of  Iran's  full  nuclearization  in  the  current 
year,"  he  said.  (The  Persian  calendar  year  ends  on  Mar.  20.) 

— KENNETH  R.  TIMMERMAN,  executive  director, 
Foundation  for  Democracy  in  Iran,  FrontPageMagazine.com 

Lemon  of  an  Idea  The  Three  Kings  of  Detroit  made 
their  long-awaited  pilgrimage  to  Washington  [Nov.  14],  and  the 
good  news  is  that  President  Bush  seems  to  have  been  mostly 
unconvinced.  By  all  accounts,  he  listened  politely  as  the  chief 
executives  of  Ford,  General  Motors  and  Chrysler  made  a  pitch 
for  a  combination  of  currency  manipulation  and  health  care 
reforms  that  were  variously  described  as  vague  to  vaguely  trou- 
bling. Then  he  politely  sent  them  on  their  way.  If  only  they  were 
getting  a  similar  response  on  a  newly  Democratic  Capitol  Hill. 

— New  York  Sun 

Freedom  Fighter  The  war  to  advance  economic  liberty 
will  last  forever.  The  effort  is  frustrating  and  often  discouraging. 
Many  freedom  fighters  burn  out,  retire  from  the  field,  become  dis- 
illusioned, even  cynical.  Most  people  grow  tired  when  their  efforts 
are  demonized,  attacked  and  ignored.  But  one  individual  never 
retreated,  never  retired  from  the  war  of  ideas — the  war  to  advance 
individual  and  economic  liberty:  Milton  Friedman.  He  was  no 
Pollyanna.  He  understood  that,  while  the  world  was  becoming  more 
free,  America  seemed  eager  to  race  down  the  Road  to  Serfdom. 
Nonetheless,  that  assessment  led  him  not  to  despair  but,  rather,  to 
an  ever  determined  effort  to  advocate  the  virtues  of  liberty. 

—FRED  L.  SMITH  JR.,  president, 
Competitive  Enterprise  Institute 

Atishoo  We  are  entering  the  sneezing  season.  "Coughs  and 
sneezes,"  it  used  to  say  on  official  posters,  "spread  diseases" — and 
of  course  in  a  health-conscious  age  the  sneeze  is  decidedly  not,  as 
it  were,  socially  correct.  I  cannot  help  liking  it,  though.  I  like 
doing  it,  and  I  quite  like  hearing  it,  too.  In  my  opinion  there  is 
nothing  like  a  good  sneeze,  and  it  seems  to  me  that  among  all  our 
varied  physical  functions,  the  sneeze  stands  entertainingly  alone. 
The  sound  of  a  sneeze  can  be  downright  majestic,  especially  if  it 
is  one  of  those  convulsions  that  take  a  long  time  to  reach  fulfill- 
ment, keeping  everyone  in  suspense,  not  least  the  sneezer,  until 
the  moment  of  explosion  arrives. 

—JAN  MORRIS,  Wall  Street  Journal 

In  to  Win  Enthusiasm  finds  the  opportunities,  and  energy 
makes  the  most  of  them. 

—HENRY  S.  HASKINS  F 
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INNOVATIVE. 
GROUNDBREAKING. 
REVOLUTIONARY. 

WORDS  NOT  NORMALLY  ASSOCIATED  WITH  LIFE  INSURANCE. 

Introducing  a  Global  Spin  on  Indexed  Life  Insurance 

AIG.  Elite  Global  IULSM  is  a  universal  life 
insurance  product  that: 

•  is  the  first  indexed  life  product  with  the 
potential  to  grow  cash  value  based  on 
the  top  two  performing  of  three  global 
large-cap  indices  representing 
Asia,  Western  Europe  and  the  U.S. 

•  earns  a  minimum  of  2.5  percent  annually 

•  offers  a  choice  of  three  death  benefit  options 

For  additional  information, 
visit  www.aigag.com/EliteGlobal  or  call 
your  financial  services  professional  to  find 
out  more  about  the  world  of  possibilities 
AIG  Elite  Global  IUL  Insurance  offers. 

Life  Insurance  •  Accident  &  Health  Insurance  •  Annuities 


policies  issued  oy: 

American  General  Life  Insurance  Company 
A  member  company  of 
American  International  Group,  Inc. 

2727-A  Allen  Parkway,  Houston,  Texas  77019 

Policy  Form  Number  06444 

The  underwriting  risks,  financial  obligations 
and  support  functions  associated  with  the 
policies  issued  by  American  General  Life 
insurance  Company  {American  General  Life) 
are  its  responsibility.  American  General  Life 
is  responsible  for  its  own  financial  condition 
and  contractual  obligations. 

American  General  Life  does  not  solicit 
business  in  the  state  of  New  York.  Policies 
and  riders  not  available  in  all  states. 

©  2006  American  International  Group,  Inc. 
All  rights  reserved. 

AGLC102184 
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General 


THE  STRENGTH  TO  BE  THERET 


The  endless  hustle  and  stress  of  the  modern  world  -  many  people 
accept  it  as  part  of  the  game.  But  it  doesn't  need  to  be  that  way. 
When  technology  helps  life  run  more  smoothly,  the  modern  world 
can  be  unbelievably  peaceful. 

Meet  LC  Electronics  and  enjoy  it  all: 

Life's  pleasures.  Life's  rewards.  Life's  Good. 


LC  chocolate,  the  slim       LC  FULL  HD  LCD  /  Plasma       LC  Flat  Panel  Home  Theater         LC  Steam  Washers 
and  cool  phone,  lets  you        TV  allows  you  to  enjoy        lets  you  enjoy  superior  sound       innovative  technology 
enjoy  songs  and  videos.  the  delicate  details.  and  picture  quality.  refreshes  your  day. 


www.lge.com 


Current  Events 


By  Paul  Johnson 


Space:  Our  Ticket  to  Survival 


OVER  THE  LAST  GENERATION  THE  U.S.  ECONOMY  HAS  PERFORMED 
as  well  as  at  any  other  time  in  its  history.  Productivity  growth  is 
excellent,  and  vast  numbers  of  highly  skilled  immigrants  are  find- 
ing jobs  in  this  high-employment  environment.  America  seems  on 
course  to  reach  a  population  of  about  420  million  by  midcentury, 
by  which  time  the  U.S.  economy  will  have  expanded  many  times. 

The  flourishing  economy  is  best  left  alone,  and  government 
must  be  wary  of  adopting  any  of  the  interventionist  philosophies 
currently  in  vogue.  The  latest  and  most  fashionable — emanating,  of 
course,  from  low-growth  Europe — is  that  if  the  industrialized  coun- 
tries fail  to  adopt  vast  state  programs  to  combat  the  consequences  of 
global  warming,  the  world  will  be  hit  with  a  1930s-style  depres- 
sion. If  we  are  entering  a  long  period  of  warmer  temperatures — 
a  big  if— I  believe  we  should  react  to  this  calmly,  systematically 
and  on  the  basis  of  actual  evidence,  not  theoretical  projection. 

Individual  businesses  that  have  to  plan  for  the  future  in  a 
hardheaded  manner  are  more  likely  to  get  things  right  than  are 
governments  staffed  by  bureaucrats  who  have  no  business 
expertise  or  politicians  who  are  competing  for  headlines.  Policies 
are  most  likely  to  be  wrong  when  they  emerge  from  international 
conferences,  at  which  governments  angle  for  media  attention 
through  gestures  of  compassion  and  concern. 

The  Final  Frontier 

While  it  is  true  and  salutary  that  governments  should  in  general  leave 
economics  alone,  it  is,  however,  right  that  from  time  to  time  they 
offer  leadership  and/or  encouragement.  Currentiy  there  are  two  areas 
in  which  such  leadership  from  the  U.S.  would  be  prudent.  The  first 
is  in  the  push  for  increased  use  of  nuclear  power  in  preference  to 
other  fuels,  especially  oil,  which  is  volatile  in  price  and  entails  many 
political  ramifications.  I've  written  about  this  before:  Increasing  the 
use  of  nuclear  energy,  along  with  developing  more  advanced  meth- 
ods of  generating  it,  are  legitimate  goals  for  Washington  to  pursue. 

Space  is  the  second  area,  the  importance  of  which  seems  to 
have  faded  into  the  background  in  recent  years.  The  Bush  Admin- 
istration is  well  aware  of  spaces  importance  in  military  terms  and 
has  recently  issued  new  rules  governing  what  it  will  not  permit 
likely  enemies  to  do  there.  But  I  am  thinking  more  in  the  long  term, 
particularly  in  regard  to  large-scale  space  travel,  colonization  and 
commerce.  If  the  human  race  survives,  I  have  no  doubt  that  it  will 
eventually  colonize  space.  But  will  working  actively  and  purpose- 
fully for  such  enterprises  actually  help  us  to  survive?  I  believe  so. 

Gloomy  Greens  argue  that  unrestrained  human  activities 
can,  by  changing  the  climate,  doom  humanity  to  extinction.  But 


they've  yet  to  prove  their  case,  and  it  looks  increasingly  improb- 
able that  they  ever  will.  However,  large-scale  natural  disasters — 
though  rare  and  well  spaced  out  in  time — undoubtedly  have  that 
power.  Such  an  incident  took  place  about  65  million  years  ago, 
when  an  object  about  6  miles  across  hurtled  through  Earth's 
atmosphere  and  landed  in  the  sea  off  the  coast  of  Mexico,  releas- 
ing energy  equivalent  to  billions  of  A-bombs  and  a  fireball  hotter 
than  the  sun.  After  150  million  years  of  triumphant  existence  the 
hardy  dinosaurs,  unable  to  withstand  the  resultant  climatic 
changes,  became  extinct.  The  human  race  would  have  suffered 
the  same  fate  had  it  then  existed. 

Bill  McGuire,  professor  of  geophysical  hazards  at  University 
College  London,  has  written  a  book  entitled  Global  Catastrophes: 
A  Very  Short  Introduction  in  which  he  calculates  the  size  of  objects 
big  enough,  if  they  struck  Earth,  to  end  life  as  we  know  it.  This 
book  is  a  good  read  (though  I  disagree  with  the  professor  about 
man-made  threats).  Depending  on  whether  an  object  hitting  us 
were  a  fast-moving  comet  or  a  slower  asteroid,  it  would  need  to  be 
about  2.5  miles  across  to  set  in  motion  the  process  of  reducing 
light  and  destroying  photosynthesis,  without  both  of  which  Homo 
sapiens  and  the  other  forms  of  life  on  our  planet  could  not  survive. 

Obviously,  at  this  time  there's  little  we  can  do  about  such  a 
monstrous  threat  to  our  existence,  except  pray.  But  in  due 
course — provided  we  pursue  our  space  efforts  resolutely — three 
progressive  forms  of  action  should  be  possible.  We  must  develop 
the  means  to  secure  the  longest  possible  warning  of  an  approach- 
ing object,  as  well  as  its  likely  trajectory  and  impact  zone.  We're 
well  on  the  way  to  securing  this  knowledge,  but  the  process  could 
be  much  accelerated. 

With  early  knowledge  our  chances  of  diverting  such  an  object 
obviously  increase.  But  we  also  need  to  acquire  and  perfect  the 
technology  to  detonate  a  nuclear  explosion  in  space  that  would 
be  sufficiently  powerful  to  alter  a  huge  object's  course  and  send  it 
into  unpopulated  space.  Thanks  to  America's  efforts,  our  capabil- 
ities are  heading  in  this  direction,  but  there  is  much  more  to  do. 

As  well  as  being  able  to  detect  and  deflect  objects,  we  need  to 
have  a  workable  planetwide  evacuation  plan.  We  must  stop 
thinking  of  space  travel  as  a  childish  fantasy  or  a  movie  or  televi- 
sion plot  and  recognize  it  as  a  serious  project  that  may  at  some 
point  become  an  absolute  necessity.  Practical  space  travel  is  one 
answer  to  all  calamitous  danger — man-made  or  natural — and  I 
would  like  to  see  Mr.  Bush  give  it  serious  consideration  during 
the  last  phase  of  his  presidency.  It  is  the  next  great  adventure  for 
man,  as  well  as  his  survival  ticket.  F 
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Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  minister  mentor  of  Singapore;  and  Ernesto  Zedillo,  director, 
Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico,  rotate  in  writing  this  column. 
To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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Where  do  new  products  come  from?  How  about  new  services?  Or  new  and  better  wa 
of  working?  A  people-ready  business  has  the  answer:  It's  people,  empowered  by  the  rig 
software.  Software  that  streamlines  the  creative  process,  organizes  the  production  pro 
and  connects  people  who  have  ideas  with  people  who  can  manufacture,  distribut 
and  sell  them.  That's  the  foundation  of  a  successful  business.  A  people-ready  busi 
Microsoft.'  Software  for  the  people-ready  business?"  microsoft.com/peopleread 
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In  a  people  tread y  business, 
ROI  stands  for  "return  on  imagination. 


£  2006  Microsoft  Corporation.  All  r:?hts  reserved.  Microsoft  and  'Your  potential.  Our  passion."  are  either  re^SS^r^^^^^^^^^^^^^^^™ 
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Digital  Rules 

By  Rich  Karlgaard,  Publisher 


Populism,  Age  and  the  Nostalgia  Trap 


BILL  BRYSON  IS  THE  BEST  PROSE  STYLIST  WRITING  IN  THE  ENG- 
lish  language,  to  my  taste  and  to  the  millions  of  fans  who  enjoyed 
The  Lost  Continent,  A  Walk  in  the  Woods,  In  a  Sunburned  Coun- 
try, A  Short  History  of  Nearly  Everything  and  his  other  books. 
How  wonderful,  then,  that  Bryson's  latest,  The  Life  and  Times  of 
the  Thunderbolt  Kid,  tops  all  the  others.  Thunderbolt  Kid  is  a 
funny  yet  oddly  affectionate  memoir  of  growing  up  in  the  1950s 
in  that  most  American  of  hometowns,  Des  Moines,  Iowa. 

Fans  of  Bryson's  hyperbolic  wit  won't  go  hungry.  Here  is  his  rec- 
ollection of  "the  worst  toy  of  the  decade,  possibly  the  worst  toy  ever 
built" — electric  football.  "In  practice  what  happened  was  that  half  the 
players  instantiy  fell  over  and  lay  twitching  violently  as  if  suffering 
from  some  extreme  gastric  disorder,  while  the  others  streamed  off 
in  as  many  different  directions  as  there  were  upright  players  before 
eventually  clumping  together  in  a  corner,  where  they  pushed  against 
the  unyielding  sides  like  victims  of  a  nightclub  fire  at  a  locked  exit." 

On  a  more  lethal  topic,  hydrogen  bombs,  Bryson  writes: 
"Within  weeks  of  the  Eniwetok  test  the  big  hats  at  the  Pentagon 
were  actively  thinking  of  ways  to  put  this  baby  to  use.  One  idea, 
seriously  considered,  was  to  build  a  device  somewhere  near  the 
front  lines  in  Korea,  induce  large  numbers  of  North  Korean  and 
Chinese  troops  to  wander  over  to  have  a  look,  and  then  set  it  off?' 

This  is  familiar  fare  if  you  enjoy  Bryson.  What's  new  in  Thun- 
derbolt Kid  is  an  expressed  nostalgia — an  aching  love  for  a  lost  time 
and  place— that  seeps  through  the  pages  and  softens  Bryson's  flinty 
sarcasm.  "Imagine  having  a  city  full  of  things  that  no  other  city 
had,"  he  writes  of  Des  Moines,  before  the  malls  and  chain  restau- 
rants moved  in.  "What  a  wonderful  world  that  would  be.  What  a 
wonderful  world  it  was.  We  won't  see  its  like  again,  I'm  afraid." 

No,  we  won't. 

Economic  Speed-Sickness? 

Americans  in  growing  numbers  feel  a  nostalgic  heartache  for  qual- 
ities that  might  indeed  have  ceased  to  be  in  our  society  and  culture. 

In  the  last  issue  I  wrote  that  November's  election  was  about 
America's  role  in  the  world,  regarding  terrorism,  wars,  immigration 
and  economic  globalization.  On  the  margin — the  margin  that  gave 
the  Democrats  control  of  the  House  and  Senate— the  vote  winners 
were  slow-growth  independent  populists.  It  was,  I  think,  a  vote  for 
nostalgia,  for  a  time  when  Democrats  went  to  church  and  Repub- 
licans sent  their  kids  to  public  schools.  When  rich  and  poor,  like 
the  two  political  parties  of  the  1950s,  weren't  so  far  apart. 

That  would  misread  the  1 950s,  of  course.  In  Thunderbolt  Kid  Bryson 
notes  that  Americans  in  the  1950s  were  not  backward  gazers:  "Soon, 
according  to  every  magazine,  we  were  going  to  have  underwater  cities 
off  every  coast,  space  colonies  inside  giant  spheres  of  glass,  atomic  trains 
and  airliners,  personal  jet  packs,  a  gyrocopter  in  every  driveway. . . ." 


Americans  of  the  1950s  welcomed  the  future.  They  thrilled  to 
it.  They  wanted  to  break  loose  of  the  deprivations  of  the  Great 
Depression  and  World  War  II.  They  were  sick  to  death  of  poverty. 
During  the  rationed  1940s  they  grew  bored  with  driving  35mph 
on  bald  tires  and  pockmarked  highways.  Americans  of  the  1950s 
wanted  progress  and  speed;  they  wanted  to  get  beyond  polio 
scares  and  iron  lungs.  Their  credos:  Let  it  rip.  Pedal  to  the  metal. 

Today's  populists  want  the  opposite.  Change  gives  them 
heartburn.  They  want  to  slow  things  down  and  sort  matters  out. 
Some  are  explicit  in  this  desire.  Right-wing  radio  host  Michael 
Savage  preaches  to  more  than  8  million  listeners  for  15  hours  a 
week.  He  drives  a  vintage  Cadillac  and  inserts  1950s  doo-wop 
tunes  into  his  build-a-border-fence  fulminations.  Populists  on 
the  left — even  if  they  sound  futuristic  when  praising  solar  energy, 
electric  cars  and  the  like — also  want  a  slower  pace.  They  want  to 
draw  the  curtain  on  international  trade  and  hike  risk  capital  costs 
with  higher  taxes.  Both  acts  would,  of  course,  slow  progress  and 
delay  the  arrival  of  cheap  solar  power  and  electric  cars. 

What  explains  the  yellow  caution  flag  both  left-  and  right- 
wing  populists  want  thrown  over  the  economy?  What  ties  a 
hard-righter  like  Michael  Savage  to  a  left-wing  populist  such  as 
Senator- elect  Jon  Tester  of  Montana,  whose  very  trademark  is  a 
1950s  flattop  haircut?  Ideology  can't  possibly  account  for  the  wide 
span  of  this  new  populism.  One  must  look  elsewhere.  My  own 
take:  The  new  populism  is  tied  to  economic  speed-sickness  and 
nostalgia.  Both  may  be  symptoms  of  our  aging  population. 

Demography  may  not  be  destiny,  but  it  is  certainly  worth  track- 
ing. This  year  the  median  age  of  the  78  million  baby  boomers  born 
between  1946  and  1964  hit — are  you  ready?— 51  years  old.  I'm  near 
the  median  myself.  Kindly  allow  me  the  prejudice  of  summing  up 
my  own  generation:  We  think  the  Earth  orbits  around  us.  During 
the  1960s  we  wanted  a  cultural  revolution  (mainly  for  sex).  The  mil- 
lennia of  human  history  and  its  lessons  (about  relationships,  sexual 
diseases,  etc.)  meant  little  to  us.  During  the  1970s  and  1980s  we  in- 
flicted revolution  upon  business,  starting  companies  and  breaking 
others  apart.  The  personal  computer  revolution  was  delivered  by  two 
midpoint  boomers,  Steve  Jobs  and  Bill  Gates.  Then,  during  the  1990s 
and  early  2000s,  we  funded  even  younger  revolutionaries  or,  like 
Eric  Schmidt  at  Google  (another  midpoint  boomer),  managed  them. 

And  now?  Bryson,  who  is  55,  hints  at  where  the  boomer 
mind-set  is  going  in  Thunderbolt  Kid.  Boomers  want  to  begin 
slowing  the  pace  down  and  reflect  because  they  are  slowing 
down.  This  might  be  a  simplistic  explanation  of  the  new  pop- 
ulism. But  do  you  have  a  better  one?  F 


I  Forbes 


Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or  visit 
his  home  page  at  www.karlgaard.com. 
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nies  of  Zurich  in  North  America,  including  Zurich  American  Insurance  Compa 
Emitted  basis  through  surplus  lines  brokers. 


at  can  think  like  a  fish? 


We  go  deep  for  solutions. 

At  Zurich,  we  take  the  time  to  understand 
the  challenges  our  customers  face.  It  can  be 
as  simple  as  assessing  a  new  factory  process 
or  as  complex  as  determining  how  a  single 
fish  could  spoil  a  large-scale  fish  farm.  We  use 
the  knowledge  gained  to  help  our  customers 
reduce  their  exposures  and  ultimately,  help 
them  run  their  businesses  more  efficiently. 
Because  we  encourage  fresh  thinking,  our 
customers  get  better  protection. 
www.zurichna.com/corporatebusiness 


Because  change  happenz 


© 

ZURICH 


Excuses  for  Not  Working 

-Finishing  college  and  starting  a  career  during  a  recession 
is  even  worse  than  you  think,  says  a  recent  academic 
study  that  examined  Canadian  graduates  from  1975  to 
1995.  First,  say  coauthors  Philip  Oreopoulos,  Till  von 
Wachter  and  Andrew  Heisz,  luck  played  a  big  role  in  who 
got  the  better  jobs  Second,  initial  earning  losses  from 
things  like  having  to  accept  lower-paying  jobs  took  ten 
years  to  make  up.  Third,  workers  had  to  switch  jobs 
more  often  than  those  who  graduated  in  fatter  times. 


of 
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Hawaiian  Punch 

In  unloading  all  464  of  his  new  Waikiki  Beach 
condos  for  $700  million  over  just  nine  hours, 
Forbes  400  member  Donald  J.  Trump  departed 
from  his  usual  pattern  of  dribbling  out  unit  sales 
over  months  or  even  years,  hiking  prices  along  the 
way.  Why  the  big  hurry?  The  once-hot  Hawaii 
market  is  teetering,  with  annual  price  increases 
plunging  in  a  year  from  30%  to  the  single  digits. 
The  Donald's  outside  partners  shoulder  the 
financial  risk,  while  he  takes  a  nice  cut  of  the 
gross  sales.  Trump  likely  will  pocket  upwards  of 
$70  million — assuming,  of  course,  that  buyers 
who  slapped  down  their  deposits  don't  walk 
away  in  droves.  Says  his  apprentice  daughter 
Ivanka,  one  of  his  executives,  "We  don't  like 
to  leave  money  on  the  table,  but  at  an  average 
$1.5  million  selling  price  per  apartment,  any- 
body would  be  happy."       — Stephane  Fitch 

Picking  tropical  fruit:  Donald  J.  Trump. 

Featured  Here  Again 

The  resume  for  flashy  businessman  A.  Demetrius  (Tony)  Brown 
states  he's  been  "featured"  in  FORBES.  The  c.v.  leaves  out  the 
details:  material  on  this  page  about  his  false  claim  of  billionaire 
status  from  a  Midwest  commodities  business,  as  well  as  a  revoked 
corporate  charter,  expired  Web  domain  registration  and  unpaid 
bills  on  two  continents  (unfounded,  he  said  then).  Undaunted 
and  now  working  out  of  Las  Vegas  and  Los  Angeles  besides  his 
native  Chicago,  he  calls  himself  "sir"  in  some  publicity  (a  Knights 
of  Malta  designation,  his  flack  says)  and  claims  an  honorary 
Ph.D.  from  a  Vienna  institution.  Brown,  45,  controls  Tycoon 
International  Holdings,  described  as  pursuing  interests  in  sports, 
entertainment,  clothing  and  liquor.  Meanwhile,  General  Motors 
is  suing  him  in  an  Illinois  court  for  $83  million  the  automaker 
alleges  he  owes  from  aluminum  commodity  deals.  GM  and 


The  Sound  of  Music 


In  major  orchestras  the  concertmaster — who  leads  the  many 
players  in  the  violin  section — is  a  well-paid  position.  - 

i  W.P.B. 

K  —  . 

ENSEMBLE 

CONCERTMASTER 

TOTAL  PAY 

New  York  Philharmonic 

Glenn  Dicterow 

$428360 

San  Francisco  Symphony 

Alexander  Barantschik 

412,441 

Boston  Symphony  Orchestra 

Malcolm  Lowe 

362,989 

Cleveland  Orchestra 

William  Preucil 

362,494 

Los  Angeles  Philharmonic 

Martin  Chalifour 

356,132 

Philadelphia  Orchestra 

David  G.  Kim 

291,000 

Chicago  Symphony  Orchestra 

Samuel  Magad 

286,090 

n'liiiuiiKagnAiwi 

Brown  recently  added  dueling  civil  racketeering  claims.  Brown's 
lawyer,  Kevin  Toohig,  denies  full  liability  but  acknowledges  his 
client — whom  he  called  a  "riches-to-rags  story" — faces  other 
debt-collection  lawsuits. — Tatiana  Serafin  and  William  P.  Barrett 

But  He  Has  a  Lot  of  Heart 

Shares  of  CPC  of  America  have  doubled  from  early  October  to  a 
recent  $20,  generating  a  $l  68  million  market  cap.  But  the  Sarasota, 
Fla.  firm  acknowledges  in  its  filings  that  it  lacks  ( 1 )  final  federal 
approval  for  its  big  cardiology  product,  MedClose,  which  seals 
damaged  human  arteries  and  would  compete  with  products  from 
giants  Johnson  &  Johnson  and  Abbott  Laboratories;  (2)  sufficient 
funds  to  market  MedClose,  or  any  revenue  at  all;  and  (3)  a  solid 
track  record.  Another  detail:  Outsiders  showed  "not  sufficient 
interest"  in  its  previous  medical  invention.  We  were  unsuccessful 
in  soliciting  any  comment  from  Rod  Shipman,  CPCs  chief  execu- 
tive. However,  he  may  be  a  very  busy  fellow:  Shipman  is  listed  as 
CPC  s  sole  employee.  — Matthew  Rand 

Tube  as  We  Say,  Not  as  We  Tube 

YouTube.com,  which  Google  just  purchased  for  $1.65  billion,  gets 
much  of  its  traffic  from  user-posted  clips  of  favorite  TV  programs — 
likely  violating  countless  copyrights  every  day.  Yet  the  law  firm  for 
YouTube  recently  sent  a  cease-and-desist  letter  to  TechCrunch.com, 

which  allows  its  users 
flftf*"  ,77**.     775*  flft        to  search  and  download 

^  material  that's  up  on 

YouTube,  complaining 
about,  among  other 
things — copyright  in- 
fringement of  the  same 
video  material!  Amused 
TechCrunch  boss  Michael 
Arrington  used  his  Web 
site  to  publish  the 
letter,  occasioning  much 
ridicule.  YouTube  tells 
FORBES  that  its  many 
users  didn't  authorize  any 

YouTube  lawyer?  Claude  Rains  (center)  downloads. 

past  his  gambling  shock  in  Casablanca.  — Michael  Maiello 
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TheStandard 


Positively  different. 


Yon  want  to  be  ready  for  life's  unexpected  opportunities.  Pursuing  your  passions 
is  easier  when  yoti  feel  secure.  For  100  years,  The  Standard  has  protected  people's 
dreams  and  given  them  the  confidence  for  whatever  comes  next.  So  explore 
everything  life  offers.  We'll  be  there  with  you.  STANDARD.COM 


The  Standard  is  a  marketing  name  for  StanCorp  Financial  Group,  Inc.  and  subsidiaries.  Insurance  products  are  offered  by  Standard  Insurance  Company  of 
Portland,  Ore.  in  all  states  except  New  York,  where  insurance  products  are  offered  by  The  Standard  Life  Insurance  Company  of  New  York  of  White  Plains,  ' 
N.Y.  Investment  services  are  offered  through  StanCorp  Investment  Advisers  of  Portland,  Ore.  Product  features  and  availability  vary  by  state  and  company. 


On  My  Mind  

By  E.  Fuller  Torrey,  M.D.,  Associa  i  e  diri  (  :t<  >r  f<  >r  i  ab<  »ra  i  «  »ry  research  at  the  Stanley  medical 

RESEARCH  INSTITUTE  IN  CHEVY  CHASE,  MD.  AND  COAUTHOR  WITH  DR.  ROBERT  YOLKEN  OF  BEASTS  OF  THE  EARTH: 

ANIMALS,  HUMANS,  AND  DISEASE. 

Cats  and  Schizophrenia 

Let's  not  rush  to  blame  Mom  for  the  mental  disorder.  It  may  be  your  pet. 


CAN  A  PARASITE  CARRIED  BY  CATS 
cause  schizophrenia?  Such  an  idea 
seemed  reasonable  in  1896,  when 
Scientific  American  published  an 
article  titled  "Is  Insanity  Due  to  a 
Microbe?"  But  then  a  Freudian 
miasma  descended  upon  Ameri- 
can psychiatry,  and  for  much  of  the 
20th  century  bad  mothers  were 
blamed  for  almost  everything, 
including  schizophrenia. 

Today  the  idea  that  bacteria 
and  viruses  can  cause  chronic 
diseases,  such  as  many  cancers  of 
the  throat,  stomach  and  cervix,  is 
well  established.  The  bacterium 
Chlamydia  pneumonia  is  strongly 
suspected  of  playing  a  role  in  coro- 
nary heart  disease.  The  surprising 
finding  that  bacteria  cause  stom- 
ach ulcers  led  to  a  2005  Nobel 
Prize.  The  unsettling  news  is  that 
there  are  estimated  to  be  at  least 
5,000  species  of  viruses  and 
300,000  species  of  bacteria,  the  vast 
majority  of  which  have  not  yet  been  identified. 

There  had  been  hints  that  schizophrenia  might  be  infectious 
in  origin,  but  they  were  mostly  ignored.  Infectious  diseases  such 
as  syphilis  and  herpes  encephalitis  occasionally  masquerade  as 
schizophrenia.  And  for  30  years  it  has  been  known  that  individ- 
uals with  schizophrenia  are  born  disproportionately  in  the  winter 
and  spring  months,  a  seasonal  pattern  that  might  mirror  the  ebb 
and  flow  of  an  infectious  agent.  What  of  the  seeming  genetic 
tendency  in  schizophrenia?  That's  not  inconsistent  with  an  infec- 
tious causation:  Some  infectious  agents  attack  only  individuals 
who  are  genetically  predisposed.  Another  important  clue:  This 
mental  disease  affects  the  brains  neurotransmitters,  something 
that  infectious  agents  can  do. 

But  it  was  only  when  researchers  started  measuring  antibodies 
to  infectious  agents  in  schizophrenia  patients'  blood  and  cerebro- 
spinal fluid  that  the  idea  began  to  be  taken  seriously.  In  the  past 
two  decades  studies  have  pointed  fingers  of  suspicion  at  a  host  of 
agents,  including  the  influenza  virus,  rubella  virus  and  herpes 
simplex  virus.  The  evidence  so  far  is  only  circumstantial.  The 
majority  of  the  research  has  been  carried  out  by  Robert  Yolken 


.inks  between  schizophrenic 
and  an  infectious  agent  are 
growing  stronger. 


and  others  at  the  Stanley  Division 
of  Developmental  Neurovirology  at 
Johns  Hopkins  University,  and  by 
Alan  Brown  and  colleagues  at  the 
New  York  State  Psychiatric  Institute. 

The  infectious  agent  that  cur- 
rently stands  the  best  chance  of 
being  indicted  as  a  cause  of  schizo- 
phrenia is  Toxoplasma  gondii,  a 
protozoan  parasite.  Its  definitive 
host  is  the  cat,  which  is  unaffected 
by  the  parasite.  Humans  become 
infected  by  inhaling  or  ingesting 
the  cysts  from  cat  feces  from  a  litter 
box,  garden,  sandbox  or  children's 
play  area.  You  can  also  get  infected 
by  drinking  contaminated  water  or 
by  eating  undercooked  meat  from  a 
lamb,  pig  or  other  animal  that  has 
become  infected.  In  the  U.S.  10%  to 
25%  of  people  are  infected.  Trans- 
mission of  T.  gondii  to  the  fetus  of 
pregnant  women  is  known  to  pro- 
duce dire  consequences  for  the 
developing  brain  such  as  mental 
retardation  and  retinal  problems.  Transmission  to  children  or 
adults  has  been  assumed  to  have  no  serious  consequences,  but 
that  is  now  being  reconsidered. 

The  linkage  to  schizophrenia  is  intriguing.  Individuals  who  are 
infected  have  almost  a  threefold  chance  of  having  schizophrenia 
compared  with  those  not  infected.  Two  studies  reported  that  the 
offspring  of  women  who  have  antibodies  to  T.  gondii  at  birth  are 
more  likely  to  develop  schizophrenia  when  they  grow  up.  And  two 
other  studies  found  that  people  with  schizophrenia  have  had  more 
exposure  to  cats  in  childhood  compared  with  individuals  who  do 
not  have  schizophrenia.  Other  studies  have  shown  that  T.  gondii 
can  change  the  personality  traits  of  humans  who  are  infected. 

Many  drugs  used  to  treat  schizophrenia  also  suppress  Tox- 
oplasma in  cell  culture.  That  opens  the  possibility,  now  being 
studied,  of  using  additional  anti-T.  gondii  drugs  to  treat  schiz- 
ophrenia. Someday  a  vaccine  might  prevent  schizophrenia. 

Many  questions  remain  unanswered,  especially  why  so  many 
people  are  infected  but  so  few  develop  schizophrenia.  Nothing 
has  been  definitively  proven,  and  no  infectious  agent  has  been 
convicted.  So  don't  get  rid  of  your  cat  yet.  F 
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Palm  makes  them 
smart.  We  make 
them  irresistible. 


The  Palm1  Treo™  700P  smartphone 
or  the  new  Palm*  Treo™  700WX. 

After  $100  mail-in  rebate.  Offer  requires  activation  of  a  new  line  of  service  and  2-yr  subscriber  agreement. 

Both  on  the  nation's  largest  mobile  broadband  network. 

It's  another  way  Sprint  Business  gives  you  the  power  to 
make  just  about  any  place  a  workplace. 


Palm  Treo  700P  and  700WX  smartphones: 


>  Corporate  email  with  Good™ 
Mobile  Messaging 

>  Easy  viewing  of  Word;  Excel' 
and  other  attachments 

>  Bluetooth8  enabled 


>  Can  be  used  as  a  wireless 
modem  with  the  included  cable 

>  1.3-megapixel  camera, 
camcorder 

>  MP3  Player 


Get  more  done  in  more  places.  See  our  line  of  Palm  smartphones 
at  your  local  Sprint  or  Nextel  retailer. 


Sprint 


POWER  UP 


Together  with  NEXTEL 


Palm  Treo 

700P  smartphone 

with  Palm  OS 


Palm  Treo 

700WX  smartphone  with 
Windows  Mobile"  5.0 


Windows 

j  Mobile 


1-8SPRINT-BIZ 

sprint.com/business 

to  the  nearest  Sprint  or  Nextel  retailer 
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JUNE  23,  2003 


Mission  Accomplished? 

After  three  years  and  $2.3  billion  Bechtel  has  reached  die  end  of  its 
term  as  the  main  Iraq  rebuilding  contractor  hired  by  the  U.S.  gov- 
ernment's Agency  for  International  Development.  In  October  the 
engineering  and  construction  giant  packed  up  and  returned  to  San 

1  i'aam 


Francisco.  Bechtel's  accomplishments  have  been  undermined 
throughout  by  unpredictable  violence  in  Iraq. 

The  company's  main  job:  repairing  Iraq's  electrical  grid.  Bechtel 
increased  Iraqi  power  generation  by  1.2  gigawatts  (twice  the  output 
of  one  large  U.S.  power  plant),  and  it  completed  97  out  of  99  assigned 
Iraqi  projects,  including  substantial  repairs  of  the  country's  water  treat- 
ment and  sewage  systems.  Yet  as  of  October  electricity  was  flowing 
in  Baghdad  for  only  two  hours  a  day.  What  went  wrong?  Saboteurs 
were  wrecking  the  grid  almost  as  fast  as  Bechtel  was  building  it. 

The  company's  efforts  to  build  a  children's  hospital  in  the 
southern  Ir'aqi'city'  of  Basra  typify  the  nightmarish  conditions  its 
li  cws  have*had  to  endurefj  Bechtel  was  given  the  assignment  to 
build  the  hospital  for  £50  millTori"by 
December  2005.  But  this  March  it, 
announced  the  job  wouldn't  get 
done  until  July  2007  because  of  a 
series  of  unexpected  delays  and 
violence.  Thugs  assassinated 
23  Iraqi  subcontractors  plus 
the  site  security  manager. 
The  site  engineer  had  to  quit 
after  his  daughter  was  kidnapped. 
Questions  have  nevertheless  been  raised 
about  the  hospital's  escalating  price  tag.  An 
assessment  of  the  hospital  by  the  Louis  Berger 
Group  in  June  recommended  Bechtel  be  re- 
placed as  the  primary  contractor  to  cut  up 
to  $40  million  in  overhead  costs.  Bechtel 
handed  the  hospital  over  to  the  Army  Corps 
of  Engineers  when  it  left  Iraq,  and  the 
final  cost  to  complete  it,  including 
the  cost  of  medical  equipment,  is 
now  estimated  to  be  at  least  $  1 50 
million.  — Nathan  Vardi 
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You  know  that  feeling  you  get 
from  newer  technology? 

(Upgrade  and  find  out  first  hand.) 


19"  analog  LCD 

Contrast  ratio:  700:1 

Panel  brightness:  300  cd/m2  (nits) 

Response  time:  8ms 

3-year  limited  parts  and  labor  warranty 


Monitor  and  speakers 
sold  separately 


Acer®  AcerPower™  FH 

•  Dual-Core  Intel*  Pentium" 
D  Processor  820  (2.8GHz) 

•  Memory:  512MB 

•  160GB  hard  drive 

$599.99  CDW 1042060 


Microsoft8  windows"  vista™  Microsoft 

•  Powerful  search  capabilities  to  help  you  quickly  find  and  use  information  <t 

•  Improved  collaboration  tools  to  better  enable  your  mobile  workforce  rsz 

•  Enhanced  security  features  to  reduce  attacks  and  minimize  disruptions 

Open  License  Value  Upgrade  and 
Software  Assurance  Annual  Payment' 
$113.99  CDW  1059478 


The  Technology  Solutions  You  Need  When  You  Need  Them. 

A  monitor  is  a  monitor,  right?  Not  when  it's  an  LCD  monitor.  LCDs  not  only  give  you  a  better  picture 
and  save  space,  they  also  reduce  eyestrain  and  save  energy.  With  access  to  the  industry's  largest 
in-stock  inventories,  CDW  has  a  wide  selection  of  LCD  monitors.  So  call  today,  and  we'll  ship  them 
out  fast.  Because  the  sooner  you  get  new  monitors,  the  sooner  you  can  see  the  benefits. 


The  Right  Technology.  Right  Away." 
CDW.com  •  800.399.4CDW 


'Purchase  five  licenses  OR  one  processor  license  to  qualify  for  the  Microsoft  Open  License  Value  program;  requires  three  annual  payments;  call' your 
CDW  account  manager  for  details.  Offer  subject  to  CDW's  standard  terms  and  conditions  of  sale,  available  at  CDW.com.  ©2006  CDW  Corporation 
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Missing  Man 

Entrepreneur  David  lis  Chinese  accusers 
keep  telling  the  world  they've  settled  their 
commercial  differences  with  him.  So  why 
is  this  Chinese- American,  whose  extraor- 
dinary tale  we  told  a  year  ago,  still  stuck  in 
Chengdu,  China,  barred  from  returning 
home  to  his  wife  and  daughter  in  south- 
ern California? 

Ji  was  arrested  in  China  in  2004  after 
a  dispute  between  his  consumer  electron- 
ics company.  Apex  Digital,  and  its  biggest 
Chinese  supplier,  Sichuan  Changhong 
Electric.  Changhong  said  Ji  defaulted  on 
S470  million  in  debt  and  wrote  37  bogus 
checks  totalling  S85  million.  Ji's  attorneys 
said  Changhong  was  wildly  overstating  the 
debt  and  insisted  that  Ji  issued  the  checks 
after  a  Changhong  executive  said  he  merely 
wanted  to  hold  them  for  security  and 
wouldn't  cash  them.  After  his  arrest  Ji  was 
cut  off  from  his  lawyers  and  family  phys- 


Why  isn't  he  home  yet?  David  Ji. 


ically  and  verbally  humiliated  by  Chang- 
hong's  management  and  videotaped  sign- 
ing away  all  of  his  and  Apex's  assets  to 
Changhong. 

Changhong  sued  in  a  U.S.  court  last 
year,  hoping  to  enforce  the  agreements  that 


Apex  said  were  signed  under  duress.  In 
April  Changhong  Electric  announced  it  had 
settled.  The  Chinese  company  wrote  off 
two-thirds  of  the  S470  million  it  said  Ji 
owed.  Apex  has  since  handed  over  its  con- 
sumer brands,  valued  by  Changhong  at  up 
to  S90  million,  and  transferred  S9  million 
of  cash  and  stock  in  an  Apex  subsidiary. 
Ji's  junior  partner  and  longtime  friend 
Ancle  Hsu  also  resigned  as  acting  chief  ex- 
ecutive of  Apex. 

So  why  hasn't  Ji,  who  was  never  charged 
with  an}-  crime,  booked  a  ticket  home?  Ji 
was  out  on  qubao  houshen,  a  type  of  non- 
custodial detention  akin  to  being  out  on 
bail.  But  it  ended  three  months  ago.  "While 
it  might  appear  from  the  outside  that  every- 
thing is  settled,  we  still  haven't  got  Da\id 
back,"  says  Apex  general  counsel  Jerry 
Huang.  A  Changhong  attorney  declined  to 
comment  under  the  terms  of  the  settlement 
Officials  at  the  Chinese  embassy  in  Wash- 
ington, D.C.  say  the  case  is  still  being  han- 
dled by  the  Chinese  judiciary,  and  they  don't 


know  why  Ji  hasn't  been  released  or  when 
he  will  be. 

— Stephane  Fitch 

JANUARY  30,  2006 

Playtime 

Sony  has  had  a  rough  ride  since  our 
story  touting  the  company's  next- 
generation  game  console  and  the  high- 
powered  IBM-designed  Cell  chip  that 
powers  it.  The  Japanese  electronics  behe- 
moth suffered  a  recall  of  faulty  laptop 
batteries  and  endured  delays  getting 
PlayStation  3  out  the  door.  But  at  long 
last  the  new  console  is  hitting  the  market 
and  being  hailed  as  an  engineering 
masterpiece. 

The  PS3  boasts  the  power  of  a  super- 
computer and  produces  incredibly  lifelike 
graphics.  Despite  a  $599  price  tag  for  a  top- 
end  model  (another  thing  that  has  caused 
grumbling),  hard-core  gamers  were  wait- 
ing overnight  in  the  rain  to  snap  up  the 


Gotta  have  it:  the  PlayStation  3. 


first  units.  In  fact  that  price  is  a  bargain, 
says  analyst  Andrew  Rassweiler  of 
researcher  Isuppli,  who  estimates  each  top- 
end  PlayStation  costs  $840.  Sony  loses 
money  on  the  hardware,  hoping  to  make  it 
up  by  selling  game  software.  "This 
machine  contains  three  of  the  most 
advanced  chips  we've  ever  seen,"  Rass- 
weiler says.  But  can  it  restore  Sony's  image? 

—Daniel  Lyons 


FEBRUARY  14,  200S 

Whole  Competition 

Now  that  granola-crunching  customers 
can  pick  up  their  organic  whole  grain 
bread  and  hormone-free  yogurt  at  con- 
ventional supermarkets  and  Wal-Mart, 
Whole  Foods'  double-digit  growth  for 
same-store  sales  is  slowing.  In  Novem- 
ber the  Austin,  Tex.  grocer  announced 
that  it  expected  to  expand  just  6%  to  8% 
in  2007.  Also,  sales  for  the  fiscal  year 
ended  in  September  totaled  $5.6  billion, 
short  of  analysts'  expectations. 

The  company's  stock  climbed  to  a  high 
of  $79  at  the  end  of  last  year  but  then  tum- 
bled after  its  latest  earnings  announcement 
to  a  recent  $50.  Meantime,  to  combat  the 
perception  among  shoppers  that  a  trip 
to  Whole  Foods  means  spending  one's 
whole  paycheck,  the  company  has  imple- 
mented ad  campaigns  touting  its  competi- 
tive pricing. 

—Chaniga  Vorasarun 


Driven  ience 


Outfront 
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FEDERALISM  UNBOUND 

Watch  the  States 


RAISE  THE  MINIMUM  WAGE.  ATTACK  GLOBAL  WARMING. 
Negotiate  lower  prescription  drug  prices.  Extend  health 
coverage  to  the  uninsured.  Protect  consumers  from  iden- 
tity theft.  A  to-do  list  for  Democrats  taking  over  Con- 
gress? Nope,  a  sample  of  what  states  are  up  to. 
If  you're  the  type  who  prefers  that  government  do  as  little  as 
possible,  you  might  be  heartened  by  the  prospect  of  a  divided 
Washington  that  will  likely  gridlock  on  significant  issues.  But  watch 
your  back. 

The  real  action  will  be  at  the  state  level,  already  a  hotbed  of 
interventionism  that  is  likely  to  grow  more  so  now  that  Washing- 
ton is  split  and  Democrats  have  firmer 
control  in  state  capitals.  Next  year 
Democrats  will  occupy  28  governors' 
mansions,  up  from  22.  In  16  states,  up 
from  8,  they'll  have  the  governorship 
and  both  legislative  chambers.  States 
moving  to  one-party  Democratic  rule 
include  Iowa,  Colorado,  Massachu- 
setts, Maryland,  Oregon  and  New 
Hampshire,  which  was  last  a  Democ- 
ratic stronghold  in  1874.  Republicans  will  have  one-party  control 
in  10  states,  down  from  12. 

Iowa  Democrats  plan  to  push  through  a  minimum-wage  hike 
that  Republicans  had  stymied.  Massachusetts  Democratic  Gover- 
nor-elect Deval  Patrick  wants  to  rejoin  a  regional  greenhouse  gas 
pact  that  current  Republican  Governor  Willard  (Mitt)  Romney 
spurned.  Maryland's  Democratic  Governor-elect  Martin  O'Malley 
favors  a  law— vetoed  by  Republican  Governor  Robert  L.  Ehrlich 
Jr.— requiring  Wal-Mart  to  spend  8%  of  its  payroll  on  worker 
health  benefits  or  pay  a  special  tax.  (The  legislature  overrode 
Ehrlich,  but  the  law  was  blocked  by  a  federal  court.) 

To  be  sure,  Republicans  aren't  shy  about  legislating  at  the  state 
level,  either.  And  party  labels  tend  to  matter  less  in  state  capitals. 
After  all,  California's  (nominally)  Republican  Governor  Arnold 
Schwarzenegger  recentiy  signed  tough  global-warming  and  state 


discount-drug  laws.  That  drug  law  should  have  pharmaceutical 
executives  reaching  for  Valium.  New  Mexico's  Democratic  Gover- 
nor William  B.  Richardson,  reelected  with  69%  of  the  vote,  says  he 
aims  to  reduce  the  share  of  his  state's  population  that  is  without 
health  insurance  by  using  the  carrot-and-stick  approach  Massa- 
chusetts took  this  year  under  Romney. 

But  Democrats  should  have  a  freer  hand  in  states  where  they 
no  longer  have  to  worry  about  split  control — or  a  Congress 
inclined  to  override  state  laws.  By  the  count  of  Representative 
Henry  Waxman  (D-Calif),  Republicans  have  enacted,  since  2001, 
27  laws  preempting  state  and  municipal  laws  and  courts.  "It's  been 
a  reversal  of  roles.  The  Republicans 
have  always  argued  they're  for  states' 
rights,"  Waxman  says. 

Richard  P.  Nathan,  director  of  the 
Rockefeller  Institute  of  Government  in 
Albany  N.Y.,  says  that  when  stymied  in 
Washington,  liberals  experiment  in  the 
states.  (You  could  say  the  same  about 
conservatives.)  Eventually  some  of 
their  ideas — labor  standards,  Social 
Security,  the  Clean  Air  Act — go  national.  So  rather  than  being  a 
check  on  government,  as  textbooks  suggest,  federalism  makes 
government  bigger  over  time. 

Former  Michigan  Republican  governor  John  Engler,  now 
president  of  the  National  Association  of  Manufacturers,  offers  an 
additional  reason  states  are  rediscovering  statism.  With  Medicaid 
and  education  consuming  much  of  states'  budgets,  and  tax  hikes 
out  of  fashion,  legislators  haven't  had  much  money  for  new  pro- 
grams but  want  to  do  something.  So  they  regulate.  Engler  says  that 
U.S.  companies  are  disadvantaged  internationally  by  balkanized 
domestic  standards  for  everything  from  privacy  to  product  safety. 
Until  now  business  has  had  a  sympathetic  ear  and  backstop  in 
Washington.  Indeed,  the  Bush  Administration  will  likely  continue 
to  use  regulatory  authority  to  squelch  state  policies  it  dislikes. 
Here  are  some  big  issues  states  are  tackling. 


Even  if  Washington  is 
gridlocked,  Schwarzenegger 
and  other  governors  will 
deliver  plenty  of  action  on 
the  big  government  front. 
By  Janet  Novack 
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Global  Warming 

States  have  been  both  acting  by  themselves  and  pressuring  the 
Bush  Administration  to  move  on  global  warming.  In  a  case 
now  before  the  Supreme  Court,  12  states  want  to  force  the 
federal  Environmental  Protection  Agency  to  regulate  vehi- 
cle carbon  dioxide  emissions  under  the  Clean  Air  Act.  Cal- 
ifornia has  applied  for  permission  to  regulate  vehicle  CO2 
itself.  Ten  states  have  joined  the  request,  which  the  Bush 
Administration  seems  unlikely  to  grant.  In  September 
Schwarzenegger  signed  a  law  committing  the  state  to  cut  all  car- 
bon emissions  (not  just  from  autos)  25%  by  2020.  Seven  states  have  already  joined  a 
Northeast  greenhouse  gas  reduction  initiative  (see  "When  Pigs  Fly,"  p.  62).  States  are 
also  rushing  to  embrace  alternative  energy  subsidies  and/or  mandates. 


Privacy  And 
Identity  Theft 

States,  with  California  often  in  the  lead, 
have  repeatedly  passed  privacy,  credit 
and  online  protections,  then  been  pre- 
empted by  national  (and,  in  some  cases, 
weaker)  laws.  Former  Texas  Republican 
Congressman  Harry  (Steve)  Bartlett, 
now  president  of  the  Financial  Services 
Roundtable,  says  that  if  Con- 
J  /  gress  doesn't  preempt 
states,  California,  in 
effect,  sets  na- 
tional standards 
because  its  too 
big  a  market 
to  ignore.  "Its 
regulation 
without  representation,"  he  grouses.  Still, 
he  acknowledges,  his  group  has  a  tougher 
road  ahead.  "Elections  do  matter," 
he  says. 


Prescription 
Drug  Costs 

States  are  setting  up  discount  programs 
for  the  uninsured,  slapping  restrictions 
on  drug  market- 
ing and  attack- 
ing pharmacy 
benefit  man- 
agers' practices 

Q  ^JDI1!  VW^x  tnrough  law- 
X  1  //  yj^^  suits  and  leg- 
islation. Cal- 
ifornia, one  of 
eight  states  to  pass  a  discount  program 
this  year,  included  a  provision  drug- 
makers  hate:  Companies  that  don't 
agree  to  provide  discounts  could  be 
punished  with  restrictions  on  access  to 
their  products  in  the  state's  Medicaid 
program.  But  California  needs  federal 
permission  to  use  this  Medicaid  ham- 
mer—and might  not  be  able  to  get  it. 


Illegal  Immigration 

It's  not  just  Democrats  who  act  when  Congress  doesn't. 
Republican-controlled  Georgia  this  year  adopted  a 
sweeping  anti-illegal-immigrant  package,  affecting 
state  benefits  and  private  employers.  Beginning  in 
2008  Georgia  companies  must  verify  that  new  hires  \ 
are  legal  before  deducting  their  pay  as  a  business 
expense  on  their  state  taxes.  Thirty-two  states  enacted 
83  laws  on  immigration  in  2006,  double  the  number 
enacted  in  2005,  according  to  the  National  Conference 
of  State  Legislatures.  This  issue  isn't  going  away. 


Health  Insurance 

"The  politics  in  Washington  are  going  to 
be  abysmal,  and  the  states  are  not  willing 
to  sit  around  and  watch  the  uninsured 
increase,"  says  Alan  Weil,  executive 
director  of  the  National  Academy  for 
State  Health  Policy.  He  predicts  states 
will  chip  away  at  the 
problem  but  won't 
for  the  most  part 
copy  Massa- 
/  chusetts' 
complicated 
scheme  aim- 
ing for  univer- 
sal insurance. 
It  subsidizes 
coverage  for  uninsured  moderate- 
income  families  and  hits  uninsured  indi- 
viduals with  an  income  tax  penalty. 
Employers  with  at  least  ten  workers  can 
be  assessed  up  to  $295  per  worker  for  not 
offering  insurance. 


Minimum  Wage 

Congressional  Democrats  aim  to  raise 
the  federal  minimum  wage,  which  last 
went  up  in  1997, 
from  $5.15  an 
hour  to  $7.25, 
possibly  over 
two  years.  But 
state  legisla- 
tors and  vot- 
ers are  out 
ahead.  As  of 
Jan.  1,  2007,  28  states 
will  have  a  state  minimum  wage 
above  $6.15,  with  11  states  imposing  a 
floor  of  $7  or  more.  In  2006,  11  states 
raised  their  minimum  legislatively,  while 
voters  in  Arizona,  Colorado,  Missouri, 
Montana,  Nevada  and  Ohio  passed  ini- 
tiatives raising  their  minimum  and  auto- 
matically tying  future  raises  to  inflation. 
More  states  are  likely  to  act,  particularly 
if  Congress  and  President  Bush  don't 
come  up  with  a  compromise  quickly.  F 


DECEMBER  1 1,  2006      FORBES  55 


front 


Milton  Friedman's  Last  Lunch 


HUH^  HHH    1  MIGffl  HAVi  I'll  I  N  mi-  l  AM  l'l-RS<)\  K) 

T&B    M  8°  out  to  'unch  w'm  Milton  Friedman — and 
aH   I  no,  it  wasn't  free. 
P^1  *  f  j      P""     "        We  met  at  an  Italian  place  in  San  Francisco 

called  North  Beach  Restaurant,  a  month  before 
he  died  on  Nov..  16  at  the  age  of  94.  I  showed 
him  a  Photoshopped  picture  of  him  standing 
next  to  John  Kenneth  Galbraith,  the  premier 
Keynesian  and  welfare  statist  of  the  20th  cen- 
tury. Galbraith  towered  over  the  diminutive 
Friedman.  Beneath  die  picture  was  a  funny  line  by  economist  George  J.  Stigler:  "All  great 
economists  are  tall.  There  are  two  exceptions:  John  Kenneth  Galbraith  and  Milton  Fried- 
man." Milton  was  so  pleased  with  the  photo  and  caption  that  he  sent  it  to  all  his  friends. 

For  the  last  few  years  he  walked  with  a  cane.  He  had  a  weak  heart  but  a  sharp  mind. 
We  discussed  the  latest  Nobel  laureates  in  economics.  He  said,  "We're  running  out  of 
good  names."  As  we  left,  I  asked  him,  "Do  you  think  you'll  live  to  be  100?"  He  answered 
quickly,  "I  hope  not!" 

Friedman  was  not  only  a  great  economist  but  a  memorable  quotesmith.  You  may  know 
the  standards,  such  as  "Inflation  is  always  and  everywhere  a  monetary  phenomenon."  Here 
are  others  less  well  known:  —Mark  Skousen,  editor,  Forecasts  &  Strategies 


"If  a  tax  cut  increases 
government  revenues,  you  haven't 
cut  taxes  enough!' 

"A  society  that  puts  equality 
ahead  of  freedom  will  end  up  with 
neither  equality  nor  freedom" 

"Competition  is  a  tough  weed,  hut 
freedom  is  a  rare  and  delicate  flower!' 
( with  George  Stigler) 

"Nothing  is  so  permanent  as  a 
temporary  government  program." 

"Inflation  is  taxation 
without  legislation." 

"The  economy  and  the  stock 
market  are  two  different  things!' 

"If  government  is  to  exercise  power, 
better  in  the  county  than  in  the  state, 
better  in  the  state  than  in  Washington" 


100  OUTSTANDING 

NASDAQ  COMPANIES 


JL 


1  HIGHLY  EFFICIENT 

STOCK  MARKET 


$56,043,802  IN  INVESTOR  SAVINGS 


IT  ALL  ADDS  UP.  NASDAQ's  electronic  marketplace  offers  better 
performance,  greater  efficiency  and  tighter  spreads.  Factors  that  resulted 
in  investor  savings  of  $56,043,802  for  a  year*  And  that's  just  counting 
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Web-Hit  Wonders 

TV's  big-time  producers  are  struggling 
to  find  the  Internet's  prime-time  lineup. 

By  Evan  Hessel 


■  AST  JANUARY  YAHOO 
media  czar  Lloyd  Braun 
■■pitched  to  his  Silicon  Val- 
ley bosses  The  Runner,  a  bounty- 
hunter-themed  reality  concept  he 
discovered  as  head  of  television 
at  ABC.  It  would  be  one  of  the 
first  online  video  series  created 
exclusively  for  the  Web  portal.  He 
recruited  Mark  Burnett  (Sur- 
vivor, The  Apprentice)  to  produce 
it  and  spent  two  months  trying 
to  rework  the  show  as  a  Web 
series.  Yahoo  shelved  the  project. 
Too  expensive. 

So  Braun  temporarily 
checked  his  Hollywood  ego  and 
came  up  with  The  9,  a  five- 
minute  daily  rundown  of 
celebrity  gossip  and  goofy  ama- 
teur clips.  (Lost  its  not.)  In  three 
months  The  9  has  amassed  5  mil- 
lion monthly  viewers  and  made 
a  star  of  its  host,  bubbly  blonde 
Maria  Sansone.  "Lloyds  gone 
through  a  massive  learning 
curve,"  says  producer  Michael 
Davies,  who  has  also  designed  an 
online  talent  show  for  Yahoo. 


Braun  and  Davies  (Who 
Wants  to  Be  a  Millionaire)  are  part 
of  a  flood  of  Hollywood  talent 
trying  to  figure  out  how  to  make 
the  transition  onto  the  Web, 
where  lip-synching  teenagers  and 
goofy  pranks  fascinate  millions  of 
viewers  on  YouTube  and  other 
video  sites.  "Everyone  in  the  in- 
dustry is  still  trying  to  figure  out 
what  makes  a  Web  hit,"  says 
Lewis  Henderson,  head  of  the 
William  Morris  Agency's  digital 
division. 

One  obvious  lesson  is  to 
make  the  show  interactive.  Bur- 
nett found  12  million  viewers  in 
September  and  October  with 
AOLs  Gold  Rush,  an  interactive 
reality  series  concept  he  had 
been  tinkering  with  for  a  year 
when  the  Web  outfit  hired  him 
last  January.  Burnett  set  up  die 
series  so  anyone  with  a  Web  con- 
nection can  play  AOL-hosted 
trivia  games  and  win  a  spot  on 
the  show.  Qualifiers  competed 
on-camera  for  $100,000  in  gold 
bars  and  a  chance  to  win  $  1  mil- 


lion in  the  series  finale. 
"What's  so  brilliant  is  that 
on  Monday  you  have  a  guy 
playing  at  home  and  by 
Sunday  he's  holding  a  solid 
gold  bar,"  says  Burnett. 

Morgan  Hertzan,  a  30- 
year-old  former  producer  at 
MTV,  is  going  for  a  narrow 
market.  He's  building  his 
LX.TV  online  "network" 
around  the  esoteric  interests 
of  affluent  young  people  liv- 
ing in  New  York  and  Los 
Angeles.  Hertzan  hired  a 
cadre  of  attractive  young  TV 
reporters  to  present  slick 
restaurant  and  nightclub 
reviews. 

In    October  LX.TV 
notched  65,000  viewers  and 
a  bunch  of  mentions  on 
Web  gossip  sites  Gawker 
and  Jossip.  "Network  types  have 
grandiose  ideas  for  the  Web,  but 
people  just  want  specialized  bits 
of  entertainment  in  quick  bursts," 
Hertzan  says. 

Ashton  Kutcher,  famous 
for  his  celebrity  gag  show, 
Punk'd,  on  MTV,  is  producing 
several  comedy  series  for  AOL; 
they  have  yet  to  hit  the  Web. 
Since  May  Ben  Silverman 
(The  Office,  Ugly  Betty)  and 
partner  Howard  T.  Owens 
(The  Restaurant,  Nashville 


Ashton  Kutcher  is  making  series  for  AOL. 


Mark  Burnett  hit  with  AOL's  Gold  Rush. 

Star)  have  been  working  on 
ten  series,  for  Microsoft's  MSN 
portal. 

Advertiser  tie-ins  are  cru- 
cial. Kraft  funds  Chef  to  the 
Rescue  with  Cat  Cora,  which 
debuted  in  September.  A  driv- 
ing-school-themed  comedy 
will  likely  have  an  auto-com- 
pany sponsor.  "We're  not  going 
to  bastardize  the  show,"  Owens 
says,  "but  we  have  to  support 
brands  that  appreciate  our 
content.  F 


NSIDER  TRADING 


Hands  Off  My  Stocks 

Portfolio  picks  are  intellectual  property,  says 
hedge  fund  manager  PHIL  GOLDSTEIN,  who 
wants  the  SEC  to  stop  requiring  disclosure. 

By  Michael  Maiello 


p 


HILLIP  GOLDSTEIN  RUNS  A  COUPLE  OF  HEDGE  FUNDS  THAT  RECENTLY 
topped  the  $100  million  mark  in  assets  under  management.  Good  for 
his  fees,  bad  for  hiding  his  investment  picks.  The  Securities  &  Exchange 
Commission  requires  hedge  funds  and  mutual  funds  with  more  than  $  100  mil- 
lion in  equity  assets  to  disclose  their  holdings  every  three  months. 
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But  Goldstein,  61,  is  petitioning  the  SEC 
to  get  exempted  from  the  disclosure  law.  His 
argument  is  novel:  His  investments,  he  says, 
are  his  intellectual  property— trade  secrets 
that  the  SEC  shouldn't  force  him  to  reveal  any 
more  than  it  would  ask  Yum  Brands  to  put 
the  recipe  for  RFC  chicken  into  its  annual  re- 
port. He  even  contends  the  law  violates  the 
Constitution's  Fifth  Amendment:  Disclosing 
his  holdings  is  a  "taking"  of  his  property  with- 
out just  compensation. 

"We  don't  disclose  this  information  to  our 
own  investors,"  says  Goldstein,  who  runs  Bull- 
dog Investors  in  Saddle  Brook,  N.J.  "Why 
would  we  tell  it  to  the  world?" 

This  will  be  a  tough  battle  for  Goldstein, 
in  part  because  the  SEC  these  days  is  trying 
to  get  tougher  with  the  booming  $1.2  trillion 
hedge  fund  industry.  But  Goldstein  has  slain 
the  SEC  before,  winning  a  high-profile  suit  to 
stop  a  rule  that  would  have  required  hedge 
funds  with  more  than  $25  million  in  assets 
to  register  as  investment  advisers. 

In  1975  Congress  authorized  the  disclo- 
sure rule,  called  13F,  when  regulators  had  be- 
come wary  about  the  impact  of  institutional 
managers  on  the  markets.  Some  money  man- 
agers have  gotten  exemptions  from  the  SEC 
in  order  to  hide  their  strategies.  Warren 
Buffett  sought  an  exemption  in  2003  but  was 
rebuffed. 

Goldstein  argues  the  SEC  had  made  vir- 
tually no  use  of  the  disclosures,  yet  says 
newsletters  and  others  (FORBES  included) 
urge  investors  to  parse  fund  holdings  to  "steal" 
ideas  for  stock  picking.  "All  the  evidence  in- 
dicates that  13F  filings  are  used  by  the  pub- 
lic for  only  one  reason:  to  obtain,  without 
compensation,  the  trade  secrets  of  success- 
ful filers,"  he  wrote. 

The  Investment  Company  Institute,  the 
industry  group  for  mutual  funds,  has  argued 
that  holdings  should  be  reported  twice  a  year 
rather  than  quarterly  and  that  the  lag  for  re- 
porting should  be  60  days  instead  of  45. 

Goldstein  fully  expects  the  SEC  to  turn 
him  down,  at  which  point  he  says  he'll  go  to 
court.  He  finances  such  litigation  with  his  and 
his  partners'  money,  having  spent  $300,000 
overturning  the  hedge  fund  rule.  Unsolicited, 
five  money  managers  sent  him  $30,000  to 
help  defray  those  costs,  he  notes.  That's  cheap 
for  a  hedge  fund  operator  who  values  his  tal- 
ents in  die  millions.  F 


BROKEN  DISHES 


Sorry,  Charlie 

Rupert  Murdoch  finds  a  way  to  knock  out 
satellite  service  to  customers  of  rival  Charles 
Ergen's  EchoStar  By  Dorothy  Pomerantz 


ON  DEC.  1  ECHOSTAR  WILL  BE 
required  to  slash  national  network 
programming  to  an  estimated  900,000 
satellite  customers  in  mostly  rural  areas. 
Overnight  they  could  lose  Desperate  Housewives, 
Dancing  with  the  Stars  and  every  version  of  CSI. 

If  those  viewers  are  upset,  imagine  how 
Charles  Ergen  feels.  He's  the  chief  executive 
of  EchoStar  who  stands  to  lose  millions  of 
dollars  in  revenue,  not  to  mention  a  bit  of  his 
ego.  That's  because  the  hidden  hand  behind 
the  cutoff  is  Ergen's  longtime  nemesis  Rupert 
Murdoch,  who  controls  satellite  competitor 
DirecTV  and  runs  Fox  Broadcasting. 

At  issue  in  this  long- running  batde  is  some- 
thing called  "distant  network  signals."  EchoStar, 
with  12.8  million  customers,  and  DirecTV,  with 
15.6  million  customers,  offer  local  broadcasts 
in  some  170  markets.  If  viewers  live  outside 
those  markets  and  can't  get  their  local  stations 
using  an  old-fashioned  TV 
antenna,  the  satellite  com- 
panies are  legally  allowed 
to  sell  them  feeds  from 
Los 


Not  again:  Ergen  (above)  and  Murdoch 
have  been  duking  it  out  nearly  ten  years. 


New  York  or 
Angeles. 

But  the  broad- 
casters accuse  EchoStar  of  selling  distant  signals  to  cus- 
tomers even  if  they  can  receive  local  stations.  They  don't 
like  that  because  every  viewer  in  Provo,  Utah  who  is 
watching  Survivor  from  a  Los  Angeles  CBS  affiliate  is 
missing  the  advertising  on  the  Provo  affiliate. 

Ergen  has  taken  a  liberal  view  of  the  law  for  years,  bet- 
ting he  could  win  in  court.  But  in  May  a  federal  appeals  court 
ordered  EchoStar  to  cut  off  all  distant  network  signals,  even 
though  only  an  estimated  25%  of  affected  customers  receive 
the  signals  illegally.  Ergen  settled  with  stations  owned  by  ABC, 
NBC  and  CBS  and  affiliates,  agreeing  to  pay  them  $100  million  to  let 
him  continue  offering  distant  signals. 

But  25  Fox-owned-and-operated  stations  refused  to  agree  to  the 
deal,  which  killed  the  entire  settlement.  A  News  Corp.  spokesman 
says  that  the  company  saw  no  reason  to  settle  and  denied  that  Mur- 
doch's 40%  ownership  of  DirecTV  had  anything  to  do  with  Fox  avoid- 
ing the  deal. 

Media  research  firm  the  Carmel  Group  estimates  that  if  all 
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900,000  customers  switched  to  DirecTV, 
EchoStar  would  lose  $700  million  per 
year,  and  Murdoch  would  gain  the  same 
amount.  The  company  says  it  doubts  it 
will  lose  anywhere  near  that  number. 

The  two  media  titans  have  been  duking 
it  out  since  1997,  when  Murdoch  backed  out 


of  a  deal  to  buy  EchoStar.  Six  years  later 
Murdoch  gained  the  upper  hand  with  his 
$6.6  billion  purchase  of  DirecTV  just  one 
year  after  the  feds  rejected  Ergen's  bid  to  buy 
the  rival  company. 

Ergen  can  find  solace  knowing  that 
Murdoch's  days  of  antagonizing  him  may 


be  coming  to  end.  Murdoch  is  poised  to 
trade  his  stake  in  DirecTV  to  yet  another 
media  mogul,  John  Malone.  Other  specu- 
lation suggests  that  in  a  few  years  Malone 
will  also  try  to  scoop  up  EchoStar,  allow- 
ing both  Murdoch  and  Ergen  to  finally 
retire  quietly  to  their  corners.  F 


How  to  turn  a  hog  farm  in  Brazil,  and  European  guilt, 
into  a  source  of  cash  j  By  Daniel  Fisher 


I. DBA!  WARMING  HAS  SPAWNED 

U fear— and  opportunity.  Exhibit  1: 
AgCert  International,  an  Irish 
company  launched  on  the  London  Stock 
Exchange  last  year  to  trade  in  pig 
flatulence. 

For  the  last  five  years  the  UN  has  run  a 
program  to  encourage  developing  countries 
to  cut  down  on  emissions  of  global-warm- 
ing gases.  How?  By  letting  them  sell  cred- 
its to  companies  in  rich  countries  which,  in 
turn,  can  use  them  to  offset  their  own  pol- 
lution. In  this  case,  AgCert  installs  systems 
to  collect  methane  from  rotting  pig  manure 
in  farms  in  Mexico,  Chile  and  Brazil,  then 
burns  it  off  or  uses  it  to  generate  electric- 
ity. That  produces  carbon  dioxide— itself  a 
global  warming  gas,  but  one  far  less  dan- 


gerous than  methane.  Burning  pig  methane 
thus  generates  UN-approved  certificates 
AgCert  can  sell  on  carbon  exchanges  in 
Europe  for  $1 1  per  ton  of  carbon  dioxide. 
Other  similar  projects  to  save  the  world: 
generating  electricity  from  rice  husks  in 
Cambodia,  planting  tens  of  millions  of  eu- 
calyptus trees  in  the  Amazon  and  trans- 
forming waste  into  cooking  fuel  in  Nepal. 

In  theory  this  is  the  free  market  at  its 
best.  If  it's  cheaper  to  control  methane  by 
fixing  a  pig  farm  than  by  squeezing  the  last 
gram  of  pollution  out  of  a  German  chemi- 
cal factory,  let  the  factory  pay  the  pig 
farmer  to  control  methane.  So  companies 
in  rich  nations  meet  their  obligations 
under  the  Kyoto  Protocol,  while  money 
flows  to  poor  countries,  which  can  then 


buy  pollution-control  technology  at  the 
lowest  possible  cost.  Both  sides  win.  (The 
U.S.  is  not  a  Kyoto  participant,  but  most 
developed  nations  are.) 

Can  capitalism  really  win  the  day?  As  a 
recently  concluded  conference  in  Nairobi, 
Kenya  illustrates,  there  are  cracks  in  this 
global  trading  system.  Officials  in  develop- 
ing nations  can't  agree  about  which  types 
of  save-the-planet  projects  deserve  the 
required  UN  stamp  of  approval.  Some  of 
the  largest  plans  make  little  financial  sense 
and  encourage  cheating,  not  to  mention 
excess  pollution.  "What  we're  putting  in 
place  is  a  structure  where  everybody  is 
being  bought  off  to  participate,"  says 
Daphne  Wysham,  a  fellow  at  the  Institute 
for  Policy  Studies  in  Washington,  D.C. 
"And  the  consequences  may  be  the  exact 
opposite  of  intentions." 

One  popular  project  under  the  so- 
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called  Clean  Development  Mechanism 
program  is  the  destruction  of  hydrofluoro- 
carbon  gases.  A  by-product  of  refrigerant 
manufacturing,  HFC23  is  probably  11,700 
times  as  potent  a  greenhouse  gas  as  CO2. 
Carbon  traders  in  London  and  New  York 
grasped  the  arbitrage  opportunity  immedi- 
ately, as  did  corporations  like  Ineos  Fluor 
and  Sumitomo. 

They,  and  other  companies,  have 
helped  finance  ten  HFC23-destruction 
projects  so  far  in  China,  India  and  other 
countries— doing  as  much  good  as  remov- 
ing 58  million  tons  of  CO2  a  year  from 
smokestacks.  The  Gujarat  Fluorocarbons 
plant  northwest  of  Mumbai,  India,  for 
example,  is  designed  to  eliminate  the 


By  the  Numbers 


Choke  Points 


a.k.a.  freon— to  get  at  the  real  money- 
maker, HFC23.  Freon  itself  is  a  global- 
warming  gas  (and  ozone  wrecker)  that  is 
slated  to  be  outlawed  worldwide  by  2040. 
"Depending  on  carbon  prices,  the  plants 
would  actually  generate  more  money 
from  carbon  credits  than  production 
costs,"  says  Schwank.  "The  perverse 
incentive  would  be  complete." 

Such  objections  haven't  yet  hit  the  swap 
market.  Carbon  trading  is  expected  to 
exceed  $28  billion  on  European  markets  this 
year,  says  Point  Carbon,  a  Washington,  DC. 
research  firm;  the  trades  will  involve  an  es- 
timated 880  million  tons  of  pollution,  some 
changing  hands  more  than  once.  Four  bil- 
lion dollars  has  been  invested  in  carbon- 
trading  hedge  funds 
like  Natsource  of 
New  York  City  and 
Climate  Change  Cap- 


The  world  may  be  warming,  but  so  are  opportunities  to  cash  in. 


The  number  of  metric  tons  of  global  CO2  output 
from  fossil  fuels  each  year. 


Total  estimated  value  of  trading  volume  in  2006. 

The  increase 
in  world  CO2  emissions  between  1994  and  2004. 

Sources:  U.S.  Department  of  Energy;  Point  Carbon. 


equivalent  of  3.3  million  tons  of  CO2  a  year 
in  a  high-temperature  furnace.  Its  a  virtual 
printing  press  for  carbon  certificates  that 
its  backer  Sumitomo  can  sell  or  use  to  off- 
set its  obligations  under  Kyoto. 

This  raises  the  vexing  issue  of  incen- 
tives. Analysis  by  Othmar  Schwank— a 
consultant  with  the  Swiss  firm  Infras, 
which  advises  the  UN  on  fluorocar- 
bons—concludes  that  a  plant  in  India  or 
China  can  destroy  the  HFC23  by-prod- 
uct for  $6,000  a  ton  (the  equivalent  of  50 
cents  per  ton  of  carbon  dioxide)  and  sell 
the  carbon  credits  in  Europe  for  poten- 
tially 20  times  as  much,  at  prevailing 
prices.  That  motivates  companies  to  pro- 
duce as  much  as  possible  of  the  ostensi- 
ble product— the  refrigerant  HFC22, 


ital  in  London.  Price- 
line  cofounder  Jesse 
Fink  owns  a  23% 
stake  worth  $82  mil- 
lion in  EcoSecurities 
of  London,  which 
brokers  carbon  proj- 
ects, and  U.S.  utilities 
giant  AES  will  invest 
$325  million  in  a 
joint  venture  with 
AgCert  to  generate 
22  million  tons  of 
CO:  certificates  a  year 
by  2012.  Says  Janos 
Pasztor,  an  official  with  the  Secretariat  of  the 
UN  Framework  Convention  on  Climate 
Change.  "This  is  big  business." 

But  it's  not  for  the  squeamish.  The 
price  of  a  one-ton  carbon  dioxide  credit 
has  plunged  from  $38  in  April  to  a  recent 
$11,  amid  fears  that  EU  countries  would 
succeed  in  protecting  favored  industries  by 
lobbying  regulators  in  Brussels  for  more 
generous  credits  for  existing  emissions. 
The  higher  the  initial  allotment,  the  less 
companies  have  to  make  up  by  buying 
indulgences  from  pig  farms. 

An  even  bigger  threat  looms  in  China 
and  India,  which  are  pushing  to  receive 
credits  for  carbon  capture,  which  strips 
CO2  from  the  output  of  fossil  fuel  elec- 
tric plants  and  traps  it  underground. 


Civen  all  the  power  plants  they  have 
under  construction,  these  countries  could 
flood  the  world  market  with  CO2  certifi- 
cates, collapsing  prices  and  slashing  the 
cost  of  complying  with  Kyoto.  "You're 
sending  exactly  the  wrong  message  to  a 
country  like  India,"  says  consultant 
Wysham.  "And  you're  telling  polluters  in 
the  north  [they]  can  continue  to  pollute." 
Capturing  carbon  is  virtuous,  to  be  sure, 
but  a  brand-new  power  plant  does  not 
make  the  atmosphere  cleaner.  The  best 
that  it  can  do  is  not  make  the  atmosphere 
dirtier. 

Then  there  is  the  matter  of  putting 
enforcement  in  the  hands  of  the  same 
organization  that  oversaw  Iraq's  oil-for- 
food  program.  What's  to  prevent  an  entre- 
preneur in,  say,  Mongolia,  from  bribing  UN 
officials  to  look  the  other  way  while  he 
generates  thousands  of  tons  of  fake  CO2 
credits?  Pedro  Muora  Costa,  president  of 
EcoSecurities,  doesn't  think  that's  possible, 
given  the  UN's  methodical  evaluation.  "The 
one  thing  you  can  say  about  the  UN 
process  is  it  is  stupidly  overregulated," 
Muora  Costa  says. 

Yes,  but  can  it  keep  track  of  410  proj- 
ects it  has  approved  so  far  this  year,  worth 
a  theoretical  $1.1  billion  a  year?  The  UN 
outsources  much  of  its  monitoring  to  out- 
side auditors.  Among  them  is  SGS,  a 
Geneva  firm,  one  of  whose  former  execu- 
tives was  indicted  by  a  Swiss  court  in  an 
alleged  bribery  scheme  involving  Pak- 
istan's former  prime  minister  Benazir 
Bhutto  (the  case  was  later  dropped).  SGS 
and  other  auditors  say  they  would  be  crazy 
to  engage  in  any  skulduggery  since  they 
would  risk  decertification  and  the  loss  of 
all  their  customers. 

Michael  K.  Dorsey,  a  professor  of 
environmental  studies  at  Dartmouth  and 
coauthor  of  Carbon  Trading,  says  that 
while  pollution  trading  programs  work 
in  the  U.S.  to  control  pollutants  like  sul- 
fur dioxide,  it  will  be  hard  to  track  such 
schemes  in  developing  nations.  Says  he: 
"When  you  don't  have  the  rule  of  law, 
when  you  don't  have  established  agen- 
cies that  can  root  out  fraud,  kickbacks, 
dirty  dealing — which  is  basically  two- 
thirds  of  the  planet — then  the  market 
doesn't  work."  F 


64      FORBES      DECEMBER  ':,  2006 


RISK 
ENTS 

E  EITHER. 


ying  to  make  money  on  exciting,  unpredictable  investments  is  one 
the  surest  ways  to  lose  it.  Which  is  why  Edward  Jones  recommends 
vestment  strategies  that  have  proven  themselves  over  the  long  term, 
find  the  Edward  Jones  office  nearest  you,  call  1-800-ED-JONES  or 
At  www.edwardjones.com.  Member  SIPC. 


Edwardjones 

MAKING  SENSE  OF  INVESTING 


Qutfront 

THE  TOP  10 


To  Be  Rich  and  Indian 


■  NDIA'S  BOOMING  POSTSOCIALIST  ECONOMY  IS  PROPELLING 
I  its  rich  into  the  ultrarich  category.  The  collective  wealth  of 
I  India's  40  richest  businesspeople,  as  ranked  in  our.  third 

annual  survey,  shot  up  to  $170  billion  from  $106  billion  last  year. 

India's  top  10,  listed  here,  account  for  $1 12  billion  of  that  wealth. 


We  found  9  more  billionaires  than  last  year,  bringing  the  total  to 
36.  India's  hot  stock  market,  up  40%  this  year,  and  its  robust  real 
estate  market  helped  swell  most  fortunes.  The  minimum  net 
worth  needed  to  make  the  list  of  40  was  $790  million.  For  a  list  of 
all  40  see  www.forbes.com/lists.  — Naazneen  Karmali 


1  LAKSHMI  MITTAL 

$25  billion/Steel 

56.  Married.  2  children 

Steel  titan  finally  won  battle  for  rival 

Arcelor  in  June.  $34  billion  merger 

created  industry  behemoth  that  now 

accounts  for  more  than  10%  of  world's 

production;  dwarfs  rivals.  Mittal  owns 

44%  of  combined  Arcelor  Mittal. 

2  MUKESH  AMBANI 

$18.5  billion/Diversified 
49.  Married.  3  children 
Since  splitting  with  brother  Anil  in  June  of 
last  year  and  taking  control  of  $20  billion 
(revenues)  Reliance  Industries,  fortune  has 
soared  by  $1 1.5  billion.  Oil-refining  sub- 
sidiary Reliance  Petroleum,  in  which 
Chevron  has  5%  stake,  listed  in  May.  Bet- 
ting $5.5  billion  on  retail  ventures,  includ- 
ing Reliance  Fresh,  chain  of  food  stores. 

3  ANIL  AMBANI 

$14.8  billion/Diversified 
47.  Married.  2  children 
Younger  Ambani  brother's  net  worth 
surged,  thanks  in  part  to  March  listing  of 
telecom  operator  Reliance  Communica- 
tions, of  which  he  holds  65%.  Spat  with 
brother  continues:  dispute  with  Mukesh 
over  gas  supply  agreement  for  his  new 
power  plant  now  in  court. 

4  AZIM  PREMJI 

$14  billion/Software 

61.  Married.  2  children 

Runs  technology  services  giant  Wipro, 


which  has  been  on  buying  spree,  picking 
up  such  firms  as  Finnish  telecom  software 
outfit  Saraware  and  Portuguese  retail 
software  group  Enabler. 

5  KUSHAL  PAL  SINGH 

$10  billion/Real  estate 
75.  Married.  3  children 
Inherited  father-in-law's  Delhi  Land  & 
Finance;  turned  it  into  India's  leading 
property  developer.  Building  Mall  of 
India,  country's  biggest.  New  hotel  joint 
venture  with  Hilton.  Son  Rajiv,  daughter 
Pia  run  operations. 

6  SUNIL  MITTAL 

$6.9  billion/Telecom 
49.  Married.  3  children 
Cofounded  and  runs,  with  two  brothers, 
the  Bharti  group.  Its  Bharti  Airtel,  in 
which  SingTel  and  Vodafone  hold  stakes, 
nation's  biggest  mobile  phone  operator. 
Plans  to  partner  with  foreign  retailer, 
likely  Tesco  or  Wal-Mart. 

7  KUMAR  BIRLA 

$6.8  billion/Commodities 
39.  Married.  3  children 
Became  chairman  of  commodities 
conglomerate  at  age  28  after  father's 
death.  $8.3  billion  (sales)  Aditya  Birla 
Group  is  India's  largest  aluminum, 
copper  producer.  After  spat  with 
Tata  Group,  paid  nearly  $1  billion 
to  buy  former  partner's  stake  in 
mobile  phone  venture  Idea. 
Also  moving  into  retail. 


8  TULSI TANTI 

$5.9  billion/Wind  energy 
48.  Married.  2  children 

With  three  siblings  founded  Suzlon 
Energy  1995;  took  it  public  a  decade  later. 
Group's  $8  billion  market  cap  makes  it 
world's  most  valuable  wind  company.  In 
March  acquired  Hansen  Transmissions, 
Belgian  maker  of  wind  turbine  gear- 
boxes. Order  backlog  now  $1.5  billion, 
mainly  from  customers  in  U.S.,  Europe 
and  China. 

9  RAMESH  CHANDRA 

$5.3  billion/Real  estate 
67.  Married.  2  children 

Banker's  son  studied  structural 
engineering  in  U.K.,  then  returned 
home  to  start  consulting  firm.  Moved 
into  residential  real  estate,  building 
middle-class  housing  in  Gurgaon 
and  later  in  southern  and  eastern 
India.The  market  cap  of  his  Unitech  has 
soared  to  $6.7  billion,  from  $302  million 
in  January. 

10  PALLONJI  MISTRY 

$4.9  billion/Construction 
77.  Married.  4  children 

Low-profile  construction  magnate  is 
single  largest  shareholder  in  Tata  Sons, 
holding  company  of  $22  billion  (sales) 
Tata  Group.  Its  Tata  Consultancy  Services 
is  India's  largest  software  exporter;  its 
Tata  Steel  recently  bid  $8  billion  to 
acquire  Corus  group,  Europe's  second- 
largest  steel  producer. 
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Green,  through  and  through. 


With  its  fuel-conserving'  253-hp  gas-electric  engine  and  tree-friendly  partial  zero-emission  rating; 
the  Accord  Hybrid  is  greater  than  the  sum  of  its  parts -it's  a  whole  new  symbol  of  green  power. 


*28  City/35  hwy  mpg.  honda.com  1-800-33-Honda  ©2006  American  Honda  Motor  Co,  Inc. 

Based  on  2007  EPA  mileage  estimates.  I  :se  for  comparison  purposes  only.  Actual  mileage  may  vary.  tATPZEV-rated  by  the  ( California  Air  Resources  Hoard  K IAK  B), 


YOU'D  BE  A  FOOL  TO  TRY  TO 
get  in  between  Visa  or 
MasterCard  and  their  mer- 
chants. Visa  handles  $3  trillion 
in  purchases  worldwide  each 
year,  has  1.6  billion  cardholders  and  24  mil- 
lion locations  willing  to  take  a  swipe.  The 
two  card  associations  battled  Wal-Mart,  the 
Limited,  Sears  and  1  million  other  retailers 
for  seven  years  in  court  over  alleged  price- 
fixing  of  card  fees.  The  plaintiffs  settled  for 
$3  billion.  No  big  deal:  Banks  issuing  Visa 
cards  take  in  $30  billion  a  year  in  transac- 
tion fees  and  the  card  companies  jacked  up 


doned  at  checkout  and  half  of  5,000  Web 
users  polled  recently  by  Gartner  said  they 
worry  about  data  theft. 

Yet  online  sales  are  growing  25%  a  year. 
"That's  not  good  enough,"  says  Marino. 
"E-commerce  should  be  growing  50%  a 
year.  We're  going  to  help  it  get  there." 

I4's  service,  called  Bill  Me  Later,  is  the 
Internet-age  equivalent  of  asking  the  neigh- 
borhood butcher  to  put  the  pork  chops  on 
your  tab.  Instead  of  using  a  credit  card  num- 
ber at  checkout,  a  shopper  clicks  on  the  Bill 
Me  Later  button  and  is  greeted  as  if  the  serv- 
ice already  knows  him;  it  asks  for  the  last 


processed  $35  billion  in  payments  in  the  past 
12  months,  clearing  $1.3  billion  in  revenue. 

The  new  Google  Checkout  is  not  a  Visa 
alternative,  but  it  tries  to  make  the  payment 
process  easier  by  automatically  filling  out 
shipping  and  billing  forms.  Google  still  uses 
your  credit  card  to  complete  the  purchase. 

But  even  if  a  merchant  goes  with 
Google,  Visa  still  has  to  be  paid.  Credit 
card  issuers  typically  charge  online  retail- 
ers 2.5%  to  3%  per  transaction,  often 
twice  what  they  charge  real-world  retailers 
for  processing.  (Sketchy  e-tailers  and  porn 
sites  can  pay  as  much  as  12%.)  That  gives 


E-COMMERCE 

Credit  Card  Killer 

Online  shopping  is  only  3%  of  all  retail  sales.  Gary  Marino  knows 
what's  holding  it  back  I  By  Erika  Brown 


their  rates  to  compensate. 

But  here  is  Gary  Marino,  a  50-year-old 
entrepreneur,  lacing  up  his  gloves  against  the 
heavyweights.  His  company,  14  Commerce 
in  Timonium,  Md.,  is  out  to  displace  credit 
cards  as  a  means  of  paying  for  goods  on- 
line. Best  of  luck  So  far  it  has  taken  him  five 
years  and  $100  million  in  venture  backing 
to  persuade  2  million  shoppers  and  300  on- 
line retailers  to  try  him  out. 

Marino  knows  how  to  pick  a  fight. 
While  e-commerce  has  boomed  over  the 
past  decade— $100  billion  spent  online  by 
U.S.  consumers  in  the  past  12  months — it 
amounts  to  only  2.6%  of  the  $3.9  trillion 
in  U.S.  retail  sales.  Only  54%  of  U.S.  adults 
who  use  the  Web  have  bought  stuff  there, 
according  to  2003  census  data.  Blame  slow 
broadband  penetration,  security  fears  and 
the  hassle  of  having  to  rummage  for  a 
credit  card  when  it's  time  to  check  out. 
Half  of  all  online  shopping  carts  are  aban- 


four  digits  of  his  Social  Security  number  and 
his  date  of  birth.  If  their  credit  is  good,  14 
pays  the  merchant  and  sends  the  shopper  a 
bill  within  two  weeks.  One  can  pay  right 
away  or  later,  with  interest.  You  can  pay  your 
bill  online  through  your  bank  or  with  a 
check  by  mail.  14  doesn't  take  Visa.  Marino 
expects  to  process  $1  billion  in  online 
purchases  this  year.  His  revenue  from  mer- 
chant fees  and  interest  charges  should  hit 
$50  million  by  year-end  and  could  grow 
to  $100  million  in  2007.  Continental.com, 
Walmart.com,  Shoes.com,  Overstockcom 
and  Ebags  offer  Bill  Me  Later. 

As  if  taking  on  Visa  and  MasterCard 
weren't  enough,  Marino  also  must  contend 
with  big  online  brands  such  as  PayPal  and 
Google.  PayPal  started  as  a  person-to-person 
payment  option  but  now  serves  big  merchants 
such  as  Barnes  &  Noble  and  1-800-Flowers. 
PayPal  (bought  by  Ebay  for  $1.5  billion  in 
2002)  has  120  million  customers  and 


Marino  an  edge:  Bill  Me  Later  provides 
the  convenience  and  speed  of  plastic  but 
charges  only  1.5%. 

"That  puts  pressure  on  Visa  and  Master- 
Card to  lower  their  fees,"  says  Brad  Wolan- 
sky,  head  of  e-commerce  at  Orvis  Co.,  which 
sells  $300  million  a  year  of  fly-fishing  gear 
and  apparel  online  and  offline.  "Before  Bill 
Me  Later  there  wasn't  anything  from  a  free- 
market  point  of  view  to  keep  the  credit  card 
companies  in  check" 

Bill  Me  Later  lets  retailers  extend  to  cus- 
tomers interest-free  financing,  something 
credit  card  firms  don't  offer.  Orvis,  for  one, 
pays  14  a  little  bit  more  for  such  transactions, 
typically  3%  of  each  sale.  Why?  Orvis'  av- 
erage order  jumps  from  $150  to  $250. 

On  Walmart.com's  checkout  page,  Bill 
Me  Later  gets  top  billing  of  all  credit  pay- 
ment options.  Bradford  Matson,  head  of 
marketing  at  discount  luxury  goods  site 
Bluefly.com,  says  he  launched  Bill  Me 
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Later's  service  a  year  ago  and  says  it 
boosted  his  sales.  Bluefly's  customers  typ- 
ically shop  three  times  a  year  at  the  site, 
but  its  Bill  Me  Later  customers  buy  four 
times  a  year.  Their  average  order  value  is 
also  15%  higher. 

Online  buyers  told  Continental  Airlines 
in  surveys  and  unsolicited  mail  that  they  like 
Bill  Me  Later  because  it  is  more  conven- 
ient than  credit  cards.  A  90-day  grace  pe- 
riod frees  up  room  on  their  credit  cards 
for  customers  to  spend  more  while  on 
vacation,  says  Kenneth  Penny,  who  runs 
Continental.com. 

Marino  is  coming  at  the  credit 
card  industry  with  the  experience  of 
a  former  insider.  He  spent  15  years  at 
Citibank,  rising  to  chief  credit  officer. 
He  left  in  1996  to  run  the  credit  and 
marketing  operations  at  First  USA,  then 
a  small  but  fast-growing  card  issuer 
with  $4  billion  in  receivables.  Bank 
One  bought  First  USA  the  next  year, 
and  Marino  helped  boost  its  receiv- 
ables to  $70  billion  by  2000.  He  left  that 
year — smack  in  the  whorl  of  the  tech 
bubble  burst — to  start  a  new  business  in  the 
payment  industry.  "Even  in  a  very  senior 
position  I  felt  paralyzed  to  innovate  quickly' 
he  says.  "I  felt  stymied." 

Marino  consulted  on  a  venture  that 
sought  to  bill  online  shoppers  via  their 
phone  bills,  but  it  went  nowhere.  Marino 
decided  it  was  a  good  time  to  hash  out  the 
raw  outline  of  his  Bill  Me  Later  scheme 
with  his  old  contacts  at  First  Data  Corp. 
and  Chase  Paymentech,  which  own  the 
two  biggest  credit  card  processing  net- 
works for  merchants. 

He  was  asking  to  be  let  into  what  was 
traditionally  a  very  exclusive  club.  The  only 
payment  processors  then  permitted  on  Pay- 
mentech and  First  Data's  networks  were 
Visa,  MasterCard,  American  Express  and 
Discover.  So  instead  of  trying  to  reinvent 
money  like  dot-bomb  cash  alternatives  such 
as  Beenz,  Flooz  and  Cybercoin,  Marino's 
venture  would  work  just  as  easily  as  Visa 
and  MasterCard,  but  at  a  lower  cost  to  re- 
tailers. "We  worked  hard  to  fit  the  way  the 
retailers  already  do  business,"  Marino  says. 

"When  he  pitched  me  his  idea,  I 
thought,  'Whoa,  this  could  be  huge.  If 
you're  an  Internet  merchant,  why  would- 
n't you  want  to  use  Bill  Me  Later?'"  says 


Swiped 


Below  are  estimated  fees  a  Web  merchant 
would  pay  on  the  sale  of  this  $1,790  Burberry 
tote.  Bill  Me  Later  has  the  edge. 


Traditional  Credit  Card 

-540.50 
goes  to  merchant's  bank 

-$0.20 

processing  fee 

-$0.40 

goes  to  Visa  (brand  license) 

$1,748.90 

left  for  merchant 


Bill  Me  Later  Purchase 

-$27.00 
goes  to  Bill  Me  Later 

-$0.25 
processing  fee 


$1,762.75 

left  for  merchant 


Plastic  Planet 

Web  shoppers  spent  $100  billion 
last  year.  Credit  cards  get  almost 
all  of  the  business. 


Other 

0.5% 


Disc 


Am  Ex 

15% 

^5 


Visa 
50% 


Master 
30% 


Michael  Duffy,  chief  of  Paymentech, 
with  $1  billion  in  annual  revenue. 

Bill  Me  Later's  push-button  simplicity 
masks  layers  of  hard-core  engineering.  When 
a  shopper  clicks  the  Bill  Me  Later  icon  for  the 
first  time,  14  rummages  through  30  million 
pieces  of  data  in  1 1  public  databases  used  by 
credit  bureaus  and  utilities.  14  cross-checks 
your  Social  Security  digits  and  birth  date 
against  the  usual  credit  data  as  well  as  eso- 
terica  such  as  known  fraudulent  addresses  and 
bank  accounts. 

After  14  scrubs  the  data  of  duplication 
and  error,  it  adds  the  new  shopper  to  its  data- 


base. All  told,  the  system  took  almost  four 
years  to  build,  at  a  cost  of  $1 1  million.  Every 
subsequent  purchase  triggers  I4's  software 
to  use  complex  mathematical  techniques 
such  as  fuzzy  logic  and  regression  analysis 
to  decide  if  a  shopper  is  who  he  says  he  is, 
and  how  likely  he  is  to  pay  his  bills.  All  this 
happens  in  less  than  three  seconds  and 
costs  14  about  $  1  per  inquiry.  14  makes 
money  even  after  that  cost  because  its 
average  transaction  is  $215. 

"Your  systems  have  to  be  extraor- 
dinarily precise  to  make  a  smart  lend- 
ing decision  in  less  time  than  it  takes 
to  swipe  a  credit  card,"  Marino  says. 
He  claims  that  fewer  than  2%  of  I4's 
users  stiff  on  the  bill,  below  the  indus- 
try average. 

Marino  persuaded  Paymentech  to 
let  14  use  its  electronic  railways  in  2001. 
Paymentech's  salespeople  now  pitch 
Bill  Me  Later  as  a  service,  which  saves 
Marino  the  trouble.  He  has  spent  less 
than  $10  million  on  sales  and  market- 
ing in  I4's  five  years  of  existence. 
Marino  then  signed  JPMorgan 
Chase,  which  owns  52%  of  Paymentech  (First 
Data  owns  the  rest),  to  underwrite  his  credit 
risk  That  let  Bill  Me  Later  customers  carry 
a  balance  at  a  credit-card-like  18%  annual 
rate.  In  turn,  14  pays  IPMorgan  the  prime  rate 
plus  a  few  basis  points  on  these  balances. 
(Paymentech  has  a  small  equity  stake  in  14.) 

Marino  launched  his  first  test  cus- 
tomers, Ebags  and  Baby  Universe,  in  late 
2002. 14  went  through  three  versions  of  its 
credit  software  engine  before  it  began  sell- 
ing the  service  in  earnest  in  late  2004.  It 
takes  months  to  persuade  a  merchant  to 
take  on  Bill  Me  Later,  and  it  can  take 
months  more  to  stitch  14  into  a  merchant's 
own  billing,  accounting  and  fulfillment 
systems.  Orvis  required  1,300  man-hours 
of  programming  to  plug  Bill  Me  Later  into 
its  checkout  process. 

"We  were  cautious  about  getting  involved 
with  another  payment  type  because  it  goes 
through  the  very  heart  of  every  transaction," 
says  Orvis'  Brad  Wolansky.  "Something  like 
Google  Checkout  is  different  because  you're 
still  paying  with  Visa  or  MasterCard.  With 
Bill  Me  Later  it's  actually  a  different  type  of 
payment." 

Different  will  take  time  to  catch  on, 
but  it  may  be  what  e-commerce  needs.  F 
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When  you  help  the  American  Red  Cross,  you  help  America. 


American 
Red  Cross 


Th  ere  is  a  place  where  a  complete  stranger  will  reach  out  to  help  make  everything  okay. 

That  place  is  called  America,  where  we  look  out  for  each  other. 
And  with  your  financial  contribution,  we  can  help  keep  it  that  way. 

Call  1-800-RED  CROSS  or  visit  redcross.org 


Technology  

MIDCAP  STOCKS 

Moats  With  Crocodiles 

Janus  Orion  manager  Ron  Sachs  searches  for  medium-size  technology 
companies  that  aren't  vulnerable  to  new  competitors  or  falling  prices. 

By  Michael  Maiello 


THE  JANUS  ORION  FUND  HAS  A 
broad  mandate  that  allows 
manager  Ronald  Sachs  to  buy 
stocks  of  any  size.  Lately, 
though,  Sachs  has  put  40%  of 
his  $3.2  billion  fund  into  medium-size 
growth  stocks— those  with  market  values 
between  $2  billion  and  $20  billion. 

His  assets  aren't  as  heavily  weighted  in 


tech  (only  20%  now)  as  they  were  during 
the  bear  market,  when  the  fund  suffered 
badly.  But  Sachs  has  a  keen  eye  for  tech 
plays.  Today  he  has  nary  a  nickel  in  soft- 
ware, because  he  thinks  the  stocks  are 
overvalued — but  sizable  positions  in  hard- 
ware, media,  telecommunications  and 
biotech. 

Sachs,  39,  has  managed  Orion  since 


2000.  Over  the  last  five  years  the  fund's 
11.8%  annual  return  is  six  percentage 
points  better  than  that  of  the  S&P  500. 
(The  fund's  return  is  net  of  its  1%  expense 
ratio.)  Sachs  is  benefiting  from  good  per- 
formance among  smaller  stocks  since 
2000.  Sachs'  average  holding  has  a  market 
value  of  $6  billion.  The  portfolio  is  con- 
centrated on  40  positions.  "If  a  stock's  not 
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With  a  portfolio  of  solutions  designed  to  meet  the  needs  of  midsize  businesses, 
P  is  for  great  companies,  not  just  great  big  companies. 

In  fact,  more  than  65%  of  SAP  customers  are  small  and  midsize  businesses?" 
am  more  at  sap.com/midsize. 

THE  BEST-RUN  BUSINESSES  RUN  SAP™ 


"Among  Dun  I  Bradstreet.  Inc.  listed  companies  with  employ 
All-in-One  and  SAP*  Business  One  solutions  sold  through 


all  and  midsize  businesses  are  defined  as  those  havi 
G.  SAP  end  the  SAP  logo  are  trademarks  and  regi; 


udo  customers  of  mySAP,M 
\d  several  other  countries. 


technology 


attractive  enough  to  represent  at  least  1% 
of  my  assets,  then  it's  not  worth  the  mental 
energy,"  he  says. 

One  reason  that  Sachs  has  tended 
toward  midcaps  of  late  is  that  the  stocks 
offer  some  of  the  growth  of  their  smaller 
peers  but  with  a  great  deal  more  protec- 
tion. Sachs'  investment  philosophy  is 
heavily  influenced  by  a  management  book 
called  Competitive  Strategy,  written  in 
1980  by  Michael  E.  Porter,  now  a  profes- 
sor at  the  Harvard  Business  School. 

In  the  book's  first  chapter  Porter 
describes  the  structure  of  an  industry  in 
terms  of  power,  particularly  pricing 
power.  "I  look  at  every  business  that  way," 
Sachs  says.  "Do  your  suppliers  have 
power  over  you?  Or  your  customers?  Or 
your  competitors?  Pricing  power  is  a  by- 
product of  being  able  to  answer  no  to 
those  questions."  In  Warren  Buffett's 
characterization:  Invest  in  businesses 
with  moats  around  them.  The  giant 
Microsoft  has  a  pretty  good  moat  around 
its  Windows  operating  system.  Here  are 
some  smaller  businesses  whose  territory 
is  protected. 

CELGENE.  "There's  no  better  protection 
than  patent  protection,"  says  Sachs.  Cel- 
gene,  a  $19  billion  (market  cap)  biotech 
firm  with  two  patented  cancer  drugs,  is  a 
speculative  play — with  an  astronomical 
price/earnings  multiple  because  earnings 
are  so  skimpy.  But  Sachs  likes  that  sales 
are  up  41%  a  year  over  the  last  five,  to  a 
recent  $536  million.  Skimpy  as  profits  are 
(2005's  were  just  $63  million),  they've 
been  growing  at  double  digits  since  2003. 
Sachs  believes  that  annual  sales  of  the 

Technology  Treasures 


To  Sachs,  midcaps  are  ideal, 
offering  both  growth  potential 
 and  market  heft.  


cancer  drugs  will  approach  $1  billion  over 
the  next  few  years. 

CROWN  CASTLE  INTERNATIONAL.  Crown 
Castle  builds  and  operates  cell  phone  tow- 
ers, a  tough  business  for  competitors  to 
break  into,  since  municipal  zoning  boards 
are  reluctant  to  okay  any  more  of  these 
horizon -defilers. 

Even  if  a  rival  has  towers  in  the  area,  the 
cellular  companies  that  lease  from  Crown 
will  be  unlikely  to  switch  to  it.  Reason:  The 
cell  providers  are  typically  tied  into  long- 
term  contracts,  and  they've  designed  their 
networks  around  the  existing  towers.  Don't 
worry  that  the  cell  companies  will  just  build 
their  own  towers,  either.  They  tried  that  a 
decade  ago  and  then  decided  that  using 
outside  vendors  was  a  cheaper  way  to  go. 

Crown's  market  cap  is  $6.6  billion. 
The  company  lost  $400  million  in  2005 
but  netted  $48  million  in  the  first  half  of 
2006.  Part  of  its  strategy  involves  the 
recent  acquisition  of  a  competitor,  Global 
Signal,  a  company  that  has  a  32-year  lease 
on  6,500  Sprint  towers,  with  an  option  to 
buy  them. 

CYTEC  INDUSTRIES.  This  chemical  com- 
pany leads  the  pack  on  carbon  fiber, 
which  Sachs  says  will  (with  help  from 
resins)  replace  aluminum  and  steel  as  a 
common  component  in  airplane  manu- 
facturing because,  at  any  given  strength, 


These  five  stocks  are  Ron  Sachs'  favorites  in  the  midcap  technology  space.  He 
believes  that  they  all  have  long-term  pricing  power  over  their  competitors. 

COMPANY 

PRICE 

52-WEEK 
RECENT  HIGH 

SALES 
PER  SHARE 
P/E    (5-YR  GROWTH) 

CELGENE 

$55.00  $55.55 

379  41% 

CROWN  CASTLE  INTERNATIONAL 

32.77  35.83 

NM  -6 

CYTEC  INDUSTRIES 

54.87  63.68 

20  11 

1  AC/INTER  AC  FIVE 

33.49  33.85 

27  -3 

TRIMBLE  NAVIGATION 

47.02  52.40 

25  5 

Prices  as  of  Nov.  13.  NM:  Not  meaningful.  Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 

it's  lighter  than  aluminum.  That  will  make 
planes  like  the  next  generation  of  Boeing's 
787  both  more  resilient  and  more  fuel 
efficient. 

"Once  you're  approved  and  engineered 
into  an  aircraft,"  says  Sachs,  "Boeing's  not 
going  to  say  Tm  going  to  wipe  out  your 
margins  or  go  to  another  supplier.'" 

Cytec  could  be  hurt,  of  course,  by  an 
economic  downturn  or  a  falloff  in  demand 
for  new  aircraft.  It  trades  at  a  reasonable  20 
times  trailing  earnings. 
IAC/INTERACTIVE.  As  the  Internet  goes 
local,  Sachs  believes  that  Interactive  Chief 
Executive  Barry  Diller  has  picked  out  the 
right  addresses.  This  collection  of  Net 
companies  has  a  few  speculative  hopefuls 
like  Ask.com  (which  will  probably  never 
have  the  appeal  of  Google)  but  also  some 
dominant  players  like  Expedia  in  the 
travel  industry  and  Match.com,  the  most 
crowded  meet-market  in  online  dating. 

Sachs  especially  likes  Citysearch 
because  he  expects  that  advertising  on 
regional  search  engines  will  really  take  off. 
The  $10  billion  Interactive  trades  at  27 
times  trailing  earnings,  low  for  an  Internet 
media  stock. 

TRIMBLE  NAVIGATION.  Sachs  compares 
Trimble  and  its  GPS  devices  to  Research  in 
Motion  and  the  BlackBerry.  Competitors 
might  come  up  with  better  devices,  but  a 
corporate  client  already  using  Trimble  is 
to  some  degree  locked  in  by  the  techno- 
logical infrastructure,  because  a  client's 
entire  back-office,  including  it's  uplinks  to 
the  GPS  satellites,  are  designed  around 
Trimble's  systems. 

Trimble  sells  GPS  to  family  farms 
(large  ones,  anyway).  Farmers  can  create 
satellite  maps  to  tell  them,  down  to  the 
inch,  where  to  drop  chemicals  and  fertiliz- 
ers. "It  saves  money  and  improves  yields," 
Sachs  says. 

The  company  also  sells  to  contractors 
who  use  its  gear  to  map  building  sites. 
Trimble  trades  at  $47,  or  25  times  trailing 
earnings.  F 
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TO  THE  BIGGEST  I.T.  COMPANY  YOU'VE  PROBABLY  NEVER  HEARD  OF... 


Presenting  Tata  Consultancy  Services,  TCS,  the  creator  of  the  Network  Delivery  Model 
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For  a  more  complete  introduction,  email  marketing@usa-tcs.com  or  visit  us  online 
at  www.tcs.com. 
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Flamingos  optional:  Takayuki  Nakagawa 
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Unrest 

In  Peace 

Japan's  unregulated  funeral  business 
offers  some  wild  opportunities  |  By  Tim  Kelly 


FOR  FORMER  TOKYO  WEDDING 
planner  Takayuki  Nakagawa 
deciding  to  switch  to  the 
funeral  business  was  easy.  A 
baby-boomer  bulge  is  moving 
up  Japan's  demographic  profile  and,  as 
that  postwar  generation  begins  to 
expire,  deaths  per  year  will  almost 
double;  to  1.7  million.  That  rise  and  a 
Japanese  tendency  to  splurge  on 
funerals — most  bereaved  families  will 
spend  around  $25,000— means  an 
annual  market  potentially  above 
$40  billion. 

If  that  wasn't  inducement  enough, 
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Your  future  customers  in  Beijing  are  closer  than  you  think. 

FedEx  has  all  the  tools  you  need  to  make  international  shipping  easy.  FedEx  Express 
ships  to  more  than  220  countries  and  territories  worldwide,  including  over  200 
cities  in  China.  And  whatever  your  shipping  needs  are,  FedEx  has  a  solution  that 
lets  you  focus  on  the  things  that  really  matter  —  like  growing  your  business.  For 
more  information,  go  to  fedex.com.  Relax,  it's  FedEx.® 
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Another  reason  to  consider  T.  Rowe  Price 


Five  funds  on 
MONEY*  magazines 
"65  Best"  list. 

Five  T.  Rowe  Price  mutual  funds  were  recently  included  on  MONEY  magazine's  list  of  the  "world's  best  mutual  funds."*  MONEY 
made  its  selections  based  on  consistent  investment  approach,  low  expenses,  and  a  history  of  management  integrity.  MONEY 
said  these  "low-cost,  well-managed  funds"  can  be  "the  ideal  foundation  of  a  well-diversified  portfolio." 

At  T.  Rowe  Price,  we  apply  the  same  disciplined  investment  approach  to  every  fund  we  manage.  And  we  keep  costs  low — 
offering  funds  with  no  loads,  commissions,  or  sales  charges,  and  expense  ratios  below  their  Lipper  averages  so  your  investment 
in  a  T.  Rowe  Price  mutual  fund  goes  even  further. 

T.  Rowe  Price  has  more  actively  managed  equity  funds  on  the  MONEY  list  than  any  other  firm.  To  find  out  which  of  these  funds 
may  be  right  for  you,  call  our  Investment  Guidance  Specialists  or  visit  our  Web  site.  And  discover  why  more  and  more  investors 
are  choosing  low-cost  T.  Rowe  Price  funds. 


Choose  from  90  no-load  funds  includ 

ng  five  on  the  MONEY  65® 

'Best": 

As  OT  7/  oU/Uo 

1  Year 

5  Year 

10  Year 

Blue  Chip  Growth  Fund  (TRBCX) 

Invests  in  large  and  medium-sized  blue  chip  companies. 

7.76% 

5.98% 

7.58% 

Equity  Income  Fund  (PRFDX) 

Invests  mostly  in  dividend-producing  stocks. 

12.72% 

9.42% 

10.14% 

International  Discovery  Fund1  (PRIDX) 

Invests  primarily  in  small  to  mid-size,  rapidly 
growing,  non-U.S.  companies. 

22.39% 

21.64% 

15.24% 

New  Era  Fund2  (PRNEX) 

Invests  primarily  in  natural  resource  companies. 

7.30% 

19.86% 

12.82% 

New  Horizons  Fund3  (PRNHX) 

Invests  in  smaller,  fast-growing  companies. 

3.73% 

13.73% 

7.93% 

Current  performance  may  be  lower  or  higher  than  the  quoted  past  performance,  which  cannot  guarantee  future 
results.  Share  price,  principal  value,  and  return  will  vary,  and  you  may  have  again  or  loss  when  you  sell  your  shares.  To 
obtain  the  most  recent  month-end  performance,  please  call  us  or  visit  our  Web  site.  Trie  performance  information 
shown  does  not  reflect  the  deduction  of  a  2%  redemption  fee  on  shares  held  for  90  days  or  less.  If  it  did,  the 
performance  would  be  lower.  2Factors  such  as  natural  disasters,  market  illiquidity,  or  political  instability  in 
commodity-rich  nations  can  have  a  negative  impact  on  the  fund.  3Stocks  of  small  companies  are  subject  to  more 
abrupt  or  erratic  price  movements  than  larger-company  stocks.  Request  a  prospectus  or  a  briefer  profile;  each 
includes  investment  objectives,  risks,  fees,  expenses,  and  other  information  that  you  should  read  and  consider  carefully 
before  investing.  All  mutual  funds  are  subject  to  market  risk,  including  possible  loss  of  principal.  International 
investing  has  special  risks,  including  currency  fluctuations. 


troweprice.com/start  1.877.648.0604 
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INVEST  WITH  CONFIDENCE 


Average  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  'Source:  MONEY  magazine.  The  funds  on  the  MONEY  65®  were  carefully  selected 
using  the  collective  experience  and  knowledge  of  the  staff  of  MONEY  magazine.  Some  of  the  criteria  included  consistent  investment  approach,  low  expenses,  and  a  history  of  integrity  on  the  part  of  the 
management.  The  ending  date  for  performance  was  12/15/05.  The  publication  date  of  the  MONEY  article  was  3/06.  MONEY  and  MONEY  65  are  registered  trademarks  of  Time  Inc.  Used  with  perrnission, 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor. 
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there's  another  reason  Nakagawa,  33, 
moved  into  funerals:  They're  unregu- 
lated. While  Japan's  army  of  bureaucrats 
oversees  everything  from  horse  racing 
to  sushi  bars,  the  funeral  business  is  a 
rare  free  market. 

"Anyone  with  a  phone  can  set  up 
shop,"  is  how  Nakagawa  puts  it.  Unlike 
his  counterparts  in  the  U.S.,  who  must 
study  for  years  to  become  funeral  direc- 
tors, Nakagawa  has  no  qualifications  for 
the  job.  Flower  shops,  caterers  and 
hearses  can  be  hired  with  a  few  calls. 
Crematoriums  (Japanese  Buddhists 
traditionally  burn  their  dead)  and 
funeral  halls  are  easy  to  rent. 

It's  a  simple  business  to  get  going,  he 
insists,  sitting  in  his  plain  offices  in 
Tokyo,  close  to  the  cluster  of  govern- 


tises  more  quietly,  with  print  and  Web 
advertisements. 

Still,  unconventionality  is  a  big  sell- 
ing point.  People  come  to  him  when 
they  want  an  unusual  service  that  his 
tradition-bound  rivals  don't  offer.  One 
of  those  ceremonies  included  a  tropical- 
resort-theme  funeral  with  potted  palm 
trees,  ethnic  wall  hangings  and  fake 
flamingos.  The  family — memorializing 
a  man  in  his  30s  who  had  been  mur- 
dered, chopped  up  and  dumped  in  a  for- 
est at  the  foot  of  Mount  Fuji — were 
eager  to  avoid  a  somber  affair.  For  other 
ceremonies  Nakagawa  has  hired  drum 
troupes  and  put  up  displays  of  horse- 
racing  paraphernalia. 

The  freewheeling  funeral  business, 
though,  is  not  only  a  boon  for  entrepre- 


"At  the  beginning  we  were  threat- 
ened a  few  times,"  says  Kamm.  One 
gangster,  he  recalls,  would  park  his 
Hummer  in  front  of  the  company's 
office  every  day  and  loiter  in  the  street 
meeting  his  clients.  For  help  Kamm 
turned  to  the  Japan  External  Trade 
Organization,  a  government  agency  that 
had  helped  advise  him  when  he  set  up 
his  business.  That  organization  in  turn 
sent  him  to  the  National  Center  for  the 
Elimination  of  Boryokudan  (violent 
gangs),  with  ties  to  the  police.  It  worked. 
After  he  spoke  with  officials  there,  the 
intimidation  stopped. 

Gangsters  are  not  the  only  problem. 
Many  of  Japan's  6,000  funeral  parlors  rip 
off  vulnerable  customers  by  overcharg- 
ing, says  Kamm.  He  points  to  an 
impressive-looking  marble 
urn  on  the  display  shelf  in 


Many  of  Japan's 6*000 funera'  parlors 
rip  off  customers  by  overcharging.  


ment  ministries  that  ignore  him  and  his 
rivals.  This  year  he  has  so  far  handled 
250  funerals,  compared  with  only  50  in 
2002,  his  first  year,  and  he  expects  to  net 
$800,000  on  revenue  of  $7.5  million. 

Nakagawa,  though,  did  have  more 
than  a  phone  when  he  launched  his 
company,  Urban  Funes,  four  years  ago. 
He  had  approximately  $1  million  from 
selling  a  stake  in  the  wedding  organizer 
he  worked  for,  Take  &  Give  Needs, 
when  it  debuted  on  the  Hercules 
exchange  for  small  companies  in  Osaka 
in  2001.  That  windfall  was  enough  to 
buy  a  defunct  wedding  hall  that  he  con- 
verted into  a  funeral  home. 

Bank  loans  helped,  too — Nakagawa 
declines  to  disclose  how  much — to  open 
two  branches.  One,  in  the  upmarket 
Hiro  district  of  Tokyo,  at  first  glance 
looks  more  like  a  jewelry  store;  the 
other,  in  a  suburb,  could  be  mistaken 
for  a  beauty  parlor.  His  neighbors  in 
both  locations,  worried  about  property 
values,  objected  to  signs  outside  identi- 
fying the  stores  as  funeral  parlors. 

To  appease  them  Nakagawa  adver- 


neurs  like  Nakagawa.  It  also  appeals  to 
crooks  in  search  of  a  quick  profit  and 
gangsters  attracted  by  the  lack  of  gov- 
ernment oversight  of  what  is  largely  a 
cash  business. 

Kickbacks  are  the  norm.  Monks, 
whose  services  can  cost  several  thou- 
sand dollars,  often  give  as  much  as  40% 
of  their  fee  back  to  the  funeral  company. 
Then  come  the  flower  sellers  and  the 
caterers,  with  similar  arrangements. 
Few  tell  their  customers  about  these 
commissions. 

Nakagawa  admits  that  he,  too,  gets 
a  slice  from  the  florists  and  caterers  but 
says  he  receives  nothing  from  monks. 
When  it  comes  to  handling  gangsters, 
he  insists,  after  a  pause,  that  he's  "never 
had  to  deal  directly  with  any  yakuza" 

John  Kamm,  Japan's  only  American 
funeral  director,  is  more  talkative  about 
the  darker  side  of  the  funeral  business. 
"It's  the  Wild  West — it's  full  of  cowboys," 
says  the  Colorado  native,  who  started  a 
company,  All  Nations  Society,  three 
years  ago,  specializing  in  prearranged 
funerals. 


his  new  office  across  town 
from  Nakagawa's  business. 
A  wholesaler  in  Tokyo 
charges  $100  for  the  Chi- 
nese-made container — 
unscrupulous  operators 
will  think  nothing  of  asking  their  cus- 
tomers to  pay  several  thousand  dollars 
for  it,  says  the  U.S. -trained  embalmer. 
Some  funeral  parlors,  he  adds,  will  even 
bribe  hospital  nurses  to  tip  them  off 
when  someone  dies  so  they  can  grab  the 
body  when  grieving  relatives  are  least 
likely  to  object. 

Nakagawa  says  he  relies  instead  on 
his  advertising  and  word  of  mouth.  He 
wants  to  list  his  company  within  three 
years  either  in  Osaka  or  Tokyo  to  raise 
expansion  capital.  He  also  would  like  to 
work  with  an  investment  fund  to  buy 
out  weak  rivals.  Gojokai,  an  asset-heavy 
cooperative  that  conducts  about  a 
third  of  the  nation's  funerals,  is 
struggling. 

He  could  always  go  knocking  at 
Goldman  Sachs'  door.  The  U.S.  invest- 
ment-bank has  put  its  money  into 
Japanese  golf  courses,  hotels  and  even  a 
chain  of  barbershops.  Goldman,  accord- 
ing to  one  well-placed  source,  is 
also  interested  in  the  possibility  of 
making  a  killing  out  of  the  funeral 
business.  F 
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>  immediate,  or  it's  old  news.  So  The  New  York  Times  Company  worked  with  Nortel 
to  simplify  its  voice  and  data  infrastructure,  providing  faster  communication  between 
its  offices  in  26  countries.  After  all,  simple,  fast  business  is  good  new* 
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Business  made  simple 


Business  made  simple,  Nortel,  the  Nortel  logo,  and  the  Globemark  are  trademarks  of  Nortel  Networks 


DESIGN 


The  Art  Of 

Engagement 

Design  Within  Reach  must  cater  to  modern  purists 
while  attracting  customers  who  know  a  Bellini 
only  as  a  cocktail.  It's  a  tricky  balance  |  By  Emily  Lambert 


But 
Brunn 


tek  AY  G.  BRUNNER,  CHIEF  EXECU- 
I  tive  of  Design  Within  Reach, 
can't  resist  showing  off  render- 
||  ings  of  a  new  media-storage 
».  cabinet.  Due  out  next  year,  the 
credenza-style  unit  features  legs  with  slots 
where  TV  wires  can  be  rucked  and  sliding 
doors  that  disappear  into  the  piece  when 
opened.  Brunner  says  the  cabinet  will  retail 
for  as  much  as  $6,000  when  it  hits  Design 
Within  Reach  stores  and  its  Web  site  next 


year.  The  design,  he  confides,  could  be  one 
of  its  bestsellers,  along  with  the  $3,500 
Barcelona  chair  designed  by  architect  Lud- 
wig  Mies  van  der  Rohe. 

The  unit  is  one  of  many  new  contem- 
porary chairs,  tables  and  accessories  that 
increasingly  are  being  created  for  Design 
Within  Reach  by  no-name  designers — 
some  are  art  students — to  help  the  com- 
pany refresh  its  product  mix,  make  more 
money  and  attract  new  customers,  a 


W  DESIGN  IS  HOT: 

But  furniture  retail  chief  Ray 
Brunner  can't  afford  to  sit  still. 


crowd  Brunner  calls  "budding  purists." 
"We're  actively  trying  to  promote  and 
keep  design  interesting,"  says  he. 

But  profitable?  Well-known  modern 
designs,  including  the  futuristic  Eames  La 
Chaise  ($7,300)  by  Charles  and  Ray 
Eames  and  the  playful  Nelson  Marshmal- 
low  Sofa  ($2,700)  created  by  the  late 
designer  George  Nelson,  represent  40%  of 
the  company's  offerings,  but  margins  on 
some  of  its  less  iconic  pieces  are  as  spare 


84      FORBES      DECEMBER  11,  2006 


Contract  workers  include  staffing  vendors,  temporary  workers,  independent  contractors,  consulting  firms  and  retirees. 


If  we  managed  their  contract  workers, 
the  world  would  be  talking  about  "the  Straight  Tower  of  Pisa.' 


contact  Lisa  Quattrini,  Executive  Vice  President,  at  1-888-828-2750. 
\n  Axium  International  Company/Certified  MBE.  ensemblemsp.com 
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as  the  cushion  on  the  Barcelona  Couch. 
(The  company's  net  profit  on  a  $100  plas- 
tic chair  designed  by  Mario  Bellini  is  $7 
and  change.)  Despite  growing  apprecia- 
tion of  decent  design  in  the  U.S.,  Design 
Within  Reach  last  year  lost  $2  million  on 
sales  that  rose  31%  to  $158  million. 

The  company  was  created  in  1999  by 
Robert  Forbes  Jr.,  a  potter  and  passionate 
modernist.  Forbes  (no  relation  to  the  own- 
ers of  this  magazine)  wanted  to  make  mod- 
ern classics  more  affordable  and  accessible 
for  architects  and  design  lovers.  He  hooked 
up  with  Wayne  Badovinus,  a  former  chief 
operating  officer  of  Williams-Sonoma,  who 
helped  secure  a  $2  million  investment  round 
led  by  San  Francisco  private 
equity  firm  JH  Partners.  The 
duo  started  buying  high-end 
reproductions  of  famous 
modern  pieces  from  manu- 
facturers, including  Herman 
Miller,  the  exclusive  U.S. 
maker  of  furniture  created 
by  the  Eameses,  and  stor- 
ing them  in  a  California 
warehouse  so  they  could  be 
shipped  promptly.  Until 
then  modernists  needed  to 
finagle  access  to  elite  show- 
rooms in  big  cities  to  see  or 
purchase  these  pieces.  De- 
livery often  took  months. 

The  company's  offer- 
ings, featured  in  a  catalog  that  went  to 
250,000  designers,  caught  on  quicker 
than  Forbes  had  anticipated.  The  com- 
pany lost  $5  million  but  logged  $23  mil- 
lion in  sales  in  2000,  its  first  full  year  in 
business,  as  it  opened  stores — it  calls  its 
63  retail  outlets  "studios"— to  chase  its 
core  buyer:  40-  to  65-year-old  male 
urban  dwellers  who  are  outfitting  clut- 
ter-free lofts  in  Manhattan,  Los  Angeles 
and  other  cities  with  downtowns  that  are 
being  redeveloped.  "It's  not  the  pool-and- 
patio  station-wagon-2.5-children-and- 
dog  set,"  sniffs  Brunner. 

Indeed,  expanding  its  base  is  difficult. 
Design  Within  Reach  went  public  in 
2004,  raising  $32  million.  That  year,  the 
company's  best  to  date,  it  pulled  in  $4 
million  on  $121  million  in  sales.  Forbes, 
Badovinus  and  Brunner,  who  joined  the 
company  as  vice  president  of  studio 


Less  is  more:  the  wall-mounted 
Muro  Media  Storage  unit. 


operations  in  2001,  all  bowed  out  after 
the  offering,  and  Tara  Poseley,  the  furni- 
ture purveyor's  head  of  merchandising 
(and  former  Gap  exec),  took  the  helm. 
She  oversaw  additional  store  openings 
and  the  creation  of  new  pieces  and  prod- 
uct lines  in  an  effort  to  compete  with  a 
growing  number  of  rivals  with  less- 
expensive  offerings,  including  West  Elm, 
a  unit  of  Williams-Sonoma,  and  Chiasso 
of  Chicago. 

A  foray  into  linens  and  kids'  products 
bombed.  There  were  also  some  bad  bets 
on  so-so  designs — a  challenge  as  the 
company  commissions  and  stocks  up  on 
new  pieces,  including  sofas  and  a  chair  by 
Marcel  Wanders,  a  Dutch 
designer.  The  company 
spent  $2  million  buying 
the  pieces  but  sold  only 
600  units  in  the  first  eight 
months  they  were  offered, 
for  a  measly  $700,000  in 
sales.  "Mistakes  are  incred- 
ibly costly,"  says  Brunner, 
58,  who  returned  as  chief 
executive  last  May  at  the 
request  of  the  company's 
board. 

Since  then  Brunner 
has  tried  to  make  opera- 
tions as  spare  as  the  show- 
cased furniture.  He  slashed 
salaries  and  trimmed  the 
company's  staff  by  a  third.  Store  openings 
have  been  pared  back,  along  with  catalog 
mailings.  As  for  increasing  business,  Brun- 
ner likes  to  talk  about  the  customer  who 
shelled  out  $75,000  last  spring  on  Design 
Within  Reach  offerings  for  his  Aspen  guest 
house.  Truth  is,  most  spend  just  $1,200  per 
transaction  and  make  a  purchase  every 
16  months. 

Brunner  says  the  company's  small 
audience  is  an  opportunity.  People  who 
enjoy  modern  design  like  to  hobnob  with 
one  another.  Design  Within  Reach  aims  to 
draw  them  to  stores  and  its  Web  site 
through  live  chats  and  retail  events,  such  as 
a  recent  talk  at  a  store  in  Washington,  D.C. 
by  Paulo  Mendes  da  Rocha,  winner  of  this 
year's  Pritzker  Architecture  Prize.  "Moder- 
nity is  more  than  furniture,"  insists  Brun- 
ner. "It's  a  lifestyle."  And  one  day,  perhaps,  a 
moneymaker  once  again.  F 
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Think  of  it.  Americans  are  living  longer  and  spend- 
ing more  on  healthcare.  In  fact,  spending  has  risen  to 
more  than  two  trillion  dollars  a  year.  At  Pfizer  we're 
working  on  ways  to  help  -  with  innovative  medicines 
that  help  prevent  illnesses  and  reduce  the  cost  of 
treating  them.  We  also  have  programs  that  provide  our 
medicines  to  people  without  prescription  coverage. 

But  we  know  we  have  to  go  further.  Across  America, 
Pfizer  is  partnering  with  health  care  providers,  state 
governments  and  local  communities  to  bring  personal- 
ized, quality,  preventive  health  solutions  to  patients; 
measures  like  providing  personal  care  managers, 
24  hour-a-day  nurse  call  centers,  and  health  education 


such  as  diabetes  workshops  and  other  group  health 
classes.  And  the  results  are  clear.  These  programs  are 
helping  keep  people  healthy  and  reducing  the  eco- 
nomic burden  of  disease,  in  some  cases  decreasing 
hospital  stays  by  as  much  as  52%. 

Today,  Pfizer  is  working  toward  solutions  that  mean  a 
happier,  healthier  tomorrow  for  us  all. 


Working  for  a  healthier  world" 

www.pfizer.com 
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"Current  compliance  strategies  are  faced  with 
an  increasing  challenge  of  scale,  complexity 
and  overlap,"  says  Sandeep  Vishnu,  managing 
director  at  BearingPoint. 

The  scope  of  the  changes  mandated  by  compliance  requirements  — 
ranging  from  the  Federal  Information  Security  Management  Act  of 
2002,0MB  123  and  the  Revised  International  Capital  Framework  (or 
Basel  II),  to  the  Patriot  Act  and,  perhaps  most  notably,  the  Sarbanes- 
Oxley  Act  of  2002  —  is  so  sweeping  that  companies  are  feeling  the 
need  to  be  more  proactive  in  managing  risk.1 

Developing  and  implementing  a  strategy  for  meeting  compliance 
mandates  drives  immediate  value.  Implementing  a  holistic  strategy 
to  manage  all  enterprise  risk  drives  long-term  value.  When 

TiifiTTi 


considered  within  the  context  of  overall  risk  management,  compliance 
mandates  can  yield  benefits  through  the  capture  and  reuse  of  compliance 
data  and  through  merging  disparate,  piecemeal  risk  and  compliance 
efforts  into  a  more  complete  and  anticipatory  risk  management  frame- 
work that  includes  compliance  mandates  as  minimum  requirements. 

Addressing  Compliance  Creates  Business  Value 

Companies  can  derive  business  value  in  three  key  areas  when  they 
take  a  holistic  approach  to  meeting  compliance  mandates.  First,  they 
will  see  improvements  in  risk  management  practices.  They  will  also 
enjoy  better  return  on  investment  and  enhanced  uses  of  technology. 
The  specific  benefits  achieved  by  addressing  compliance  in  this  kind  of 
holistic  fashion  include: 

Avoiding  losses  by  reducing  fines  and  litigation; 
Cutting  regulatory  and  compliance  costs  both  in  the  form  of 
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Invested. 

We  serve  1 0  of  the  top  1 0  global  diversified  financial  institutions 
from  strategy  through  execution  toward  sustainable  success. 
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Factors  Influencing  Proactive  Risk  Management 


External  compliance  or 
regulatory  pressures 


Changing  business  complexity 


Uncertainties  caused  by 
internal  events 


Uncertainties  caused  by 
externai  events 


Pressure  from 
stakeholders/shareholders 


Lawsuits 


■  Somewhat/very  influential 
□  Influential 

■  Not/somewhat  influential 


Source:  Custom  research  conducted  by  IDC, 
sponsored  by  BearingPoint,  2006 
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lower  infrastructure  costs  and  fewer  associated  audit  costs; 
Boosting  business  performatice,  including  improved  decision  making 
and  processes,  increased  flexibility  in  launching  or  terminating 
growth  initiatives,  and  aligning  resources  with  these  initiatives; 
Reducing  costs  by  providing  a  means  to  avoid  unnecessary  risks  as  a 
result  of  marginalizing  risks  that  are  significant; 
Improving  a  company's  strategic  position  by  enabling  the  creation  of 
competitive  advantage  in  situations  where  a  risk  domain  is  better 
understood  relative  to  the  competition; 

Enhancing  market  capitalization  by  improving  investment  returns 


Compliance,  Risk  and  Corporate  Strategy: 
Examples  to  Remember 


pliance  and  risk  issues 
on  strategic  direction, 
investment  opportunities  and  technology  decisions. 
For  instance: 

Market-facing  and  organizational  factors.  The  cost 
of  failure  to  identify  the  risks  involved  in  moving  into 
new  global  markets  is  illustrated  by  one  global  bank's 
multimillion-dollar  fine  for  violating  U.S.  foreign-trade 
regulations  and  anti-money-laundering  laws." 

Seemingly  minor  events  can  grow  large  indeed  under 
media  scrutiny.  One  large  U.S.  pharmaceutical  company's 
failure  to  disclose  the  health  risks  of  one  of  its  best-selling 
products  may  have  forever  changed  the  nature  of  its  rela- 
tionship with  its  customer  base. 

Influence  on  investments  and  growth  alternatives. 
A  globally  diversified  bank  had  to  rethink  M&A  posture 
when  the  Federal  Reserve  Bank  questioned  its  integra- 
tion and  financiaf^pations  compliance  programs. 


across  growth  initiatives  with  sophisticated  risk  management  tech- 
niques, including  hedging  and  use  of  financial  derivatives; 
•  Augmenting  sustainable  competitive  advantage  needed  to  support 
business  goals  and  financial  objectives  by  enabling  proper  resource 
and  investment  allocation  based  on  risk  and  return. 

Today's  Risk  Is  Tomorrow's  Regulation: 
Managing  Risk  Can  Reduce  Compliance  Efforts 

Linking  compliance  mandates  and  the  governance  paradigm  with  an 
overall  risk  management  strategy  is  quickly  becoming  a  corporate 
must-have,  and  for  good  reason.  Ill-managed  risks  often  become  man- 
dates with  the  goal  of  getting  companies  to  manage  them  appropriately. 

"Today's  risk  is  tomorrow's  regulation,"  notes  Tony  Klimas,  managing 
director  at  BearingPoint.  "Properly  understanding  and  managing  risk 
can  not  only  reduce  the  overall  effort  of  compliance,  it  can  actually 
generate  business  value  from  this  reduced  effort." 

Better  information,  more  efficient  and  effective  business  processes 
and  more  successful  execution  of  corporate  strategy  can  all  be  derived 
from  meeting  the  linked  mandates  of  compliance,  governance  and  risk 
management.  Done  well,  such  an  effort  can  even  create  strategic  differ- 
entiation, enabling  an  organization  to  successfully  pursue  strategies  with 
inherently  more  risk  —  and  more  return. 

"At  some  level,  many  regulatory  requirements  address  funda- 
mental flaws  in  the  way  businesses  are  run  and  ultimately  in  how 
shareholder  value  is  created,"  Klimas  points  out.  "Responding  to 
regulatory  requirements  with  an  approach  that  links  these  require- 
ments to  business  improvement  and  business  value  —  essentially  to 
the  ability  to  execute  strategic  intent  —  will  ultimately  result  in 
better-run  businesses  and  improved  shareholder  value." 

Investing  in  a  New  Perspective 

In  too  many  organizations  today,  compliance  functions  are  still  reactive 
and  siloed.  Part  of  the  problem,  observes  Ronald  Diel,  managing  director 
at  BearingPoint,  is  that  "most  companies  will  continue  to  be  forced  to 
implement  point  solutions  for  certain  regulations,  such  as  HIPAA." 

Such  point  solution  investments  should,  however,  be  the  beginning  of 
their  compliance  efforts  —  not  the  end.  Its  important  to  understand  the 


We  serve  10  of  the  top  10  global  life  science  companies 
from  strategy  through  execution  toward  sustainable  success. 


BearingPoint 


Management  ^Technology  Consultants 


ADVERTISEMENT  5 


Compliant 


%mt  and  Higher 

Ti,FR=yiil,Tll 


was  being  spent  pit  compliance,  more  than  1,400  GIOs 
estimated,  on  average,  12%.  When  this  same  group  was 
asked  to  predict  what  that  IT  share  would  be  in  2009,  the 
answer  was  14.2%. 

And,  of  course,  today's  compliance  costs  reach  far 
beyond  the  IT  department.  Companies  must  spend  on 
additional  auditors  as  well  as  legal  and  regulatory 
experts.  The  cost  of  employee  time  —  that  of  line  man- 
agers, GIOs,  GFOs  and  GEOs  —  adds  up  too.  No  wonder 
the  U.S.  Securities  Industry  Association  has  reported  that 
in  the  past  three  years,  compliance  costs  just  for  the 
securities  industry  have  nearly  doubled  to  $25.5  billion. 


limitations  of  a  point  solution. "Instead  of  looking  for  ways  to  fundamen- 
tally change  the  organization's  approach  to  regulatory  and  compliance 
issues,"  says  Klimas,  "many  companies  are  caught  up  in  the  moment, 
Spending  vast  sums  of  money  On  a  recurring  basis,  treating  the  symptoms 
instead  of  the  problem." 

The  good  news  is  that  fundamental  change  does  not  necessarily  come 
from  investing  in  new  products,  but  rather  from  investing  in  a  new  per- 
spective that  links  compliance  and  risk  priorities  with  strategic  objectives. 


Take  a  Holistic  Approach  to 
Managing  Risk  and  Compliance 

Strategy 

I  | 

Execution 

mW  1 

L* 

Consolidate,  standardize 
and  simplify  the 
environment 

Integrate  business, 
innovate  and  grow 

«* 

Leverage  an  enterprise 
architecture  supporting 
compliance  and  business 
needs 

Source  BeanngPoint.  20(X 

Compliance  mandates  can  create  business  value  in  three  very 
powerful  ways: 

•  Holistic  management  of  risk,  compliance  and  strategy:  Regulatory 
compliance  issues  will  grow,  but  by  taking  an  integrated  approach 
to  risk  management,  companies  will  be  in  a  better  position  to 
manage  those  compliance  factors  in  a  more  streamlined  and  cost- 
effective  manner. 

"By  developing  an  integrated  strategic  approach  towards  com- 
pliance," Dicl  advises,  "you  help  your  point  solutions  meet  both 
regulatory  and  corporate  objectives,  and  ultimately  reduce  the  time 
and  cost  needed  to  complete  these  solutions  through  economies  of 
scale  and  reusable  components.  A  moderate  expenditure  on  plan- 
ning and  structure  can  have  sizable  benefits  later." 

•  Improved  ROI:  By  streamlining  compliance  activities  across  the 
organization  and  standardizing  data  and  technology,  the  enterprise 
will  be  able  to  successfully  reduce  operational  costs  and  improve 
investment  decisions. 

Diel  points  to  the  importance  of  defining  and  using  standardized 
communications  interfaces.  Even  companies  forced  to  build  point 
solutions  "can  create  an  environment  in  which  those  systems  are 
later  tied  together  in  a  more  holistic  way  by  using  standard  messages  ' 
shared  across  an  enterprise-wide  service  bus,"  he  says. 

•  Leveraging  existing  tethnologies:  Though  redeploying  technology 
seems  expensive  and  time-consuming,  the  alternative  —  inaction  — 
inevitably  leads  to  delays  or  workarounds  in  support  of  new  initia- 
tives. An  examination  of  existing  tools  and  applications  often  yields 
ways  to  reuse  already-available  technology  to  support  the  organiza- 
tions needs  for  efficient  risk  and  compliance  management  as  well  as 
its  continuing  strategic  development. 

Holistic  Risk  Management:  Steps  to  Linking  Compliance 
To  Your  Corporate  Strategy 

Inevitably,  compliance  becomes  costly  for  companies  that  haven't  taken 
advantage  of  the  opportunity  to  proactively  implement  risk  management 
techniques.  Compliance  strategies  should  be  designed  and  implemented 
based  on  the  enterprise's  assessment  of  its  risk  priorities  to  achieve  com- 
pliance objectives.  Such  a  design  must  do  the  following: 

•  Deliver  an  integrated  risk  and  compliance  management  solution  that  can 
be  implemented  throughout  the  entire  enterprise; 

•  Include  a  customizable  risk  model  that  addresses  specific  enterprise 
pain  points  involving  both  compliance  and  risk  issues; 

•  Combine  risk  management  with  technology-savvy  process-driven 
improvements  and  be  repeatable,  flexible  and  able  to  respond  quickly. 

Even  before  addressing  technology  considerations,  creation  of  an 
effective  business  risk  management  framework  that  addresses  compliance 
issues  involves  a  number  of  key  leading  practices: 
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BearingPoint's  Business  Risk  Management  (BUM)  Framework 


Provides  detailed  knowledge  base 
of  risk  priorities  across  risk  domains, 
gaps  in  risk  capabilities  and 
areas  of  over-investment 


ASSESS 


Achieves  continuous 
management  and 
improvement  of 
BRM  network  by 

leveraging  governance 
procedures 
and  best  practices 


OPERATE 

1 

i 

IMPLEMENT 


i 


DESIGN 


Establishes  action 
plan  based  on  risk 
priorities  and  cultural 
limitations  that  are 
monitored  and 
continually  assessed  to 
ensure  achieving  risk 
management  objectives 


Creates  integrated  processes  and 
technology  platform  that  enables 

monitoring,  measuring  and 
managing  of  market-driven  risks 


An  integrated  framework  is  critical  to  successfully  managing  all  types  of  risks  disrupting  daily  operations  and  execution  of  strategy. 
BearingPoint's  approach  starts  with  a  Business  Risk  Management  (BRM)  Framework,  offering  a  risk  model  to  assess  the  cost  and  impact  of 
business  risks;  then  designs  and  implements  strategies  for  achieving  each  risk  management  objective  with  standard,  repeatable  approaches 
supported  by  governance,  operations,  processes  and  technology.  To  operate  effectively,  the  framework  should  be  updated  with  metrics, 
processes,  investments,  etc.  that  keep  an  organization  in  alignment  with  rapid  changes  in  the  market.  source:  BearingPoint,  2006 


•  Ensuring  executive  buy-in  across  strategic  corporate  officers  (CXOs) 
and  business  line  managers; 

•  Evaluating  your  company's  culture,  boundaries  and  risk  tolerance 
levels  to  determine  the  types  and  extent  of  the  risks  it  can  manage; 

•  Assessing  risk  options  —  which  risks  should  be  avoided, 
reduced  in  significance  or  accepted  and  monitored  as  part  of 
normal  business  operations  —  and  repriontizing  key  business 
enablers  and  risk  factors  with  an  eye  to  external  issues,  then 
aligning  them  with  business  objectives,  strategy,  processes  and 
performance-driven  metrics; 

•  Building  in  an  initiative  to  increase  employees'  risk  awareness; 

•  Using  a  variety  of  risk-related  information  sources,  including  trained 
risk  management  professionals,  experts  in  the  field  and  risk  owners; 


•  Developing  an  enterprise-wide  compliance  and  risk  management 
language  and  using  it; 

•  Providing  trained  risk  management  professionals  skilled  in  specific 
industries  and  domains. 

Once  a  company's  risk  tolerance  has  been  evaluated  and  risks  have 
been  prioritized,  an  action  plan  can  be  constructed.  This  describes  the 
organizational,  policy  and  procedure,  process  and  technology  changes 
needed  to  support  an  effective  compliance  and  risk  management  envi- 
ronment and  enables  risks  to  be  assigned  to  domains  based  on  source, 
impact,  resources  and  business  objectives. 

Finally,  by  implementing  a  monitoring  and  review  cycle,  companies 
can  ensure  action  plans  meet  established  goals  and  can  identify  areas  for 
compliance  and  risk  management  improvements. 
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Improving  ROI:  Simplify,  Standardize  arid  Consolidate 
to  Reduce  Ever-Increasing  Operational  Costs 

Most  organizations  never  realize  the  full  potential  of  the  data  available 
to  them.  Often  they  are  unable  to  integrate  that  unaltered  data  across  the 
organization  and  into  information  that  can  be  used  for  decision  making. 

By  integrating  compliance  and  risk  information  and  embedding 
compliance  controls,  companies  can  do  much  more  than  simply 
comply.  They  can  create  competitive  advantage  in  the  form  of  more 
accurate  analytics,  better  understanding  of  their  business  cycle  and 
the  ability  to  interact  with  the  capital  markets  using  information  that 
is  produced  faster  and  more  accurately. 

Companies  that  understand  the  implications  of  integration  are 
shifting  their  focus  to  automated  controls.  These  have  enabled  firms 
to  simplify  processes,  standardize  and  centralize,  resulting  in  much 
lower  back-office  operating  costs. 

Responding  to  the  fundamental  need  for  integrated  information  does 
not  necessarily  mean  starting  all  over.  Ik-fore  investing  in  tools,  program 
change  or  enterprise  applications,  it's  worthwhile  to: 

•  Identify  what  needs  to  be  measured; 

•  Examine  data  quality  and  security; 

•  Study  feedback  loops  to  evaluate  results  and  change  the  organi- 
zation's focus; 

•  Train  management  to  approach  risk  proactively. 

Consider  the  experience  of  one  large  North  American  bank  that  has 
always  monitored  its  results  using  technology  that  tracks  productivity  and 


i  nor  rates  to  drive  down  defect  rates  and  discover  sources  of  potentia 
processing  errors.  With  the  imposition  of  Sarbanes-Oxley,  the  bank  unu 
was  well  prepared  for  the  changes  it  would  bring,  since  its  structured 
management  process  already  provided  almost  all  review-control  needs 
Any  incremental  items  were  identified  and  satisfied  with  some  adjust] 
ments  to  existing  data-gathering  tools. 

The  bank's  key  to  success:  a  clear  understanding  of  the  regulator) 
risk  within  the  context  of  the  overall  risk  environment  and  the  abilitj 
to  match  this  understanding,  in  the  form  of  requirements,  to  existing 
technology  capability. 

Leveraging  Current  Technology  Investments  for 
Enterprise-wide  Compliance  and  Risk  Management 

"More  advanced  firms  have  now  begun  to  adopt  a  longer-term 
architectural  approach  that  holds  out  the  promise  of  lower  spending 
over  time  and  a  more  flexible,  more  capable  compliance  and  risk  man-j 
agement  environment,"  says  Ronald  Diel. 

The  technologies  used  to  enable  compliance  and  risk  management 
processes  must  address  a  variety  of  requirements  in  support  of  several  ke^j 
goals.  Tony  Klimas  describes  these  requirements: 

•  A  way  to  assess  and  capture  all  sources,  impacts  and  domains  for  risW 
and  compliance. You  then  need  to  link  these  to  strategic  objectivesi 
assessing  such  factors  as  importance  and  performance  as  well  as  orga-> 
nizational  capability  to  manage  risk  and  compliance.  This  include) 
capture  of  risk  levels  such  as  inherent  risk  and  tolerable  risk,  and  alsc 
must  allow  for  continuous  periodic  assessment; 


Accept  the  Challenge  of  Reusing  Current  Technology 


MONITOR 


Business 
Dashboard 


Business 
Activity 
Monitoring 


Source:  BearingPoint.  2006 


Business 
Process 
Management 


Key 
Performance 
Indicators  & 
Reporting 


Package 
Applications 


Driven. 

We  serve  7  of  the  top  7  global  automobile  manufacturers 
from  strategy  through  execution  toward  sustainable  success, 


BearingPoint. 


Management  &  Technology  Consultants 
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The  Technologies         Compliance  and 


Business  Risk  Management 


can  a  cross-silo,  converged  view  of  compliance  activities 
and  exposures  be  achieved.  Here's  what  it  takes: 

•  A  means  by  which  business  application  information 
and  workflow  management  messages  can  be  distrib- 
uted and  shared  (an  enterprise  service  bus  [ESB]); 

•  Coordinating  automated  and  manual  procedures  that 
require  processing  across  multiple  business  areas  and 
systems  (workflow  management  tools  and  standards); 

•  A  way  to  drive  business-specific  activities  across  the 
workflow  managers,  including  control  activities 
engines  that  insert  legally  mandated  control  activities 
into  the  workflow  and  then  monitor  and  report  their 
performance  (business  process  support  applications); 

•  An  effective  and  consistent  solution  to  the 
increasing  requirements  for  security  and  privacy 
protection  (a  standardized  authentication  and 
identity  management  layer); 

•  A  single  integrated  compliance  database  that  pro- 
vides the  information  required  for  all  compliance- 
specific  applications,  standard  reports  and  filings; 
an  ad  hoc  query  tool  tailored  to  compliance  needs; 
a  compliance  dashboard  that  groups  information 
about  compliance  issues,  business  processes, 
cases  being  resolved  and  regulatory  schedules  with 
appropriate  security  controls  and  drill-down  tools; 
and  a  search  engine  that  can  access  and  filter 
records  in  the  compliance  database. 


•  A  means  to  capture  action  plans  for  each  prioritized  risk  and  compli- 
ance mandate,  tracking  progress,  including  metrics,  for  monitoring 
achievement  of  stated  goals; 

•  A  mechanism  that  maintains  and  communicates  the  various  respon- 
sibilities and  owners  of  the  compliance  and  risk  management  process; 

•  An  ability  to  manage  and  communicate  information  about  the 
compliance  and  risk  management  process; 

•  A  searchable  repository  for  compliance  and  risk  management  data 
and  documents; 

•  An  ability  to  monitor  and  disseminate  process  information  related 
to  compliance  and  risk  management; 

•  Linkage  between  compliance  and  risk  management  information  and 
business  information  for  analysis  and  reporting. 

Fortunately,  in  many  organizations,  current  technology  investments 
can  be  leveraged  in  support  of  ts.Thus  holistic,  enterprise-wide 

compliance  can  in  turn  be  leveraa  to  meet  both  the  day-to-day 
business  and  strategic  needs  of  corpo.v.uons  as  well  as  adapt  to  evolve 


with  changing  business  requirements  in  a  range  of  industries,  from  finan- 
cial services  and  telecommunications  to  utilities  and  manufacturing. 

For  example,  out  of  concern  that  some  pharmaceutical  companies 
may  have  inappropriately  influenced  healthcare  provider  (HCP)  pre- 
scribing habits,  many  states  require  life-science  companies  to  track 
and  report  on  ajl  payments  to  individual  HCPs.  Since  the  business 
processes  and  internal  systems  of  most  life-science  organizations  have 
a  wide  range  of  payment  transactions,  this  requirement  poses  a  signif- 
icant data  management  challenge. 

Rather  than  developing  and  deploying  a  single-focus  HCP  compli- 
ance solution,  many  leading  pharmaceutical  companies  are  leaving 
existing  transactional  systems  in  place  and  adding  a  risk  monitoring 
solution.  The  solution  s  business  intelligence  tools  collect  and  report 
data  and  capture  control  documents,  while  its  business  process  manage- 
ment tools  manage  and  track  HCP  payment  approvals. 

By  leaving  existing  best-of-breed  applications  in  place,  companies  can 
more  efficiently  integrate  risk  management  into  existing  business 
processes  rather  than  layering  on  additional  processes  and  systems.  The 
result:  increased  operational  efficiency  and  business  risk  reduction. 

What  to  Do  Next 

"The  bottom  line  here,"  says  Tony  Klimas,  "is  to  not  simply  throw 
dollars  after  compliance  point  solutions,  but  rather  to  first  understand 
the  overall  context  in  which  these  solutions  will  be  used.  Done  right, 
significant  savings  can  be  achieved  —  especially  if  compliance  systems 
can  be  built  around  existing  architecture." 

Begin  with  a  commitment  to  continuous  planning.  This  will  help  to 
avoid  unnecessary  complexity  and  multiple  disparate  solutions  that 
instantly  devolve  to  legacy  status.  Organize  compliance  efforts  in  phases: 

•  Short-term,  a  comprehensive  risk  assessment  can  help  properly  define 
the  compliance  environment  and  create  a  common  language  for 
dealing  with  this  environment.  It  will  enable  you  to  identify  and  pri- 
oritize risks  —  including  compliance  risks  —  and  design  action  plans 
outlining  a  strategy  for  managing  each  risk  and  compliance  mandate. 

•  hong  term,  you'll  need  to  build  a  business  risk  framework  — 
including  a  technology  architecture  and  the  proper  tools  for  man- 
aging compliance  across  the  enterprise  and  a  governance  structure 
for  continuous  operation  of  risk  and  compliance  management. 

In  successful  organizations,  investments  in  compliance,  risk  assess- 
ment and  information  technology  will  be  undertaken  not  only  with  an 
eye  to  meeting  regulatory  requirements,  they  will  simultaneously  be 
regarded  as  investments  that  enhance  root  business  processes  across  the 
entire  enterprise  and  support  the  organization's  strategies  and  goals. 

To  do  otherwise  is  not  only  too  costly,  it  also  means  that  key 
strategic  opportunities  will  be  missed.  H 

For  more  information  on  compliance  and  risk  management, 
please  visit  www.bearingpoint.com/compliance. 

Written  by  aimpublications  LLC  (www.aimpublications.com), 
provider  of  editorial  and  analytic  consulting  focused  on 
technology  and  business  issues  and  trends. 

'  Understanding  Business  Risk  Management:  Achieving  Optimal  Growth  and  Performance.  Custom 
research  conducted  by  IDC,  sponsored  by  BearingPoint,  authored  by  Monica  Huber,  2006. 

"  Dutch  Bank  Fined  for  Iran,  Libya  Transactions  S80  Million  Levied  for  Foreign  Dealings, 
Money  Laundering,  by  Paul  Blustein,  Washington  Post,  December  20,  2005. 

"'  Gartner  Report:  Understanding  the  Costs  of  Compliance,  John  Bace  et  al,  July  7,  2006. 


We  serve  1 0  of  the  top  1 0  global  life  science  companies. 
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From  strategy  through  execution,  we  collaborate  with  our  clients 
to  deliver  sustainable  success.  We  apply  our  broad  expertise 
and  practical  problem  solving  to  help  them  succeed  again  and  again. 
We're  BearingPoint,  management  &  technology  consultants. 


BearingPoint 


Management  &  Technology  Consultants 
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Rebooting  the  Body 

Cellerant  Therapeutics  aims  to  use  purified  adult  stem  cells 
to  cure  a  host  of  wrenching  diseases  By  Kerry  A.  Dolan 


Chief  Executive  Bruce  Cohen  in  Cellerant's  lab  in  San  Carlos,  Calif. 


|  N  A  DARKENED  LABORATORY  OFF  SIL- 
I  icon  Valleys  Highway  101,  a  machine 
I  called  a  flow  cytometer  is  sorting 
I  through  300  million  white  blood  cells, 
I  one  at  a  time,  at  a  rate  of  up  to  60,000 
1  per  second.  The  sorter,  housed  in  a 
glass  box  the  size  of  a  big  fish  tank,  is  look- 
ing for  blood-forming  stem  cells,  the  precur- 
sors to  the  body's  red  and  white  blood  cell 
lines.  It's  a  laborious  process,  requiring  half 
a  day  to  fill  a  chilled  vial  with  50  million  to 
150  million  stem  cells.  But  the  work  may  be 
worth  it.  What's  inside  the  vial  has  an  out- 


side chance  of  being  a  miracle  cure  for  a  host 
of  diseases. 

The  lab,  run  by  Cellerant  Therapeutics 
in  San  Carlos,  Calif,  has  yet  to  prove  any- 
thing, but  its  promise  is  great:  Inject  puri- 
fied doses  of  adult  blood-forming  stem 
cells,  which  normally  regenerate  from 
inside  bone  marrow,  to  revive  the  diseased 
bloodstreams  of  sufferers  of  sickle-cell 
anemia,  lupus,  Crohn's  disease  and  Type  1 
diabetes.  It's  the  biological  equivalent  of 
rebooting  a  crashed  computer. 

The  serum's  purity  is  crucial:  Traces  of 


the  immune  system's  T  cells  could 
set  off  a  lethal  rejection  by  the 
recipient,  but  an  absolutely  pure 
dose  of  adult  blood-forming  stem 
cells  can,  in  theory,  be  used  in  any 
patient  without  fear  of  rejection. 
Cellerant  has  dosed  radiation-rav- 
aged lab  mice  with  other  mice's 
purified  stem  cells  and  watched 
them  recover  to  full  health  in 
months.  "We've  learned  enough 
biology  to  start  curing  diseases," 
says  Cellerant  Chief  Executive 
Bruce  Cohen.  The  company  has 
raised  $25  million  from  seven 
venture  capital  firms  including 
MPM  Capital  and  Allen  &  Co. 

A  trial  in  humans  is  slated  to 
begin  in  January  on  15  to  20 
sickle-cell  anemia  patients,  for 
whom  the  current  curative  treat- 
ment is  a  bone  marrow  transplant, 
assuming  they  can  find  a  donor. 
Cohen  also  hopes  to  begin  a  trial 
next  year  with  advanced-stage 
breast  cancer  patients  to  boost 
their  red  and  white  blood  cells. 
The  company  has  also  received 
$2  million  in  grants  from  the 
National  Institutes  of  Health  to 
develop  a  blood-regenerating 
therapy  that  could  be  stockpiled  to  treat 
irradiated  victims  of  a  nuclear  attack. 
Cohen  aims  to  start  trials  on  this  next  year. 

The  field  of  cell  therapy  has  shown 
promise  in  the  past  for  juvenile  diabetes, 
Parkinson's  disease  and  heart  disease,  but 
none  of  the  approaches  have  yet  to  bankroll 
a  profitable  company.  Newfangled  embry- 
onic stem  cells  might  work  better,  but  the 
treatments  are  years  away  from  widespread 
clinical  use. 

And  Cellerant's  claims  of  better  med- 
icine through  purity  may  crumble  under 
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The  good  news: 


Ski  Patrol  just  closed  the  mountain. 


Don't  let  erectile  dysfunction  (ED)  hold  you  back  from  a  fulfilling  sexual  experience. 

•  Viagra  is  prescribed  for  all  degrees  of  ED,  even  if  it  only  happens  once  in  a  while. 

•  Maintaining  an  erection  is  important.  It's  just  as  important  as  getting  a  firm  erection, 
Viagra  can  help  with  both.  (^]}(\pr\t 


•  Viagra  has  an  established  safety  profile.  It's  been  studied  more  than  any  other 
oral  ED  treatment  What  are  you  waiting  for? 

A.sk  your  doctor  if  Viagra  is  right  for  you.  And  enjoy  what  it  can  do  to  help  you  improve  your  sex  life. 

/IAGRA  is  prescribed  to  treat  erectile  dysfunction.  We  know  that  no  medicine  is  for  everyone.  If  you  use  nitrate  drugs,  often  used  for  chest 
Dain  (known  as  angina),  don't  take  VIAGRA.  Taking  these  drugs  together  could  cause  your  blood  pressure  to  drop  to  an  unsafe  level. 

falk  with  your  doctor  first.  Make  sure  you  are  healthy  enough  to  have  sex.  If  you  have  chest  pain,  nausea,  or  other  discomforts  during  sex, 
seek  medical  help  right  away. 

Although  erections  lasting  for  more  than  four  hours  may  occur  rarely  with  all  ED  treatments  in  this  drug  class,  to  avoid  long-term  injuries,  it 
is  importantto  seek  immediate  medical  help. 

n  rare  instances,  men  taking  PDE5  inhibitors  (oral  erectile  dysfunction  medicines,  including  VIAGRA)  reported  a  sudden  decrease  or  loss  of 
pisfbn.  It  is  not  possible  to  determine  whether  these  events  are  related  directly  to  these  medicines  or  to  other  factors.  If  you  experience  sudden 
decrease  or  loss  of  vision,  stop  taking  PDE5  inhibitors,  including  VIAGRA,  and  call  a  doctor  right  away. 

The  most  common  side  effects  of  VIAGRA  are  headache,  facial  flushing,  and  upset  stomach.  Less  common  are  bluish  or  blurred  vision,  or  being 
Sensitive  to  light.  These  may  occur  for  a  brief  time.  Remember  to  protect  yourself  and  your  partner  from  sexually  transmitted  diseases. 

Please  see  our  patient  summary  of  information  for  VIAGRA  (25  mg,  50  mg,  100  mg)  tablets  on  the  following  page. 

VIAGRA  is  covered  on  the  majority  of  National  Health  Plans.1*  VIAGRA  is  one  of  several  ED  treatments  that  you  and  your  doctor  can  consider. 

*HMOs  and  PPOs;  Some  plans  may  require  a  prior  authorization. 

'MediMedia  Information  Technologies,  Formulary  Compass"1  August  2006. 


To  learn  more,  visit  viagra.com  or  call  1-888-4VIAGRA  (1-888-484-2472) 


PATIENT    SUMMARY    OF    INFORMATION  ABOUT 


VIAGRA 

(sildenafil  citrate)  tablets 


This  summary  contains  Important  Information  about  VIAGRA®.  It 

is  not  meant  to  take  the  place  of  your  doctor's  instructions.  Read  this 
information  carefully  before  you  start  taking  VIAGRA.  Ask  your  doctor  or 
pharmacist  if  you  do  not  understand  any  of  this  information  or  if  you 
want  to  know  more  about  VIAGRA. 

This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by  their 
doctors.  However,  VIAGRA  is  not  for  everyone.  It  is  intended  for  use  only 
by  men  who  have  a  condition  called  erectile  dysfunction.  VIAGRA  must 
never  be  used  by  men  who  are  taking  medicines  that  contain  nitrates  of 
any  kind,  at  any  time.  This  includes  nitroglycerin.  II  you  take  VIAGRA 
with  any  nitrate  medicine  your  blood  pressure  could  suddenly  drop  to 
an  unsale  or  life  threatening  level. 

•  What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men. 
It  can  help  many  men  who  have  erectile  dysfunction  get  and  keep  an 
erection  when  they  become  sexually  excited  (stimulated). 

You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA  helps 
a  man  with  erectile  dysfunction  get  an  erection  only  when  he  is  sexually 
excited. 

•  How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more 
blood  than  usual.  The  penis  then  expands  and  hardens.  This  is  called  an 
erection.  After  the  man  is  done  having  sex,  this  extra  blood  flows  out  of 
the  penis  back  into  the  body.  The  erection  goes  away.  If  an  erection  lasts 
for  a  long  time  (more  than  6  hours),  it  can  permanently  damage  your 
penis.  You  should  call  a  doctor  immediately  if  you  ever  have  a  prolonged 
erection  that  lasts  more  than  4  hours. 

Some  conditions  and  medicines  interfere  with  this  natural  erection  process. 
The  penis  cannot  fill  with  enough  blood.  The  man  cannot  have  an  erection. 
This  is  called  erectile  dysfunction  if  it  becomes  a  frequent  problem. 

During  sex,  your  heart  works  harder.  Therefore  sexual  activity  may  not 
be  advisable  for  people  who  have  heart  problems.  Before  you  start  any 
treatment  for  erectile  dysfunction,  ask  your  doctor  if  your  heart  is 
healthy  enough  to  handle  the  extra  strain  of  having  sex.  If  you  have  chest 
pains,  dizziness  or  nausea  during  sex,  stop  having  sex  and  immediately 
tell  your  doctor  you  have  had  this  problem. 

•  How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to 
sexual  stimulation.  When  a  man  is  sexually  excited,  VIAGRA  helps  the 
penis  fill  with  enough  blood  to  cause  an  erection.  After  sex  is  over,  the 
erection  goes  away. 

•  VIAGRA  Is  Not  for  Everyone 

As  noted  above  (How  Sex  Affects  the  Body),  ask  your  doctor  if  your 
heart  is  healthy  enough  for  sexual  activity. 

If  you  take  any  medicines  that  contain  nitrates  -  either  regularly  or  as 
needed  -  you  should  never  take  VIAGRA.  If  you  take  VIAGRA  with  any 
nitrate  medicine  or  recreational  drug  containing  nitrates,  your  blood 
pressure  could  suddenly  drop  to  an  unsafe  level.  You  could  get  dizzy, 
faint,  or  even  have  a  heart  attack  or  stroke.  Nitrates  are  found  in  many 
prescription  medicines  that  are  used  to  treat  angina  (chest  pain  due  to 
heart  disease)  such  as: 

•  Nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and 
tablets  that  are  swallowed  or  dissolved  in  the  mouth) 

•  Isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that  are 
swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or  nitrite 
("poppers").  If  you  are  not  sure  if  any  of  your  medicines  contain  nitrates,  or 
if  you  do  not  understand  what  nitrates  are,  ask  your  doctor  or  pharmacist. 

VIAGRA  is  only  for  patients  with  erectile  dysfunction  VIAGRA  is  not 
for  newborns,  children,  or  women.  Do  not  let  anyone  else  take  your 
VIAGRA.  VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

•  What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment  for 
erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting  sexually 
transmitted  diseases,  including  HIV— the  virus  that  causes  AIDS 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

•  What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  if  VIAGRA  is  right  for  you.  VIAGRA  can 
cause  mild,  temporary  lowering  of  your  blood  pressure.  You  will  need 
to  have  a  thorough  medical  exam  to  diagnose  your  erectile  dysfunction 
and  to  find  out  if  you  can  safely  take  VIAGRA  alone  or  with  your  other 
medicines.  Your  doctor  should  determine  if  your  heart  is  healthy  enough 
to  handle  the  extra  strain  of  having  sex 

Be  sure  to  tell  your  doctor  if  you: 

•  Have  ever  had  any  heart  problems  (e.g.,  angina,  chest  pain,  heart 
failure,  irregular  heart  beats,  heart  attack  or  narrowing  of  the 
aortic  valve) 

•  Have  ever  had  a  stroke 

•  Have  low  or  high  blood  pressure 

•  Have  ever  had  severe  vision  loss 

•  Have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  Have  ever  had  any  kidney  problems 

•  Have  ever  had  any  liver  problems 

•  Have  ever  had  any  blood  problems,  including  sickle  cell  anemia 
or  leukemia 

•  Are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of  VIAGRA 
tablets 


•  Have  a  deformed  penis,  Peyronie's  disease,  or  ever  had  an 
erection  that  lasted  more  than  4  hours 

•  Have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  Are  taking  any  other  medicines 

•  VIAGRA  and  Other  Medicines 

Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your  doctor 
about  any  medicines  you  are  taking.  Do  not  start  or  stop  taking  any 
medicines  before  checking  with  your  doctor  or  pharmacist.  This  includes 
prescription  and  nonprescription  medicines  or  remedies: 

•  Remember,  VIAGRA  should  never  be  used  with  medicines  that 
contain  nitrates  (see  VIAGRA  Is  Not  for  Everyone). 

•  If  you  are  taking  medicines  called  alpha-blockers  for  the 
treatment  of  high  blood  pressure  or  prostate  problems,  your 
blood  pressure  could  suddenly  drop.  You  could  get  dizzy  or  faint. 

•  If  you  are  taking  a  protease  inhibitor,  your  dose  may  be  adiusted 
(please  see  Finding  the  Right  Dose  for  You). 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments  that 
cause  erections.  These  treatments  include  pills,  medicines  that  are 
injected  or  inserted  into  the  penis,  implants  or  vacuum  pumps. 

•  Finding  the  Right  Dose  for  You 

VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  100  mg).  If  you 
do  not  get  the  results  you  expect,  talk  with  your  doctor.  You  and  your 
doctor  can  determine  the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with  your 
doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day 

Your  doctor  may  prescribe  a  lower  dose  of  VIAGRA  in  certain 
circumstances  For  example: 

•  If  you  are  older  than  age  65.  or  have  serious  liver  or  kidney 
problems,  your  doctor  may  start  you  at  the  lowest  dose  (25  mg) 
of  VIAGRA. 

•  If  you  are  taking  protease  inhibitors,  such  as  for  the  treatment  of  H IV. 
your  doctor  may  recommend  a  25  mg  dose  and  may  limit  you  to  a 
maximum  single  dose  of  25  mg  of  VIAGRA  in  a  48  hour  period. 

•  If  you  have  prostate  problems  or  high  blood  pressure  for  which 
you  take  medicines  called  alpha-blockers,  your  doctor  may  start 
you  on  a  lower  dose  of  VIAGRA. 

•  How  To  Take  VIAGRA 

Take  VIAGRA  about  1  hour  before  you  plan  to  have  sex.  Beginning  in 
about  30  minutes  and  for  up  to  4  hours.  VIAGRA  can  help  you  get  an 
erection  if  you  are  sexually  excited  If  you  take  VIAGRA  after  a  high-fat 
meal  (such  as  a  cheeseburger  and  trench  fries),  the  medicine  may  take  a 
little  longer  to  start  working.  VIAGRA  can  help  you  get  an  erection  when 
you  are  sexually  excited.  You  will  not  get  an  erection  just  by  taking  the  pill. 

•  Possible  Side  Effects 

Like  all  medicines,  VIAGRA  can  cause  some  side  effects.  These  effects 
are  usually  mild  to  moderate  and  usually  don't  last  longer  than  a  few 
hours.  Some  of  these  side  effects  are  more  likely  to  occur  with  higher 
doses.  The  most  common  side  effects  of  VIAGRA  are  headache,  flushing 
of  the  face,  and  upset  stomach.  Less  common  side  effects  that  may 
occur  are  temporary  changes  in  color  vision  (such  as  trouble  telling 
the  difference  between  blue  and  green  objects  or  having  a  blue  color  tinge 
to  them),  eyes  being  more  sensitive  to  light,  or  blurred  vision. 

In  rare  instances,  men  taking  PDE5  inhibitors  (oral  erectile  dysfunction 
medicines,  including  VIAGRA)  reported  a  sudden  decrease  or  loss  of 
vision  in  one  or  both  eyes.  It  is  not  possible  to  determine  whether  these 
events  are  related  directly  to  these  medicines,  to  other  factors  such  as 
high  blood  pressure  or  diabetes,  or  to  a  combination  of  these.  If  you 
experience  sudden  decrease  or  loss  of  vision,  stop  taking  PDE5 
inhibitors,  including  VIAGRA,  and  call  a  doctor  right  away 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many  hours. 
You  should  call  a  doctor  immediately  if  you  ever  have  an  erection  that 
lasts  more  than  4  hours.  If  not  treated  right  away,  permanent  damage  to 
your  penis  could  occur  (see  How  Sex  Affects  the  Body). 

Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been  reported 
rarely  in  men  taking  VIAGRA.  Most,  but  not  all,  of  these  men  had  heart 
problems  before  taking  this  medicine.  It  is  not  possible  to  determine 
whether  these  events  were  directly  related  to  VIAGRA. 

VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this  sheet 
If  you  want  more  information  or  develop  any  side  effects  or  symptoms 
you  are  concerned  about,  call  your  doctor. 

•  Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away. 

•  Storing  VIAGRA 

Keep  VIAGRA  out  ot  the  reach  of  children.  Keep  VIAGRA  in  its  original 
container.  Store  at  25°C  (77°F);  excursions  permitted  to  15-30°C 
(59-86°F)  [see  USP  Controlled  Room  Temperature], 

•  For  More  Information  on  VIAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction.  Only 
your  doctor  can  decide  if  it  is  right  for  you.  This  sheet  is  only  a  summary.  If 
you  have  any  questions  or  want  more  information  about  VIAGRA,  talk  with 
your  doctor  or  pharmacist,  visit  www.viagra.com,  or  call  1-888-4VIAGRA 
Distributed  by 
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Health  

closer  inspection.  Several  previous  attempts 
to  purify  bone  marrow  for  sickle-cell  trans- 
plants have  failed.  "Some  of  the  cells  that 
are  removed  in  purification  are  important," 
says  Dr.  Mark  Walters,  head  of  the  Blood  & 
Marrow  Transplant  Program  at  Children's 
Hospital  Oakland  in  Oakland,  Calif.  "Can 
you  overcome  this?  That's  what  they  need 
to  show."  Cellerant  says  it  might  succeed 
where  others  have  failed  by  giving  patients 
larger  numbers  of  purified  cells.  Walters, 
one  of  the  principal  investigators  on  the 
trial,  says  it  will  be  clear  within  six  weeks  of 
the  transplant  if  the  purified  cells  take  root. 
"If  it  works,  it  would  be  a  big  advance," 
he  adds. 

If  Cellerant  s  blood  reinvigoration  pro- 
cedure works  in  humans — that's  still  a  big 
if — its  cost  will  be  staggering,  at  least  the 
same  as  (if  not  more  than)  a  bone  marrow 
transplant,  which  costs  $150,000  to 
$250,000.  The  hope  is  that  the  benefit  of  a 
lower  rejection  risk  will  outweigh  the  extra 
cost,  as  it  may  make  the  treatment  more 
widely  available.  Of  the  millions  of  people 
with  sickle-cell  disease  in  the  world,  only 
some  300  have  received  a  bone  marrow 
transplant  because  of  age  (doctors  won't 
perform  the  procedure  on  patients  16 
years  and  older)  and  donor-matching 
problems. 

Cohen,  a  Harvard  M.B.A.  with  expe- 
rience at  a  handful  of  biotechs,  has  strug- 
gled a  bit  to  keep  the  firm  financially 
afloat  since  its  start  in  2002.  Cellerant 
burned  through  its  first  $10  million  in 
venture  funding  and  a  $2  million  bridge 
loan  by  early  2005.  At  one  point  in  April 
Cohen  had  only  $18,000  left  in  the  bank. 
He  was  drawing  up  the  paperwork  for  a 
line  of  credit  on  his  home  to  make  payroll 
when  $100,000  arrived  from  MPM. 

The  firm  now  has  more  than  enough 
funds  to  get  through  next  year's  three 
trials.  Because  Cellerant  is  transplanting 
unaltered  human  cells — a  process  similar 
to  an  organ  transplant— the  company 
does  not  have  to  go  through  the  tradi- 
tional three-step  clinical  trials  to  get  Food 
&  Drug  Administration  approval.  The 
FDA  just  has  to  verify  that  Cellerant's 
purification  process  meets  its  good-tissue- 
practice  standard.  Cellerant  is  perform- 
ing the  work  at  a  lab  that  already  has  such 
approval.  F 
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Southeast  Asia's  fastest  growing  transshipment  and  distribution  hub,  we're  m 
in  every  way,  be  it  innovations  for  greater  efficiency  or  more  space  to  expand  your  business.  PTP  is  ever  ready 
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ADVERTISEMENT 


"Rapid  technological  advances 
and  ever-changing  business 
conditions  are  driving  compa- 
nies to  continually  evaluate 
their  server  infrastructure. 
Companies  want  to  better 
leverage  their  IT  investments 
for  performance  and  efficiency, 
as  well  as  to  drive  down  costs. 
In  order  to  achieve  these 
goals,  many  companies  have 
chosen  to  simplify  their  IT 
infrastructures  by  migrating 
to  a  standardized  platform." 

-  Matthew  Eastwood 
Program  Vice  President 
Enterprise  Platforms  Group 
International  Data  Corporation 


To  find  out  how  solutions  from 
HP,  Intel  and  Microsoft  can  help 
future-proof  your  company, 
visit  www.futureproofnow.com 


Future-Prool 


Aligning  business  and  IT  is  more 
critical  than  ever.  Are  you  ready? 

How  do  you  extend  your  IT  solutions  for  the  future  and  stay  ahead  of  your 
competitors  when  as  much  as  90%  of  your  IT  budget  is  dedicated  to 
maintaining  legacy  infrastructure?  Whom  can  you  trust  to  help  reduce 
your  data  center  complexity  and  transition  it  to  more  productive,  modern 
and  less-expensive  solutions?  How  can  you  improve  agility,  reduce  risk 
and  even  capitalize  on  a  climate  of  increasing  change?  These  are  just 
some  of  the  challenges  you  face  as  a  CIO  striving  to  deliver  solutions  that 
will  make  your  company  more  profitable. 


There's  a  major  transition  under  way  in  the  IT 
industry  that  directly  addresses  these  challenges. 
Standards-based  server  solutions  can  now  handle 
the  most  demanding  enterprise  applications  and 
workloads,  at  lower  cost  and  with  greater  flexibility 
than  proprietary  RISC  and  mainframe  systems. 
This  fundamental  shift  in  computing  capability  is 
helping  many  of  the  world's  largest  companies 
substantially  reduce  IT  costs  and  future-proof 
their  data  centers  by  establishing  a  more  flexible, 
standards-based  infrastructure  that  can  be  scaled 
up  or  down  easily  in  response  to  business  needs 
and  market  dynamics. 

HR  Intel  and  Microsoft: 

The  New  Standard  for 
Data  Center  Computing 

Enterprise  server  solutions  from  HP,  Intel  and 
Microsoft  are  at  the  center  of  this  industry  trans- 
formation. HP  Integrity  servers  with  64-bit, 
dual-core  Intel®  Itanium®  2  processors  and 
Microsoft®  Windows  Server™  2003  not  only  cost 
less  than  traditional  enterprise  systems  —  they 
also  deliver  comparable  or  better  performance, 
scalability  and  availability  to  meet  the  needs  of 
your  most  mission-critical  applications.  HP,  Intel 
and  Microsoft  server  solutions  provide  savings 
over  time  through  simplified  management,  low- 
cost  upgrades  and  increased  availability. 
Standardizing  and  consolidating  both  new  and 


existing  workloads  to  this  new  class  of  servers 
enables  unprecedented  levels  of  flexibility  and 
value.  And  with  HP  Services,  you  can  maximize 
the  value  of  your  IT  investment  with  full  life- 
cycle  offerings  based  on  established  best  practices 
from  one  of  the  largest  enterprise  solution 
providers  in  the  industry. 

Customers  worldwide  are  leveraging  the  tech- 
nology and  expertise  of  three  of  the  world's  lead- 
ing IT  companies,  HP,  Intel  and  Microsoft,  to 
benefit  from  innovative  yet  proven  standards- 
based  solutions  while  minimizing  their  business 
risk.  Are  you  ready  to  join  them? 


ADVERTISEMENT 


four  Business 


Sydney  Opera  House 
Builds  for  Future  Success 

The  Sydney  Opera  House  is  one  of  the  world's  most  recognized 
architectural  icons,  and  the  IT  group  at  Sydney  Opera  House  has 
turned  the  vision  of  an  adaptive  enterprise  into  reality.  Sydney  Opera 
House  was  ready  to  utilize  IT  for  greater  productivity  beyond  selling 
tickets  to  arts  patrons.  The  opera  house  wanted  a  new  system  that 
would  enable  patrons  to  easily  and  reliably  order  tickets  online  — 
even  if  demand  spiked  for  popular  performers.  Sydney  Opera  House 
also  wanted  deeper  insight  into  its  patrons  through  sophisticated  cus- 
tomer relationship  software,  while  reducing  the  number  of  systems  it 
had  to  manage. 

By  choosing  an  HP  solution  with  Intel  and  Microsoft  technology, 


Sydney  Opera  House  was  able  to  meet  its  goals  and  position  itself 
for  long-term  success.  Using  built-in  visualization  technology,  the 
opera  house  can  transparently  add  capacity  to  handle  heavy  concert 
schedules  and  peak  ticket  demand.  Standardizing  on  the  Windows 
Server  platform  simplified  integration  with  Windows  front  office 
systems  and  allowed  applications  to  extend  seamlessly  to  Internet 
and  extranet  scenarios.  Ultimately,  the  servers  support  specialized 
customer  relationship  software  that  enables  Sydney  Opera  House 
to  better  understand  its  customers  and  cater  to  their  preferences. 

Moving  to  an  Intel  Itanium  2-powered  HP  server  with  Microsoft 
Windows  Server  2003  Enterprise  Edition  can  empower  your  organ- 
ization to  gain  the  maximum  benefits  from  IT  —  both  today  and 
into  the  future. 


Future-Proofing  at  Work:  Sydney  Opera  House 


Because  the  Sydney  Opera  House,  one  of  the  world's 
most  dramatic  venues,  hosts  more  than  2,400  events 
annually,  online  ticketing  efficiency  is  critical.  To  modernize 
its  computing  platform,  Sydney  Opera  House  moved  to  a 
next-generation  ticketing  system  on  ltanium®-based  HP 
Integrity  servers  running  Microsoft®  Windows  Server™ 
2003  and  SQL  Server™. 

The  new  system  "delivers  reliable  performance 
beyond  our  expectations,"  says  Claire  Swaffield,  chief 
information  officer  for  Sydney  Opera  House.  The  sys- 
tem has  also  enabled  Sydney  Opera  House  to  boost 
online  ticket  sales,  manage  resources  more  effectively 
and  improve  its  online  services  —  all  on  an  affordable, 
standards-based  platform  that  delivers  better  value  for 
every  dollar  spent. 

Challenges 

•  Enhance  the  customer  experience 

•  Build  stronger  patron  relationships 

•  Create  a  more  reliable,  unified  and  robust  ticketing  system 

•  Provide  the  scalability  and  rock-solid  availability  needed 
to  support  revenue-critical  applications  for  Sydney 
Opera  House  and  its  partners 


Solution 

•  HP  Integrity  servers  with  Intel®  Itanium®  2  processors 

•  HP  ProLiant  servers  with  Intel®  Xeon®  processors 

•  Microsoft  Windows  Server  2003  Enterprise  Edition 

•  Microsoft  SQL  Server  2000 

•  HP  management  software 
•Tessitura  software 

Results 

•  Greater  simultaneous  sales  and  transaction  throughput 

•  Better  reliability  during  online  sales  transactions  — 
even  during  peak  activity 

•True  24x7x365  system  availability 

•  A  scalable,  standards-based  platform  for  sharing  online 
ticketing  capabilities  with  multiple  partners 

•  Record-breaking  transaction-processing  performance 

•  Simplified  management,  consolidation  and  growth 
through  the  creative  use  of  virtualization 

•  More  business  value  for  the  IT  investment 

To  find  out  how  to  extend  volume  economics 
to  your  most  mission-critical  computing, 
visit  www.futureproofnow.com 
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RONALD  BURKLE 


WHY  DO  SO  MANY  PEOPLE  HAVE  SO  MUCH 
scorn  for  Ronald  Burkle?  The  self-made 
billionaire's  ex-wife  accuses  him  of  cheat- 
ing her  out  of  a  fortune  and  having  her 
and  her  (ex-con)  boyfriend  followed.  He 
has  been  the  target  of  two  dreaded  media 
figures:  The  infamous  Hollywood  sleaze- 
digger  and  private  eye  Anthony  Pellicano, 
whom  Burkle  feared  was  investigating 
him;  and  a  freelancer  for  the  New  York 
Post  who  (says  Burkle)  tried  to  extort 
$100,000  from  him  to  keep  Burkle  out  of 
the  tabloids  dreaded  gossip  column,  Page 
Six.  It  has  mentioned  Burkle  22  times  in 
five  years,  often  unflatteringly 

Burkle  also  has  been  slapped  around  by 
the  bitchy  media  blog  Gawker.com — 53  cit- 
ings since  March.  When  one  item  unfavor- 
ably contrasted  him  with  a  financier  he 
detests,  Burkle's  lawyers  launched  a  letter 
demanding  a  retraction  and  an  apology. 
Gawker  editors  jeered  and  posted  the  let- 
ter for  all  to  see;  a  day  later  apologized, 
acidly.  The  mainstream  business  press 
beats  up  on  him,  essentially  for  buying 
access  and  influence  among  politicians 
and  leaders  of  the  pension  funds  that 
invest  with  him  (FORBES  included;  see 
May  10,  2004  issue). 

"I  basically  became  the  poster 
child  for  the  ills  of  political  dona- 
tions and  business.  It's  preposter- 
ous!" he  protests. 

No  wonder,  then,  that  Ron 
Burkle  might  be  tempted  to  buy  a 
printing  press  of  his  own.  In 


November  his  investment  firm,  Yucaipa 
Cos.,  made  an  audacious  bid  for  turmoil- 
wracked  Tribune  Co.,  which  owns  the 
Chicago  Tribune  and  the  Los  Angeles 
Times.  He  is  joined  by  Eli  Broad,  who 
made  his  fortune  (larger  than  Burkle's) 
building  homes  and  selling  insurance. 

Burkle  says  he  has  no  idea  why  he 
generates  all  the  sniping,  and  he  dismisses 
it  as  unimportant,  even  as  his  $500-an- 
hour  lawyers  churn  out  warning  letters 
admonishing  detractors  and  protesting  his 
innocence.  "I  wouldn't  trade  these  past 
few  years  for  anything,"  he  says.  "I  wake 
up  every  morning  and  only  think  about 
good  things." 

He  would  prefer  that  people  see  in 
him  a  classic  American  success  story. 
Ronald  Wayne  Burkle,  54,  the  California- 
born  son  of  a  grocery  store  manager, 


worked  for  his  dad  as  a  box  boy,  dropped 
out  of  college  and  put  in  15  years  at  his 
dad's  store  and  the  company  that  owned 
it.  In  1981  he  mounted  a  botched  buyout 
attempt  of  the  chain  and  was  fired.  And 
then  he  got  very  serious  about  investing, 
parlaying  a  few  lucky  bets  on  regional  gro- 
cery chains  into  a  controlling  stake  in 
giant  Pathmark,  management  of  four  pri- 
vate equity  funds  with  $4  billion  from 
investors,  stakes  in  some  35  companies 
and  a  personal  fortune  that  FORBES  pegs 
at  $2.5  billion. 

Along  the  way  he  cultivated  a  do-gooder 
image  for  making  peace  with  recalcitrant 
unions  and  investing  in  low-income  urban 
territories  where  bigger  players  fear  to 
tread.  He  made  pals  of  young  stars,  pump- 
ing $50  million  into  the  apparel  company 
of  rap  producer  Sean  (Diddy)  Combs  and 
rehabbing  a  New  York  City  apartment  as  a 
crash  pad  with  the  actor 
Leonardo  DiCaprio, 
who  is  22  years  his 
junior.  Above  all  Burkle 
made  some  political  con- 
nections. He  raised  mil- 
lions for  the  Democratic 
Party  and  befriended — 


Bubba's  best  friend? 
Burkle  gets  an  earful 
from  President  Clinton. 


"My  best  call  in  corporate  America  isn't  one-hundredth 
of  what  President  Clinton  is  just  picking  up  the  phone 

'Hey,  we've  got  this  idea, 
want  to  come  talk  aoout  it?' " 
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and  now  employs— Bill  Clinton  as  his 
irrepressible  and  irresistible  rainmaker. 

Connections  matter  in  private  equity. 
A  piker  in  a  game  dominated  by  $10  bil- 
lion funds,  Burkle  built  his  fortune  buying 
where  no  one  else  cared  to  go— junky 
companies  with  tense  union  relations,  tor- 
tured finances  and  tattered  physical  sur- 
roundings. He  invested  lavishly  in  the 
Democrats  when  the  Republicans  con- 
trolled Congress.  In  recent  years  he  has 
raised  $50  million  for  the  Democratic 
Party;  Greenacres,  his  50,000-square-foot 


or  outsourcing  work  to  India. 

This  is  Burkle's  explanation  of  the 
tricky  relationship  between  corporate 
dealmaking  and  unions:  "Union  leaders 
all  know  the  problems  and  weaknesses  of 
companies.  We  know  how  to  help  solve 
those  problems.  There  is  value  to  that." 

One  likely  partner:  United  Food  & 
Commercial  Workers  International  Union, 
whose  president,  Joseph  Hansen,  allied 
with  Burkle  in  2005  when  he  bought  a 
controlling  stake  in  Pathmark  (he  pur- 
chased 40%  of  the  common  stock— plus 


ing  World  War  II  and  took  a  job  at  a  Safe- 
way store  in  San  Bernardino  (where  he 
met  Betty);  later  he  managed  a  Stater  Bros, 
grocer  in  Pomona,  often  working  seven 
days  a  week  and  investing  his  earnings  in 
rental  apartments. 

To  see  his  dad,  Ron  Burkle  had  to  go 
to  the  store  or  help  fix  up  the  houses  his 
dad  owned.  At  age  5  he  was  stacking 
bread  and  chasing  shopping  carts  in  the 
parking  lot.  "All  my  time  with  my  dad 
revolved  around  work,"  he  says.  "I  never 
played  Little  League,  we  never  had  tradi- 


"  Union  leaders  all  know  the  problems  and  weaknesses 

of  companies.  We  know  how  to  help 

SOlve  thOSe  problems.  There  is  value  to  that." 


mansion  on  eight  acres  in  Beverly 
Hills,  hosts  up  to  40  political  fundrais- 
ers in  a  year.  Now  all  that  hobnobbing 
looks  smart. 

In  April  he  raised  $1  million  host- 
ing a  dinner  for  Hillary  Clinton,  a  likely 
contender  for  the  White  House  in  2008; 
shortly  before  the  election  Nancy  Pelosi, 
the  next  speaker  of  the  house,  dropped 
by  his  office  in  Hollywood  to  say  hello. 
Burkle  also  has  hosted  a  fundraising 
cocktail  party  for  Eliot  Spitzer,  scourge  of 
Wall  Street  and  the  newly  elected  Demo- 
cratic governor  of  New  York.  (Burkle 
points  out  that  he  also  raises  money  for 
philanthropy — $100  million  in  ten  years 
for  Ronald  McDonald  House,  City  of 
Hope,  the  antidrug  group  DARE  and  other 
charities.) 

Burkle's  ties  to  politicians,  pension 
funds  and  the  trade  unions  at  the  compa- 
nies he  controls  could  be  beneficial  as  he 
embarks  on  his  next  venture.  Early  next 
year  he  plans  to  raise  a  new  "corporate 
governance"  fund.  Details  are  murky  still, 
but  it  sounds  a  bit  like  a  Carl  Icahn-style 
purchase  of  a  block  of  shares  in  a  troubled 
company,  followed  by  agitation  for  maxi- 
mizing shareholder  value.  The  Burkle 
fund,  however,  will  have  the  curious  fea- 
ture that  unions  and  their  pension  plans 
will  be  among  the  investors  in  it.  Presum- 
ably the  effort  to  build  value  will  not 
revolve  around  closing  unionized  factories 


t 


some  additional 
warrants — for  $150  million;  the  stake  is 
now  worth  $330  million).  Burkle,  Hansen 
says,  "always  wants  to  keep  a  dialogue 
running.  Ron  is  a  pioneer." 


URKLE  SAYS  HE  REALIZED  THE 
impact  his  next  fund  could  have  after  talk- 
ing to  the  veteran  investor  Kirk  Kerkorian, 
who  now  rankles  the  executive  ranks  of 
General  Motors  despite  owning  just  a  10% 
stake  in  the  ailing  carmaker.  "He  wields 
tremendous  influence,"  marvels  Burkle, 
who  is  intent  on  doing  much  the  same  at 
much  smaller  companies. 

Ron  Burkle  was  born  on  Nov.  12, 1952 
in  Pomona,  Calif.,  the  first  of  two  sons 
born  to  Joseph  and  Betty  Burkle.  Joe 
moved  to  San  Diego  from  Oklahoma  dur- 


Hangin'  with  homey: 
Burkle  and  rap  producer 
Sean  (Diddy)  Combs. 


tional  family  vacations.  But  I 
didn't  think  anything  was 
k     wrong  with  that.  I  loved  it." 
™         When  he  was  13,  Burkle 
joined  the  union  local  as  a 
box  boy.  Two  years  later  he 
broke  both  legs  in  a  poolside  accident  and 
had  to  take  time  off  from  his  job  and  leave 
high  school  to  recuperate.  He  graduated  at 
16  without  ever  going  back  to  class.  "My 
father  wanted  me  to  go  to  college  and 
become  a  dentist."  Burkle  tried  college,  but 
it  didn't  stick.  He  worked  stocking  the 
shelves  of  his  dad's  Stater  Bros,  store. 

At  age  21  Ron  Burkle  married  an  18- 
year-old  clerk  he  had  met  in  the  store: 
Janet  Steeper,  a  great-grandniece  of  the 
Wright  brothers,  aviation  pioneers.  They 
would  raise  three  children;  today  the 
youngest,  a  son,  is  14.  Curious,  given  what 
happened  later,  that  Janet's  parents 
worried  about  protecting  her  small  inher- 
itance from  her  new  husband. 

Early  on  Ron  Burkle  took  a  keen 
interest  in  the  stock  market,  becoming 
a  devotee  of  Warren  Buffett  and  Buffett's 
sidekick  at  Berkshire  Hathaway,  Charles 
Munger.  Burkle  put  $3,000  into  Ameri- 
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can  Silver  and  another  metals  company 
because  he  enjoyed  coin  collecting;  that 
grew  to  $30,000.  He  also  invested  in 
what  he  knew  best,  grocery  store  stocks, 
helped  by  a  sharp  eye  for  undervalued 
real  estate. 

He  rose  to  store  manager  and  later 
became  a  vice  president  at  Stater's  parent, 
Petrolane.  When  Petrolane  decided  to 
sell  Stater,  Burkle,  then  28,  worked  in 
secret  to  line  up  a  leveraged  buyout; 
Munger  agreed  to  have  Berkshire  put  up 
half  of  the  equity. 

It  backfired.  Burkle  made  his  bid  to  the 
board  at  6:30  one  morning  and 
hurried  off  to  work,  but  the  price 
was  20%  less  than  what  Petro- 
lane's  bankers  had  said  they 
could  get.  At  3:30  p.m.  that  day 
the  board  called  Burkle  back 
in,  rejected  his  offer  as  too 
low — and  fired  him. 


Strange  bedfellows: 
He  raised  $1  million  at  a 
dinner  for  Hillary  Clinton — 
and  hosted  boxing's  Don 
King,  Jesse  Jackson  and 
Representative  Charles 
Rangel. 


Working  and  doing  deals,"  he  says.  In  1986 
he  formed  Yucaipa  Cos.,  naming  it  after 
the  California  town  where  he  was  living  at 
the  tjme,  and  began  buying  and  selling 
small  grocery  store  chains.  He  still  owns  a 
majority  stake  today  but  won't  specify  it. 
Burkle  started  with  a  $200,000  investment 
in  the  small  Jurgensen's  chain,  which  he 
flipped  for  a  $1.3  million  profit  two  years 
later.  In  the  next  17  years  Burkle  would  do 
16  deals,  totaling  almost  $15  billion  (11 
involved  grocery  chains).  Yucaipa's  profit: 
$4.3  billion. 

Nice.  Often  Burkle's  newly  acquired 
stores  were  in  black  or  Hispanic  or  Asian 
neighborhoods 


By  this  time  Burkle  had  forged  one  of 
the  most  important  connections  of  his 
career:  In  1992  he  met  candidate  Bill  Clin- 
ton in  Los  Angeles,  in  the  aftermath  of  the 
city's  riots.  The  two  men  would  become 
close  friends,  albeit  in  the  President's 
memoir,  published  in  2004,  Burkle  is  cited 
only  twice  in  969  pages:  He  is  one  of  57 
people  named  in  the  twelfth  paragraph  of 
4  pages  of  acknowledgments;  and  their 
first  meeting  shows  up  on  page  409. 

That  moment  has  its  own  bit  of 
mythmaking.  Clinton  writes  of  noticing 
that  some  stores  were  spared  the  wide- 
spread looting  and  arson  in  the  riots  and 
that  he  learned  these 


"I  basically  became  the  poster  child  for  the  ills  of  political 

;s.  It's  preposterous! " 


The  morning  he  made  his  bid,  Burkle 
says,  "I  thought,  'I  started  here  as  a  box 
boy,  I  just  bought  the  company— Amer- 
ica's a  great  place.  And  in  the  afternoon, 
I'm  unemployed.  It  was  a  rather  dramatic 
change  of  events — and  it  turned  out  to  be 
the  best  thing  ever,  because  if  I  had  stayed 
there  I  never  would  have  thought  about 
being  entrepreneurial." 

He  left  with  $8,450  in  pay,  vacation 
and  severance;  he  still  keeps  that  pay 
stub  and  the  handscrawled  resume  he 
wrote  summarizing  his  one-company 
career.  By  then  his  portfolio  had  swelled 
to  $5  million  or  so,  and  he  spent  five 
years  investing  in  stocks  and  running  his 
family's  rental  properties. 

"I  was  really  bored  and  realized 


abandoned  or  underserved  by  other 
chains.  That  let  Burkle  pay  low  prices  and 
avoid  bidding  wars.  He  established  com- 
munity ties  as  a  business  strategy.  "People 
went  around  saying  I  was  trying  to  be  a 
do-gooder,"  he  says.  (Actually,  his  people 
went  around  saying  that,  too,  but  why  be 
catty  about  it?)  "That's  a  nice  benefit,  but 
the  real  reason  we  invest  in  these  areas  is 
to  make  money." 

He  also  ingratiated  himself  with 
unions  that  could  be  cantankerous  and 
difficult  to  deal  with,  including  the  Team- 
sters and  the  United  Food  workers.  He 
would  hint  at  holding  back  on  deep  job 
cuts— thereby  ensuring  the  unions  their 
membership  dues— and  they  would  offer 
concessions  on  work  rules. 


outlets  were  owned  by  Ron  Burkle, 
benefactor  of  the  working  poor.  But  it 
turns  out  that  Burkle's  stores,. too,  sus- 
tained damage — upward  of  $30  million, 
with  a  few  stores  that  were  burned  to  the 
ground,  the  Orange  County  Business 
Journal  reported  at  the  time.  When  a 
recent  New  York  Times  profile  retold  the 
President's  anecdote  about  Burkle's 
belovedness  in  the  'hood,  the  snipers  at 
Page  Six,  Gawker  and  Slate.com  took 
aim  again.  "Burn,  Burkle,  Burn,"  Slate 
chided. 

When  confronted  with  this,  Burkle 
won't  concede  the  point.  Rather  than  see- 
ing this  as  a  lucky  break  in  random  mob 
behavior,  he  touts  it  as  a  testament  to  his 
company's  benevolent  image.  "We  sus- 
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RONALD  BURKLE 


tained  losses,"  he  says,  "but  they  were  far 
less  than  at  the  other  stores  and  chains." 


mm   mms  the  1990s  unfolded, 

Hurkle— newly  single  after  separating 
from  his  wife  in  1992  —  kept  doubling  up 
Oil  his  grocery  store  bets  and  cultivating 
his  political  friends.  By  1997  Janet  BurkJe 
had  moved  back  in  with  him  at  (ircenacres 
and  they  had  signed  a  settlement  granting 
her  $30  million  if  they  ended  up  parting 
ways.  In  1999  Yucaipa  did  its  biggest 
deal  yet.  Burkle  sold  the  Fred  Meyer 
.  hair)  (into  which  he  had  merged  half  a 
do/en  urban  chains  and  two  big  ones)  to 
Kroger  for  $13.5  billion.  Yucaipa's  profit: 
$1.8  billion. 


law  unconstitutional  in  May  of  this  year, 
and  Burkle's  file  was  unsealed  once 
again. 

The  records  have  Janet  claiming  that 
Burkle  had  ex-Secret  Service  agents  tailing 
her  and  her  ex-con  beau;  that  she  believes 
he  feared  she  was  trying  to  turn  their 
youngest  against  Ron;  that  Burkle  had 
vetoed  her  family  vacation  at  the  last 
minute.  "My  husband  is  extremely 
wealthy  and  powerful.  He  is  used  to  exert- 
ing control  over  all  the  people  that  he 
comes  into  contact  with,"  Janet  says  in 
court  papers. 

Burkle's  camp  counters  that  his  agents 
did  surveillance  because  he  feared  his 
young  son  might  be  kidnapped.  He  says 
he  derailed  the  vacation  for  similar  con- 
cerns and  that  she  had  tried  to  get  their 
son  to  lie  to  Burkle  about  her  rehiring  of 


Calpers,  committed  $760  million  to 
Burkle's  funds. 

More  scorn  for  Burkle:  In  the  mid- 
1990s  he  had  contributed  money  to  the 
campaigns  of  Governor  Gray  Davis,  San 
Francisco's  former  mayor  Willie  Brown 
(his  former  lawyer)  and  State  Treasurer 
Philip  Angelides,  and  later  Brown  and 
Angelides  joined  the  Calpers  board.  "How 
were  we  supposed  to  know  in  the  mid- 
1990s  that  Willie  Brown  was  going  to  be 
on  the  board  of  Calpers?"  he  says.  You 
would  never  have  guessed  unless  maybe 
you  knew  that  Willie  Brown  was  about  as 
well-connected  as  any  politician  in  Cali- 
fornia's history. 

Still  Calpers  has  fared  exceptionally 
well  in  Yucaipa  funds.  Two  funds  claim 
internal  rates  of  return  of  26%  and  34% 
(annualized)  since  opening  in  2002,  and  a 


"People  went  around  saying  I  Was  trying 
tO  be  a  dO-gOOder.  The  real  reason  we 
invest  in  these  areas  is  to  make  money." 


Burkle  and  Clinton  with  movie 
producer  Steve  Bing. 
The  Ex-Terminator:  Clinton  gives 
Arnold  Schwarzenegger  a  lesson 
in  how  to  dress. 


Janet  Burkle  lefl  Ron  again  in  2002, 
her  $30  million  settlement  intact,  and 
headed  to  court  a  year  later  to  argue  she 
had  been  swindled  that  her  settlement 
should  have  been  $1  billion.  A  hitter  battle 
ensued,  and  Burkle  won  evei  y  round.  But 
he  losl  badly  in  ti  ying  to  gel  Ins  5,000- 
page  divorce  record  sealed  to  protect  his 
family's  privacy— and  his  own  image. 

m  June  2004  California  passed  a  law 
allowing  divorce  records  to  be  sealed  at 
the  requesl  ol  eithei  spouse,  In  I )e< em 
her  2004  Hurkle  persuaded  a  judge  to  seal 
his  records  and  look  anothei  media  hit: 
He  had  contributed  $20,000  to  California 
Governor  Arnold  Schwarzenegger  and 
$26,000  to  the  state  Democratic  Party  a 
few  months  before  the  bill  passed.  Burkle 
insists  that  he  never  lobbied  for  the  new 
law.  A  state  appeals  judge  declared  the 


T 


a  nanny.  (Burkle  had  fired  the 
caretakei  for  taking  the  boy  to  the  apart- 
menl  >l  her  boyfriend,  a  convicted  drug 
felon.) 

In  2000  Burkle  decided  to  launch  a 
few  private  equity  funds  aimed  at  big  no- 
auction  deals  (he  has  been  the  sole  bid- 
der in  75%  of  his  transactions),  and  he 
brandished  a  well-honed  talent  for  mix- 
ing business  and  politics.  California's 
then  $165  billion  state  pension  plan, 


third  opened  in  2003  has  returned  40%  a 
year,  Yucaipa  reports.  Those  are  before 
fees.  As  of  Sept.  30,  Yucaipa  had  invested 
$400  million  of  Calpers'  dollars,  and  the 
Stake  was  worth  $550  million  to  the  pen- 
sion fund  after  fees. 

It's  going  to  be  mighty  hard  to  keep 
up  performance  numbers  like  those,  now 
that  private  equity  investing  is  getting  to 
be  a  fad,  many  billions  are  sloshing 
around  and  sellers  expect  to  reap  the  ben- 
efit in  the  form  of  bidding  wars.  In  the 
meantime  Burkle,  just  like  his  competi- 
tors, can  cover  the  light  bills  with  an  asset 
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The  World  According  To  Dennis 

I  want  a  backup  for  our  backup. 
A  contingency  for  our  contingency. 
When  the  unexpected  hits, 
when  the  storm  comes, 
we'll  still  be  standing. 

This  is  my  world. 

My  world  runs  on 
Dynamic  Networking. 


RONALD  BURKLE 


fee  of  1.5%  to  2%  per  year  while  waiting 
for  the  big  payoffs  that  generate  the  20% 
carry.  He  does  not  look  forward  to  com- 
peting in  bidding  wars.  Says  he:  "I  want  to 
make  real  returns,  so  I  can't  afford  to  be 
in  the  auction  business." 

Burkle  prefers  an  inside  track,  and  his 
good  reputation  among  union  officials 
helps  him  get  it.  Last  year  as  he  eyed  buying 
control  of  troubled  Pathmark,  a  publicly 
held  but  faltering  supermarket  chain  in  the 
Northeast,  his  ally  Joseph  Hansen  at  the 
grocery  workers  union  arranged  for  Burkle 
to  meet  with  Pathmark  union  reps.  He  left 
with  a  handshake  agreement  that  the 
unions  would  free  workers  to  do  tasks 
outside  their  job  descriptions— box 
boys  would  be  allowed  to  punch  cash 
registers,  meat  cutters  would  be  able  to 
put  up  aisle  displays.  Burkle  bought  his 
stake  before  getting  a  new  union  con- 
tract, and  the  union  lived  up  to  its  prom- 
ise. Pathmark  stock  is  up  120%  in  the  20 
months  since  Yucaipa  invested. 


Seed  money: 
Burkle  posing  with  a  tenth- 
birthday  present  from 
his  grandfather. 


in  Los  Angeles  since  taking  office  in 
1992.  They  talk  weekly,  and  at  Clintons 
sixtieth  birthday  party  in  New  York  in 
October,  Burkle  sat  behind  his  partner  as 
the  Rolling  Stones  prepared  to  play  a  pri- 
vate gig  at  the  Beacon  Theater.  Clinton 
worked  the  crowd,  clamping  an  arm 
around  actor  Michael  J.  Fox  and  advising 
him  on  the  campaign  to  end  the  Republi- 
can ban  on  federally  funded  stem-cell 
research. 

Burkle  and  Clinton  spend  hours  fly- 
ing together  onboard  Burkle's  Boeing  757. 
When  Clinton  and  former  President 


I  "I  wouldn't  trade  these  past  few  years 

for  anything.  I  wake 

and  only  think  about  goo 


Holdings,  a  trucking  outfit  in  bankruptcy 
proceedings.  "Clinton  got  it  to  the  point 
where  Hoffa  actually  helped  us  with  that 
deal,  something  I  couldn't  have  gotten  on 
my  own,"  Burkle  says. 

A  few  years  ago  Burkle  owned  Golden 
State  Foods,  a  supplier  of  burgers  to 
McDonald's.  That  gave  him  ready  access  to 
James  Cantalupo,  who  was  McDonald's 
chief  until  he  died  suddenly  in  2004.  "But 
when  President  Clinton  calls  him  for  a 
meeting,  [Cantalupo]  gives  me  his  home 
and  cell  numbers  to  make  sure  he's  pre- 
pared," Burkle  says.  "My  best  call  in 
corporate  America  isn't  one-hun- 
dredth of  what  President  Clinton  is 
just  picking  up  the  phone  and  saying 
lHey,  we've  got  this  is  idea,  want  to 
come  talk  about  it?'" 

Burkle's  tie  to  Clinton  also  put 
him  next  to  former  Vice  President 
Al  Gore.  After  losing  Florida  Gore 
decided  to  buy  a  cable  channel 
broadcasting  Canadian  news  with 
14   million   subscribers  from 
DirecTV  and  began  looking  for 
investors.  Burkle  and  another  pri- 
vate-equity investor,  Richard 
Blum  of  Blum  Capital,  invested 
up  to  $30  million  each  to  share 
50-50  ownership  of  the  control- 


up  every  morning 

d  things." 


To  ferret  out  new  steals  and  deals,  he 
counts  on  rainmaker  Clinton.  The  ex- 
President  stands  to  do  pretty  well  from  the 
arrangement.  Burkle  won't  reveal  the 
details,  but  it  appears  that  Clinton  gets  a 
cut  of  any  profits  the  company  makes  on 
two  funds  so  long  as  their  returns  exceed 
8%  a  year.  The  former  leader  of  the  free 
world  also  is  believed  to  get  a  slice  of 
Yucaipa's  profits  when  the  international 
fund  (the  last  of  the  four)  is  finished  liqui- 
dating five  years  from  now  or  later.  It  is 
plausible  that,  in  a  decade,  Clinton  could 
walk  away  with  tens  of  millions  of  dollars. 

President  Clinton  has  a  bedroom  at 
Greenacres  mansion  in  Beverly  Hills  and 
has  stayed  there  every  time  he  has  been 


George  H.W.  Bush  traveled  to  Thailand 
after  the  tsunami  that  struck  in  late  2004, 
Burkle  flew  with  them  on  Air  Force  Two. 
Burkle  figures  he  accompanies  Clinton  at 
least  half  the  time  Clinton  travels  abroad. 

"He's  invaluable,"  Burkle  says  of  his 
idol.  President  Clinton  "is  unique,  he 
brands  us  to  people  who  matter.  He  got  us 
in  with  the  Teamsters,  and  that's  impor- 
tant for  deal  flow  going  forward." 

Yucaipa  arranged  for  Clinton  to  make 
a  speech  at  a  Teamsters  conference  in 
2003,  and  later  Clinton  urged  Teamsters 
President  James  Hoffa  Jr.  to  trust  Burkle 
and  present  him  with  possible  deals. 
Result.  This  spring  Yucaipa  paid  $100  mil- 
lion to  buy  a  controlling  stake  in  Allied 


ling  stake.  (Gore  receives  a  portion  of 
the  profits  and  is  believed  to  own  a 
minority  stake).  Current  TV  now  has  40 
million  subscribers  and  a  new  user-gen- 
erated content  agreement  with  Yahoo. 
It  was  recently  valued  by  one  analyst  at 
$850  million,  up  more  than  tenfold  in 
five  years. 

In  wooing  Tribune  Co.,  Burkle  could 
have  a  far  tougher  time  earning  such  high 
returns.  An  auction  is  likely — and  he  hates 
auctions.  Still,  he  says,  "There  is  tremen- 
dous value  in  that  content.  The  question  is 
how  to  maximize  it  and  find  new  methods 
of  distribution."  He  probably  does  not 
have  in  mind  getting  the  Teamsters  to  buy 
a  bulk  subscription.  F 
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TRADE  UP: 

USING  EXCHANGE  TRADED  FUNDS 
FOR  A  WEALTH  OF  STRATEGIES 

Now  that  there  are  so  many  ETFs  in  the  market,  and  more 
on  the  way,  how  do  these  highly  flexible,  transparent 
and  cheap  products  fit  into  your  portfolio? 


By  Marsha  Zapson 


J 


ust  a  few  years  ago,  most  investors 
had  little  idea  of  just  what  an 
exchange  traded  fund  (ETF)  was  and 
even  less  of  an  idea  about  how  to  use 


one  or  more  of  them  in  a  portfolio.  ETFs  are 
index-tracking  mutual  funds  that  trade  through- 
out the  day  on  an  exchange.  Now  they  have 
become  investment  cornerstones,  wending  their 
way  into  portfolios  through  individual  brokerage 
accounts,  wrap  accounts,  registered  investment 
advisors  and  even  40i(k)s. 


With  more  than  300  ETFs  trading  on  exchanges 
in  the  U.S.  today,  these  products  offer  cheap  and 
easy  access  to  markets  broad  and  narrow,  interna- 
tional and  domestic,  and  some  far-flung  niches 
like  clean  energy,  real  estate  and  private  equity. 
During  the  nine  months  ending  September  2006, 
100  new  ETFs  began  trading  in  the  U.S.  alone,  and 
at  the  end  of  the  third  quarter,  ETF  assets  in  the 
U.S.  totaled  $363  billion,  up  from  $304.2  billion 
at  the  close  of  2005*  according  to  Debbie  Fuhr, 
executive  director  of  Morgan  Stanley  in  London. 
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Leading  the  Intelligent 
ETF  Revolution 

PowerShares  Capital  Management,  the 
Wheaton,  Ill-based  firm  that  first  intro 
duced  enhanced  indexing  to  the  ETF  world 
three  years  ago,  is  doing  some  of  the  most 
innovative  work  among  ETF  providers. 

With  more  than  60  ETFs,  including 
broad  market  and  narrow;  small-,  mid- 
and  large-cap;  country  and  commodity; 
and  some  quirky  corners  of  the  capital 
market  like  Nanotech  and  Private  Equity, 
PowerShares  products  are  standouts  due 
to  the  indexes  their  ETFs  track.  These 
indexes  are: 

•  Intelligent  Indexes  or  Intellidexes, 
which  serve  as  the  basis  for  many 
PowerShares  ETFs  and  provide  precise 
market  exposure  and  identify  stocks 
with  investment  merit 

•  Intelligent  Exposure  forms  the  basis  of 
PowerShares'  FTSE  RAFI  fundamentally 
weighted  ETF  family,  providing  better 
exposure  for  investors 

•  Intelligent  Access,  found  in  the  Water 
Resources  or  Clean  Energy  ETFs,  offers 
efficient  access  to  compelling  markets 
and  those  where  access  is  difficult 
(QQQ,  the  most  heavily  traded  ETF 
worldwide,  falls  into  this  category) 

In  a  crowded  market,  PowerShares  is 
innovation  times  three. 
An  im-estor  sltould  consider  investment  objec- 
tives, risks,  charges  and  expenses  carefully  before 
investing.  For  a  copy  of  the  prospectus,  which 
contains  this  and  other  information  about  the 
Funds,  call  800  983-0903  or  visit  our  Web  site  at 
www.powersharts.com  for  a  prospectus.  Please 
read  the  prospectus  carefully  before  investing. 
There  are  risks  involved  with  investing  in  ETFs, 
including  the  possible  loss  of  money.  PowerShares 
funds  are  not  actively  managed  and  are  subject 
to  risks  similar  to  stocks,  including  those  related 
to  short  setting  and  margin  maintainence.  ALPS 
Distributors,  Inc.  is  the  distributor  of  the 
PowerShares  Exchange  Traded  Fund  Trust. 


ETFs  are  big  business  these  days,  and  with 
good  reason.  They  provide  all  kinds  of 
investors  instant  diversification  and  the  abil- 
ity to  go  long  or  short  (even  on  a  downtick) 
and  implement  investment  strategies  that 
have  previously  been  available  only  to  those 
with  millions  of  dollars  to  invest. 

Built  to  Last 

"One  of  the  growing  uses  of  ETFs  today 
is  as  a  replacement  for  single  stocks,"  says 
Jim  Ross,  senior  managing  director  of  State 
Street  Global  Advisors.  Investors  who  in 
the  past  wanted  exposure  to  a  particular 
sector  or  industry,  like  technology,  used  to 
buy  Microsoft,  Intel  or  IBM.  But  during 
the  first  six  months  of  this  year,  large  cap 
tech  stocks  experienced  a  rough  patch,  and 
investors  who  had  bought  Microsoft,  Intel 
or  IBM  stocks  got  burned. 

From  January  through  June,  Intel  was 
down  around  25%,  Microsoft  was  down 
about  13%,  IBM  was  down  6%  and  then 
some.  Yet  these  three  stocks  are  the  top 
three  holdings  in  the  Technology  Select 
Sector  SPDR  (Ticker:  XLK),  which  was  up 
1.5%  for  the  same  period.  Because  XLK,  like 
all  ETFs,  is  highly  diversified,  holding  some 
88  stocks  in  its  basket,  investors  who  bought 
the  Tech  Spider  seeking  exposure  to  that 


sector  would  have  been  protected  from  the 
pratfalls  of  some  of  its  leading  constituents. 

Select  Sector  SPDRs  (nine  ETFs  covering 
sectors  from  health  care  to  utilities)  can 
be  used  for  what's  called  "sector  rotation 
strategies."  Savvy  investors  can  maintain  a 
core  of  broad-based  ETFs  to  seek  higher 
portfolio  returns  by  investing  in  such 
ETFs  as  the  streetTRACKS  Dow  Jones 
Total  Market  (Ticker:  TMW),  which 
offers  the  entire  U.S.  market  in  one  trade; 
or  the  S&P  500  SPDR  (Ticker:  SPY);  or  by 
buying  Sector  Spiders  or  State  Street 
Global  Advisors'  (SSgA)  even  slimmer, 
industry  level  ETFs. 

By  actively  overweighting  or  under- 
weighting  particular  sectors  or  industries, 
investors  can  use  these  ETFs  to  build  out 
their  portfolios.  If  it  looks,  for  example,  as 
though  financial  companies  will  be  strong 
performers  over  the  next  three  to  six 
months  because  of  a  step-up  in  mergers 
and  acquisitions,  investors  can  tilt  their 
portfolios  to  financials  and  buy  the 
Financial  Select  Sector  SPDR  (Ticker: 
XLF).  Simultaneously,  they  can  short  the 
Consumer  Discretionary  Select  Sector 
SPDR  (Ticker:  XLY),  betting  that  auto, 
retail  and  media  companies  will  return  to 
their  economic  cycle's  lows.  Many  of  the 


30  Blue  Chips  in  one  package.  Brilliant. 

Diamonds  (DIA)  are  all  30  gems  of  the  Dow  Jones  Industrial  Average  wrapped  up  in  one  neat  exchange  traded  fund  (ETF): 
They're  tax  efficient,  and  have  low  management  fees,  too.  Like  stocks,  Diamonds  can  be  traded  all  day  long,  are  subject 
to  similar  risks,  and,  of  course,  your  usual  brokerage  commission  applies.  It's  a  smart  way  to  add  luster  to  any  portfolio. 
www.DowDiamonds.com.  Ticker  symbol  Amex:DIA.  The  30  blue-chip  companies  of  The  Dow  in  every  share. 
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State  Street 
Global  Advisors 
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THE   DO  W    I N  D  U S  T  R 1  A  L  S 

DIAMONDS 

 f 


Mill  k  I  \l  IUM.I 


An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  carefully  before  investing.  To  obtain 
a  prospectus,  which  contains  this  and  other  information,  go  to  www.DowDiamonds.com  or  call  1-800-843-2639.  Please  read  the  prospectus 
carefully  before  investing.  Dow  Jones  Industrial  Average,>M  The  Dow*  and  Diamonds*  are  trademarks  of  Dow  Jones  6k.  Company,  Inc.,  licensed  for 
use  by  State  Street  Global  Markets,  LLC.  Diamonds  are  not  sponsored,  endorsed,  sold  or  promoted  by  Dow  Jones  and  Dow  Jones  makes  no  rep- 
resentation regarding  the  advisability  ot  investing  in  Diamonds.  ©2006  State  Street  Corporation. 

ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  Diamonds  Trust,  a  unit  investment  trust. 
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Homebuilders: 
Finely  Tuned 

Investors  looking  to  hedge  some  of  the 
risk  inherent  in  owning  a  home  should 
look  no  further  than  the  SPDR* 
Homebuilders  ETF  (Ticker:  XHB). 
Holding  just  21  home  construction,  home 
improvement  and  home  furnishing  com- 
panies, XHB  is  an  efficient  way  to  invest 
in  this  targeted  market  segment 

What  sets  this  ETF  apart  from  others 
in  the  market?  Its  unique  design,  pure 
exposure  to  homebuilding  stocks,  and 
the  SPDR  imprimatur.  XHB  is  one  of  18 
sector-  and  industry-level  SPDRs,  and 
tracks  an  equal-weighted  Standard  &  Poors 
industry  level  index,  which  means  no  one 
stock  dominates.  Rebalanced  quarterly, 
XHB  includes  the  likes  of  Toll  Brothers, 
Sherwin-Williams  and  Home  Depot. 

At  35  basis  points,  XHB  offers  pure 
exposure  to  one  of  the  slimmest  market 
segments.  Because  ETFs  can  be  sold  short, 
even  on  a  downtick,  investors  can  express 
their  views  of  this  market  segment  by 
shorting  XHB,  for  example,  and  purchasing 
the  S&P  500  SPDR*  (Ticker:  SPY). 

ETFs  trade  like  stocks,  are  subject  to  invest- 
ment risk  and  will  fluctuate  in  market  value. 
Standard  6-  Poors',  S&F,  S&P  500*,  Standard  & 
Poor's  500',  Standard  &  Poor's  Depository 
Receipts',  SPDRs',  Select  Sector  SPDR',  Select 
Sector  SPDRs'  and  Select  Sector  Standard  & 
Poor's  Depository  Receipts'  arc  trademarks  of  The 
McGraw-Hill  Companies,  Inc.,  and  have  been 
licensed  for  use  by  State  Street  Bank  and  Trust 
Company.  The  Products  are  not  sponsored, 
endorsed,  sold  or  promoted  by  Standard  &  Poor's 
and  Standard  &  Poor's  makes  no  representation 
regarding  the  advisability  of  investing  in  the 
Product.  Portfolio  holdings  and  allocations  are 
subject  to  change  and  should  not  be  considered  a 
recommendation  to  buy  individual  securities. 
Before  investing  consider  the  funds'  investment 
objectives,  risks,  charges  and  expenses.  A  prospec- 
tus which  contains  this  and  other  information 
about  the  fund  can  be  obtained  by  calling  1  -800- 
997-7327.  Read  it  carefully  before  investing. 
Distributor:  State  Street  Global  Market-:.  LLC, 
member  NASD,  S1PC. 


big  firms  on  the  Street,  like  Merrill  Lynch 
and  Morgan  Stanley,  offer  just  these  kinds 
of  strategies  in  off-the-shelf  permutations 
for  individual  investors. 

A  Modern  Classic 

For  self-directed  investors  seeking  pro- 
tection in  up,  down  or  flat  markets,  ETFs 
can  be  the  centerfold  of  various  hedging 
strategies  that  run  the  gamut  from  aggres- 
sive to  conservative.  Going  long  on  one 
ETF  while  simultaneously  shorting  another 
can  reduce  portfolio  volatility,  limit  expo- 
sure to  a  particular  market  segment  or 
outperform  a  standard  benchmark. 

Take  the  S&P  500.  Investors  already 
owning  the  S&P  500  SPDR  can  hedge  that 
market  exposure  with  S&P  index  options, 
either  by  selling  covered  calls  or  buying 
protective  puts.  But  for  those  who  eschew 
the  options  arena,  S&P  500  exposure  could 
be  hedged  with  PowerShares'  Dynamic 
Market  Portfolio  (Ticker:  PWC),  since 
PWC  and  SPY  are  highly  correlated. 

By  going  long  on  PWC  and  shorting  a 
lesser  dollar  amount  of  SPY,  for  example, 
investors  could  create  a  hedged  position  with 
lower  volatility  and  reduced  market  expo- 
sure than  if  they  were  to  buy  either  ETF 
alone.  If  the  market  moves  in  one  direction 
or  the  other,  the  gain  on  the  long  position  is 
offset  by  the  loss  on  the  short.  "It's  not  a  pairs 
trade,"  says  PowerShares'  President  Bruce 
Bond,  "but  its  pretty  close." 

By  adjusting  the  long-short  ratio,  this  kind 
of  strategy  can  be  tailored  to  meet  individual 
return  needs  and  appetite  for  risk.  Historically, 
says  Bond,  the  optimal  ratio  would  be  100% 
long  PWC  and  35%  short  SPY. 

PWC,  like  all  PowerShares  ETFs,  tracks  an 
enhanced  index  that  has  a  unique  valuation 
component  embedded  in  it.  These  indexes, 
called  Intellidexes,  are  designed  to  beat  other 
benchmarks  in  the  same  space.  Where  most 
other  indexes  select  stocks  without  regard 
for  their  investment  merit,  Intellidexes  select 
stocks  in  any  given  size  and  style  universe 
that  have  the  greatest  potential  for  capital 
appreciation.  One  of  the  reasons  the  above 
example  works  is  due  to  the  historical  out- 
performance  of  PWC  over  SPY. 


From  May  2003  through  September  2006, 
PWC  —  which  recently  earned  a  five-star 
Morningstar  Rating  when  compared  with 
the  approximately  1,500  U.S.-domiciled 
large-cap  blend  mutual  funds  —  had  an 
annualized  return  of  18.4%  and  a  cumulative 
return  of  nearly  78%,  outperforming  the 
S&P  500  with  an  annualized  return  of  13.7% 
and  cumulative  return  of  55.1%.  PWC  has 
certainly  achieved  its  stated  goal  of  outper- 
forming conventional  benchmarks,  like  the 
S&P  500,  despite  holding  just  100  stocks. 

Harvesting  Taxes 

With  an  eye  on  the  looming  taxman,  one 
of  the  more  useful  ETF  strategies  at  this  time 
of  year  is  harvesting  portfolio  losses  with 
ETFs.  One  simple  but  effective  way  to  do 
this  is  by  selling  a  stock,  mutual  fund  or 
ETF  at  a  loss  and  buying  another  ETF  cov- 
ering the  same  market.  If,  for  example,  an 
investor  owned  Imclone,  which  has  been 
down  this  year,  and  wished  to  sell  it,  he  or 
she  could  then  buy  XBI,  the  Select  Sector 
Biotechnology  Spider  (Ticker:  XBI),  of 
which  Imclone  is  one  of  the  larger  members. 

The  investor  realizes  the  stock  loss, 
maintains  exposure  to  Imclone  and  the 
sector  with  XBI,  and  has  the  option  to  buy 
Imclone  again  31  days  later.  This  strategy 
neatly  sidesteps  the  IRS's  wash  sale  rule.  In 
the  above  example,  an  investor  can  take  the 
tax  loss  on  Imclone  as  long  as  a  substantially 
identical  position  is  not  bought  30  days 
before  the  trade  and  30  days  after.  (The  rule 
effectively  spans  a  61 -day  period.) 

Today's  ETF  investment  menu  is  more 
extensive  than  ever  before,  with  more  ETFs 
coming  to  market  and  more  managers  offer- 
ing new  ways  to  slice  and  dice  the  capital 
markets.  The  good  news  is  that  investors 
have  the  tools  to  implement  a  greater  range 
of  strategies  —  faster,  cheaper  and  with 
greater  transparency  —  than  ever  before.  ■ 
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Cintas  has  long  been  a  leader  in 
uniform  rentals  and  cleaning  services. 
But  is  it  playing  fair  with  customers? 
By  Mark  Tatge  and  Miriam  Gottfried 
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SCOTT  I).  FARMER,  THE  47- YEAR-OLD  CHIEF  OF  CINTAS 
Corp.,  likes  to  boast  about  how  cheap  he  is.  "This  looks 
like  wood  paneling,  but  it's  wallpaper,"  he  smiles,  tapping 
the  hollow  wall  behind  the  desk  in  his  office.  "We  have 
a  Spartan  approach."  He  learned  that  from  his  dad, 
Richard  T.  Fanner,  who  kept  a  tight  lid  on  costs  while  delivering  a 
37-year  streak  of  consecutive  sales  and  profit  gains,  building  Cin- 
tas into  a  giant  provider  of  uniform  rentals  and  cleaning  services. 

"We  have  a  Spartan  approach":  Cintas  Chief  Executive  Scott  Farmer. 
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New  Shreds,  Old  Threads 

Cintas  grew  up  cleaning  rags  and  renting  uniforms. 
Increasingly,  new  businesses  now  drive  top-line 
growth.  ^^^■■^■m^. 
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Hygiene      Shop  towels 


In  the  fiscal  year  ended  May  31  the  Cincin- 
nati company  netted  $327  million  on  $3.4  bil- 
lion in  revenue,  up  8.8%  and  1 1%,  respectively, 
from  a  year  earlier. 

Wall  Street  loves  a  cheapskate.  But  to 
judge  from  a  cascade  of  complaints  and 
lawsuits,  Cintas  has  been  squeezing  pen- 
nies a  little  too  hard  in  an  industry  known 
for  tough  sales  tactics.  Typical  among 
unhappy  customers  is  Diana  Stever, 
owner  of  an  eight-employee  truck  repair 
outfit  in  Duenweg,  Mo.  She  claims  recur- 
ring annoyances.  Among  them:  Cintas 
delivered  uniform  pants  with  holes,  tacked 
on  escalating  service  charges  of  $5  to  $20 
a  week  and,  she  says,  tricked  her  into 
renewing  her  five-year  contract  (she  was 


Sources:  Merrill  Lynch;  company. 

told  it  was  about  to  expire  when  it  wasn't 
up  for  another  year).  In  June  Stever  quit 
Cintas — one  of  its  drivers  was  her  friend 
and  let  her  out  of  her  contract  early — and 
now  rents  from  rival  Aramark. 

Big  clients  have  been  unhappy,  too.  The 
Inspector  General  for  the  U.S.  Postal  Service 
is  investigating  whether  Cintas  violated  the 
federal  False  Claims  Act  when  it  tacked 
millions  of  dollars  in  "environmental  fees" 
on  uniforms,  mops,  mats  and  towels  it 
cleaned  for  the  postal  service  as  part  of  a  ten- 
year,  $200  million  contract.  The  question  on 
the  table  is  whether  Cintas  claimed  it  was 
under  government  orders  to  slap  on  the 
charges  when,  in  fact,  no  such  regulatory  fees 
existed.  In  2004  the  IG  subpoenaed  Cintas' 


"Any  claim  that  is  made  is  investigated. 
If  somebody  does  something  wrong,  they 
don't  last  long  here."  


records  of  how  much  it  collected 
from  enviro  surcharges  and  a  year 
later  went  to  court  to  enforce  the 
writ,  since  the  company  had  failed 
to  comply.  While  the  results  of  the 
probe  have  not  been  released,  the 
subpoena  cites  a  2001  lawsuit  in 
Alabama  Circuit  Court  claiming  that 
similar  charges  on  customer  invoices 
were  bogus.  That  suit,  originally 
seeking  $  1 75  million,  was  settled  for 
$14  million.  Cintas  has  stopped 
imposing  such  fees. 

As  for  deceptive  sales  prac- 
tices that  some  customers  and  for- 
mer employees  say  still  continue, 
Scott  Farmer  loses  his  trademark 
grin.  "All  of  our  partners" — read: 
employees  and  customers — "can 
call  a  1-800  number,"  he  says. 
"Any  claim  that  is  made  is  investi- 
gated." He  adds,  "If  somebody 
does  something  wrong,  they  don't 
last  long  here." 

But  with  myriad  pressures  on 
its  businesses,  Cintas  can't  help 
pushing  its  thousands  of  sales- 
people and  drivers  to  squeeze  out 
whatever  they  can.  The  double- 
digit  profit  and  sales  gains  of 
Richard's  reign  are  tougher  than 
ever  to  come  by,  thanks  to  higher  operating 
costs  (energy  is  a  big  factor)  and  three 
powerful  competitors — Aramark,  G&K 
Services  and  UniFirst— in  the  $10-billion- 
a-year  uniform-rental  industry.  Job  losses 
in  manufacturing  and  automotive  services, 
two  of  the  largest  customers,  have  been 
devastating.  Last  year  uniform  rentals  and 
laundry  accounted  for  75%  of  revenue  and 
86%  of  earnings  before  interest  and  taxes. 
Yet  Cintas'  top-line  growth  is  now  being 
driven  by  ancillary  products,  such  as  fire 
extinguishers,  air  fresheners,  bandages, 
cough  drops  and  Hp  balm,  and  services  like 
document-shredding  and  restroom-clean- 
ing.  It  has  spent  $1.3  billion  on  acquisitions 
since  2002.  The  additional  businesses 
accounted  for  roughly  40%  of  sales 
growth  last  year.  Company  shares, 
a  recent  $42.50,  are  off  25%  from 
their  high  in  2002. 

Cintas  began  life  as  the  Acme 
Industrial  Laundry  Co.  in  1929. 
Scott's  great-grandfather,  Richard 
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(Doc)  Farmer,  a  circus  prizefighter, 
collected  chemical-soaked  rags  from  facto- 
ries and  washed  and  returned  them  for  a 
fee.  His  grandson  Richard  T. — now  71,  still 
chairman  and  a  billionaire — joined  the 
family  business  in  1956  after  graduating 
from  Miami  University  of  Ohio.  He 
combined  salesmanship  with  sleight  of 
hand.  To  demonstrate  how  much  more 
absorbent  Cintas  towels  were,  he  grabbed 
two  samples — one  from  Cintas,  the  other 
from  a  competitor — tied  each  in  a  knot 
and  tossed  them  into  a  tankful  of  water. 
But  Farmer  was  always  careful  to  leave  the 
knot  looser  on  his  towel  so  that  it  sank 
faster,  according  to  his  autobiography,  Rags 
to  Riches  (Orange  Frazer  Press,  2004). 
Early  on  Richard  recognized  that  growth 
lay  in  uniform  rentals;  that  insight  helped 
sales  zoom  from  $300,000  in  1959  to 
$847,000  in  1963. 

Over  the  next  30  years  Cintas  acquired 
more  than  220  companies,  improving 
operations  and  cutting  costs.  Farmer  hired 
college-educated  managers  and  built  a  sales 
organization  that  paid  drivers  and  sales- 
men handsome  commissions.  A  good 
driver  could  earn  $75,000.  Farmer  also 
made  product  improvements — he  started 
offering  work  wear  with  fabrics  that  resis- 
ted wrinkles  and  stains.  By  2003  Cintas  had 
30%  of  the  commercial  laundry  and  uni- 
form market,  says  market  researcher  IBIS 
World.  For  some  of  that  surge  Scott,  who 
joined  the  company  in  1981  and  became 
chief  executive  in  2003,  can  take  credit.  He 
introduced  the  first  catalog  of  work  wear 
in  1991;  sales  are  now  $510  million. 

Today  Cintas  is  trying  to  stay  on  top, 
partly  with  technology.  Its  drivers  now 
have  handheld  Dell  computers  with  touch 
screens  to  record  orders,  price  changes 
and  payments.  But  its  plants — even  the 
one  in  Milford,  Ohio,  built  in  1997 — are  a 
bit  behind  the  high-tech  curve.  Big  black 
bags  holding  250  pounds  of  dirty  cover- 
alls and  uniforms  are  dumped  from  a  rail 
system  overhead  into  450-pound  steel 
washers  big  enough  to  scrub  a  small  rhino. 
Once  the  laundry  is  cleaned  and  dried,  it 
still  has  to  be  hand-sorted.  Workers  earn- 
ing $8  to  $13  an  hour  scan  each  item  using 
bar-code  labels — sewn  by  Cintas  into  the 
garment — to  find  out  whose  laundry  has 
just  been  cleaned.  Cintas  executives  say 


they  are  waiting  for  the  next  generation  of 
RFID  chips,  with  customer  information 
embedded  in  garments,  to  further  auto- 
mate the  process.  That  step  is  years  away. 

Meantime  the  compulsion  to  get  new 
business  has  sometimes  driven  Cintas  to 
extremes.  For  years  it  tried  to  get  the  multi- 
million-a-year  account  supplying  uniforms 
to  McDonald's  North  American  outlets. 
The  fast-food  chain  kept  demurring,  in 
favor  of  Terry  Manufacturing,  a  minority 
contractor  in  Roanoke,  Ala.  In  2000  Cintas 
invested  $5.4  million  for  49%  of  a  joint 
venture  with  Terry  that  was  licensed  to 
supply  the  uniforms.  But  a  lawsuit  filed  in 
2004  by  a  federal  bankruptcy  trustee  in 
Alabama  alleges  that  the  joint  venture  kept 
no  accounting  records,  had  few  assets,  held 
no  board  meetings  and  routinely  diverted 
sales  to  Terry  and  Cintas.  At  year-end  2002 
Terry  reported  a  net  worth  of  $26.2  mil- 
lion. Months  later  it  was  insolvent.  In  July 
2003  Terry  Manufacturing  declared  bank- 
ruptcy, sparking  more  than  200  claims 
from  creditors,  who  alleged  losses  of  $100 
million — and  investigations  by  the  FBI,  the 
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IRS  and  the  U.S.  Department  of  Labor. 

Proprietors  Rudolph  and  Roy  Terry 
were  accused  of  living  a  "champagne 
lifestyle"  with  company  assets — from  jun- 
kets to  Las  Vegas  and  sports  skybox  rentals 
to  purchasing  millions  of  dollars'  worth  of 
real  estate  in  Jamaica.  Roy  Terry  pleaded 
guilty  in  June  2005  to  several  counts  of 
fraud  and  one  count  of  embezzlement  from 
an  employee  benefit  plan  and  received  6V2 
years  and  $31  million  in  restitution.  His 
brother  Rudolph  pleaded  guilty  last  April  to 
one  count  of  conspiracy  to  defraud  the  U.S. 
and  will  spend  41  months  in  prison  and 
pay  $5.5  million  in  restitution.  Scott  Farmer 
and  other  Cintas  executives  are  accused  by 
the  bankruptcy  trustee  of  preparing  bogus 
financial  statements,  violating  their  fiduci- 
ary duties  and  "conspiring"  with  Terry 
Manufacturing  to  deceive  creditors.  If  the 
charges  stick,  Cintas  might  have  to  pay  $50 
million  in  compensatory  damages  and 
$100  million  in  punitive  damages.  No  court 
date  has  been  set. 

"We  don't  agree  with  their  position," 
says  Scott  Farmer  of  the  trustee.  "And 
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nobody  from  our  side  did  anything 
wrong."  Cintas,  he  continues,  lost  $4.3  mil- 
lion on  the  joint  venture  after  selling  its 
interest  back  to  the  Terrys. 

Small  charge,  small  change.  The  most 
frequent  criticism  of  Cintas— from  for- 
mer customers,  salespeople  and  drivers — 
is  that  the  company  nickel-and-dimes 
everyone  to  death.  In  the  2002  case  set- 
tled in  Alabama,  Cintas  was  accused  of 
overcharging  480,000  customers  $5  to  $7 
a  week  in  environmental  fees.  Penny-ante 
stuff  on  an  epic  scale,  amounting  to  an 
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alleged  $175  million  a  year.  Today  the 
company  has  700,000  customers. 

Former  Cintas  salesmen  say  they  were 
trained  to  push  unnecessary  and  excessive 
amounts  of  products  and  services  and 
given  financial  incentives  to  persuade  cus- 
tomers to  sign  a  five-year  contract  for,  typ- 
ically, $25  to  $100  a  week.  Onetime  drivers 
say  they  were  pressed  to  tack  on  extra  serv- 
ices when  they  delivered  fresh  uniforms 
and  supplies  each  week,  and  to  raise  prices 
incrementally  until  the  customer  caught 
on.  When  clients  try  to  end  their  contracts 


"Companies  our  size  are  going  to  have 
some  disgruntled  customers.  The  bigger 
story  is  that  most  customers  are  happy/1 


early,  Cintas  calls  their  attention 
to  the  binding-arbitration  clause 
dictated  in  the  contract. 

The  company  declines  to 
comment  on  most  individual 
complaints.  All  Cintas  employ- 
ees, says  spokeswoman  Pamela  J. 
Lowe,  must  sign  a  statement  that 
they  agree  to  the  company's  code 
of  conduct;  all  managers,  she 
says,  go  through  ethics  training. 
Sales  reps  are  supposed  to  con- 
duct satisfaction  surveys  within 
48  hours  of  signing  new  accounts 
and  to  check  in  periodically 
throughout  the  year. 

Some  cases  slip  through  the 
cracks.  A  salesman  from  the  Cor- 
pus Christi,  Tex.  plant  got  Rene 
Casas,  39,  owner  of  an  oil  and  gas 
construction  company,  to  sign 
one  contract,  only  to  ask  Casas' 
plant  manager  to  sign  another  on 
the  same  date.  There  was  one 
difference  between  the  two  doc- 
uments: a  stipulation  in  the  plant 
manager's  version  saying  Casas 
would  have  to  buy  the  special 
fire-retardant  uniforms  for  his  85 
workers  if  he  ever  decided  to  quit 
Cintas.  Now  Casas  wants  to  do  just 
that,  and  Cintas  filed  suit  against 
his  business  in  mid-November 
for  $33,525,  the  claimed  value  of 
the  uniforms.  "This  is  just  uneth- 
ical," Casas  says.  Once  they've  got  you,  I 
guess  they  expect  you  to  be  their  customer 
forever." 

Timothy  Dziekonski,  31,  an  auto  shop 
owner  in  Unionville,  N.Y.,  signed  a  Cin- 
tas contract  after,  he  says,  being  reassured 
by  a  salesman  that  it  would  be  a  nonbind- 
ing  agreement.  Instead  of  collecting  a  sig- 
nature in  person,  Dziekonski  says,  the 
salesman  faxed  the  first  page  of  the  agree- 
ment to  be  sent  back  signed  but  never 
sent  the  second  page,  which  detailed  the 
five-year  commitment.  David  Levy,  a 
former  Cintas  salesman  in  San 
Diego,  said  similar  high-pressure 
tactics  are  not  uncommon.  "We 
were  told  never  to  call  it  a  'con- 
tract,'" he  recalls.  Dziekonski  got 
out  of  his  contract  eight  months 
into  it,  after  sending  Cintas  a  cer- 
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tified  letter  of  complaint  and  hearing 
nothing  back. 

Some  customers  give  in  after  a  strug- 
gle. Jose  Vargas,  an  alignment  and  suspen- 
sion repair  shop  owner  in  San  Francisco, 
says  he  found  that  Cintas  failed  to  credit 
six  checks  he  sent  them,  totaling  $1,000. 
The  accounting  department,  he  says, 
claimed  it  never  received  the  payments, 
but  Vargas'  bank  records  show  the  checks 
were  cashed  and  stamped  by  Cintas. 
Angry,  Vargas  tried  to  end  his  contract 
early,  but  Cintas  demanded  he  pay  $4,045 
to  cover  the  rest  of  his  five-year  contract. 
After  his  lawyer  contacted  a  Cintas  plant 
manager,  that  sum  dropped  to  $108.  "I 
didn't  owe  them  anything,"  says  Vargas, 
who  nevertheless  paid  the  money.  "I  just 
wanted  to  get  it  over  with  and  move  on." 

Spokeswoman  Lowe  insists  such  cases 
are  the  exception.  Cintas'  retention  rate  is 
92%;  two-thirds  of  all  its  customers,  she 
claims,  are  highly  satisfied.  "Companies  our 
size  are  going  to  have  some  disgruntled 
customers,"  Lowe  says.  "The  bigger  story 
is  that  most  of  our  customers  are  happy." 

But  some  former  employees  argue  that 
gouging  was  standard  practice.  Ex-drivers 
Anthony  P.  Pianelli  and  Phillip  Gemmati 
say  they  were  pressured  to  raise  revenues  at 
least  50%  per  year  at  the  West  Palm  Beach, 
Fla.  office.  Other  ex-drivers  confirm  it  was 
in  their  interest  to  do  so:  The  more  items 
or  service  charges— like  $3.50  to  change 
toilet  paper— drivers  added  to  the  bill,  the 
higher  their  paychecks.  To  get  add-ons  past 
customers,  Pianelli  and  Gemmati  say  they 
forged  signatures,  got  lower-level  clerks  to 
sign  the  invoice — even  distracted  the  cus- 
tomer from  looking  at  the  bill.  "We  would 
talk  about  football  or  something  to  take 
their  mind  off  the  bill,"  Pianelli  recalls.  "If 
the  customer  bitched,  we  were  told  to  take 
it  off  the  bill  . . .  most  never  noticed  they 
were  getting  screwed  by  Cintas." 

The  West  Palm  Beach  office  had  an  un- 
usual way  of  recording  lost  business,  accord- 
ing to  Gemmati.  When  a  customer  canceled 
a  $550-a-week  account,  it  was  recorded  as  "no 
service"  on  the  books.  Then  the  account 
would  gradually  be  reduced,  first  to  $250  per 
week,  then  $125  and  so  on  until  it  was  writ- 
ten off  as  a  $50  loss.  The  lost  account  was 
booked  at  $50  instead  of  $550,  making  every- 
one look  better.  Gemmati  claims  this  was 


done  with  about  $150,000  in  accounts  he 
handled.  "My  conscience  couldn't  live  with 
it  anymore,"  says  Gemmati,  who  quit  in  2004 
to  found  Uniform  Cost  Solutions,  which  ad- 
vises companies  on  how  to  save  money  on 
their  uniform  rentals  and  laundry  bills. 

Drivers  were  pushed  so  hard  to  drum 
up  new  business  and  bring  in  more  sales 
that  they  often  worked  more  than  40 
hours  a  week.  They  made  commissions  on 
sales,  but  Cintas  didn't  always  pay  over- 
time, a  mistake  that  led  to  two  lawsuits. 
The  first,  filed  on  behalf  of  800  California 
drivers,  alleged  that  Cintas  failed  to  prop- 
erly record  and  compensate  drivers  for 
overtime  and  was  settled  in  2003  for  $10 
million.  Later  that  same  year  a  group  of 
2,400  drivers  from  across  the  nation  filed 
another  class  action  making  similar 
claims.  The  plaintiffs  are  still  awaiting 
class  certification.  Says  Scott  Farmer, 
"Those  [claims],  we  believe,  are  bogus." 

Cintas  is  fully  capable  of  hitting 
back — hard.  Unite  Here,  a  union  repre- 
senting 450,000  members,  has  waged  an 
unsuccessful  four-year  campaign  with 
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the  Teamsters  to  organize  Cintas  work- 
ers. In  2004  Cintas  filed  a  defamation 
suit  after  Unite  issued  a  press  release 
about  a  National  Labor  Relations  Board 
decision,  saying  the  government  had 
found  that  Cintas  had  committed  wide- 
spread violations  of  federal  law.  Cintas, 
claiming  false  characterization  by  Unite, 
says  its  stock  dropped  almost  $5  in 
heavy  trading,  knocking  more  than  $300 
million  off  its  market  cap.  The  lawsuit, 
which  seeks  unspecified  damages,  is  still 
pending  in  state  court  in  Ohio. 

Former  sales  rep  Barbara  Perez  calls 
Cintas  vengeful.  This  summer  she  quit  the 
company's  safety  sales  division  in  Denver 
and  joined  a  competitor,  First  Aid  &  Safety 
2000.  She  says  has  been  repeatedly  fol- 
lowed by  Cintas  managers  when  she  goes 
out  on  sales  calls.  "They  want  to  know 
where  I  am  going,"  she  says.  "A  majority  of 
my  customers  came  with  me  because  they 
just  hated  Cintas  so  much."  Adds  Perez's 
boss,  Safety  2000  owner  Gordon  Elliott:  "I 
told  her  the  next  time  it  happens  to  pull 
over  and  call  the  police."  F 
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Atsutoshi  Nishida  is  steering  Toshiba  in  a  pronounced  direction 
by  buying  the  old  Westinghouse  nuclear  arm  |  By  Tim  Kelly 


CLINCHING  THE  ACQUISITION  OF  NUCLEAR  REACTOR 
maker  Westinghouse  last  month  with  an  okay  by  U.S. 
regulators,  Toshiba  Chief  Executive  Atsutoshi 
Nishida  enjoyed  some  expensive  satisfaction.  Three 
times  hed  had  to  raise  his  bid,  finally  to  $4.2  billion 
for  77%  of  the  unit  of  British  Nuclear  Fuels. 

"To  be  frank,  the  final  price  was  a  little  bit  more  than  we 
expected,"  admits  Nishida,  choosing  his  words  carefully.  Some 
brokerage  analysts  of  the  Japanese  industrial  giant  were  quicker 
and  less  measured  in  their  appraisals. 

Merrill  Lynch  and  Goldman  Sachs  both  cut  their  ratings  on 
Toshiba  to  neutral.  They  fear  that  by  borrowing  billions  for  an 
investment  that  won't  show  any  return  for  at  least  1 5  years,  the 
company  has  left  its  finances  shaky  at  a  time  when  it  must  mar- 
shal resources  to  keep  pace  in  the  viciously  competitive  flash- 
memory-chip  market,  a  business  that  accounts  for  half  of 
Toshiba's  $2  billion  in  earnings  before  interest  and  taxes.  Toshiba 
ranks  fourth  behind  Intel,  Samsung  Electronics  and  Texas 
Instruments  in  revenue  from  semiconductors. 

But  there  is  more  to  62-year-old  Nishida's  reach  than  price 
alone.  Toshiba  had  to  extend  itself  because  Marubeni,  the  big 
trading  firm,  backed  out  late  in  the  bidding  from  taking  20%  of 
the  purchase.  That  added  $1.1  billion  to  Nishida's  tab. 

For  a  sprawling  industrial  entity  that  makes  everything  from 
washing  machines,  PCs  and  medical  scanners  to  mobile  phones, 
DVD  players  and  elevators,  this  may  not  be  a  bet-the-company 

move.  But  Nishida  must  figure  he  needs   ,  

to  stay  in  a  business  that  is  now  bringing 
in  less  than  $2  billion  of  the  company's  $55 
billion  in  annual  sales  and  is  seeing  a  sun- 
set of  reactor  building  in  Japan.  Indeed, 
he  says  as  much — "There's  no  alternative 
except  for  buying" — in  an  interview  in 
Toshiba's  capacious  executive  suite  over- 
looking Tokyo  Bay. 

Toshiba's  stock  has  been  flat  for  ten 
months,  and  since  taking  over  last  year 
Nishida  has  been  moving  the  pieces  around. 
In  September  he  sold  Toshiba's  stake  in  a  U.S. 
maker  of  sealants  and  adhesives,  GE  Toshiba 
Silicones,  to  private  equity  firm  Apollo 
Management,  and  this  month  he  arranged 
to  spin  off  semiconductor  wafer  maker 
Toshiba  Ceramics  in  a  management  buyout 
financed  by  the  Carlyle  Group.  Those  sales 
will  net  Toshiba  about  $  1  billion,  according 
to  Nishida.  He  is  continuing  his  predeces- 
sor's slow  distancing  of  Toshiba  from  the 
home  appliance  market. 

There  are  big  decisions  to  be  made  in 
the  barely  profitable  consumer  electronics 
lines.  The  era  when  Japan's  consumer  elec- 
tronics giants  strode  the  globe  unmolested 
is  over,  and  it's  going  to  get  tougher  as 
more  Korean  and  Chinese  rivals  take 


them  on  with  cheaper  products.  But  with  Westinghouse,  possi- 
bilities loom  to  more  than  triple  nuclear-plant  revenue  in  the 
next  decade,  in  such  places  as  energy-hungry  China  and  India. 
Who  knows,  maybe  the  U.S.  will  become  so  worried  about  car- 
bon in  the  air  that  it  will  once  again  embrace  nuclear  power. 

The  profit  payoff  from  Westinghouse  is  probably  a  long  way 
off.  In  the  meantime  Toshiba  must  contend  with  a  debt-to-equity 
ratio  of  123%  at  the  end  of  September.  Nishida  promises  that  this 
number  will  fall  to  110%  by  Mar.  3 1 . 

Fusako  Nagao,  a  credit  analyst  at  rating  agency  Standard  & 
Poor's,  points  out  the  balance-sheet  risk  for  a  company  whose 
memory-chip  business  must  live  with  constantly  falling  prices. 
"If  the  price  of  NAND  flash  [NAND  refers  to  circuit  logic]  drops 
40%  to  50%  on  an  annual  basis,  probably  Toshiba  can  manage. 
If  the  decrease  is  more  than  that,  and  it  continues  for  a  long 
time,  cash  flow  will  be  lower  than  their  expectation,"  she  warns. 

Nagao  put  Toshiba  on  a  credit  watch  during  the  expensive 
hunt  for  Westinghouse.  She  affirmed  Toshiba's  BBB  rating  in 
October  but  stuck  with  her  negative  outlook  on  the  company. 
Toshiba,  on  Nov.  15,  revealed  its  long-term  financing  plan  for  the 
Westinghouse  purchase  after  $3.4  billion  in  short-term  bank 
loans  from  Sumitomo  Mitsui  and  Mizuho  expire  at  the  end  of  the 
year.  It  includes  $860  million  in  unsecured  bonds  with  maturi- 
ties ranging  from  four  to  ten  years  at  interest  rates  of  1.4%  rising 
to  2.2%.  A  further  $2.14  billion  will  be  long-term  bank  borrow- 
ing, with  the  remainder  financed  by  cash  on  hand.  Nishida  has 
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ruled  out  any  additional  share  offering. 

Yet  even  the  watchful  analysts  concede  that  Toshiba  crucially  needs 
a  source  of  sales  and  profit  growth  to  help  keep  it  among  the  worlds 
heftiest  corporations  (it  was  No.  326  on  this  year's- FORBES  Global 
2000  list).  The  company  expects  earnings  before  interest  and  taxes 
at  its  digital  products  unit— now  41%  of  revenues— to  shrink  by  a 
quarter  to  $128  million  in  the  year  that  ends  next  Mar.  31. 

Some  investors  applaud  Nishida's  costly  purchase  of  Westing- 
house.  "There  wasn't  going  to  be  a  chance  like  this  again.  It  was 
make  or  break,"  says  Akihide  Kinugawa,  who  helps  manage  $3.4 
billion  for  T&D  Asset  Management  in  Tokyo.  Masato  Degawa,  head 
of  investment  at  Societe  Generale  Asset  Managements  unit  in  Japan, 
agrees.  "It's  a  good  move,  as  it  shows  their  intention  to  focus  on 
their  core  competence,"  he  offers.  "Toshiba  is  not  likely  to  remain 
as  a  consumer  electronics  name,  but  I  am  optimistic  that  they  will 
survive  as  a  heavy  electrical  machin- 
ery producer." 

Nishida's  deal  is  also  spurring 
Toshiba's  home  rivals  to  seek  their 
own  foreign  partnerships.  Hitachi, 
better  known  for  its  DVD  players 
and  flat-panel  television,  on  Nov.  13 
inked  an  agreement  with  General 
Electric  that  will  see  the  two  com- 
panies combine  their  nuclear  plant 
businesses  next  year.  Thus  do  the 
Japanese  giants  continue  a  decades- 
old  duel  between  two  nuclear  plant 
designs:  the  boiling-water  reactor 
that  applies  heat  from  fission  directly 
to  the  making  of  steam  to  drive  the 
turbines,  and  the  pressurized-water 
reactor  that  inserts  a  loop  of  high- 
pressure  water  to  transfer  the  heat. 
Toshiba  sells  a  boiling-water  reactor  in  Japan,  but  GE  and  Hitachi 
are  the  main  proponents  of  this  approach;  between  them  they  were 
involved  in  63  of  the  95  boiling- water  reactors  currently  in  opera- 
tion around  the  world.  Westinghouse  is  the  prime  mover  behind 
the  pressurized-water  design. 

But  at  this  point  the  alliances  could  get  complicated.  Mitsubishi 
Heavy  Industries,  Japan's  biggest  machinery  maker  and  a  leading 
defense  contractor,  sells  a  pressurized-water  reactor  based  on  a  West- 
inghouse design  and  may  enlist  GE  to  help  sell  that  reactor.  Mit- 
subishi, meanwhile,  is  teaming  up  with  France's  Areva  to  develop 
a  new  generation  of  reactors. 

Keep  your  friends  close  and  your  enemies  closer.  Nishida  says 
he  may  invite  Mitsubishi  Heavy  to  join  it  in  Westinghouse  by  sell- 
ing it  the  stake  that  Marubeni,  to  Nishida's  continued  annoyance, 
turned  down.  Other  minority  partners  are  Shaw  Group,  a  Baton 
Rouge,  La.  piping  system  maker,  and  Ishikawajima  Harima  Heavy 
Industries,  a  Japanese  machinery  maker. 

Nishida  may  be  Toshiba  to  the  core,  having  joined  the  com- 
pany in  1975,  but  his  background  is  not  that  of  the  ordinary 
corporate  lifer.  A  scholar  of  Western  political  thought  who 
speaks  English,  German  and  Farsi  (his  wife  is  Iranian-born),  he 


Rendering  of  the  future  Westinghouse  AP1000  reactor. 


was  initially  headed  for  an  academic  career  but  took  a  corporate 
turn.  As  senior  vice  president  of  Toshiba  Europe,  he  marked 
himself  out  as  a  risk  taker.  Back  then  Toshiba  had  just  developed 
the  world's  first  laptop.  Doubtful  that  the  machine  would  sell  and 
unable  to  persuade  software  makers  to  put  their  programs  on 
smaller  floppy  disks  that  would  fit  into  the  smaller  drives,  execu- 
tives then  running  Toshiba  decided  to  scrap  the  whole  project.  A 
cocky  Nishida  refused  to  accept  that  decision.  Three  months  of 
pleading  phone  calls  from  his  office  in  Germany  to  his  bosses  in 
Tokyo  got  them  to  relent  and  let  him  sell  the  laptops — weighing 
in  at  9  pounds — in  Europe.  Notebooks  eventually  turned  into  a 
huge  business — the  industry  moves  50  million  a  year — but 
profits  are  hard  to  come  by  nowadays. 

A  still  bold  Nishida  is  sure  his  bet  on  Westinghouse  will  pay 
off,  too,  and  he  gives  two  reasons.  To  begin  with,  nuclear  energy 

is  back  in  fashion.  Utilities  are 
plugging  it  as  the  only  way  to  get  a 
lot  of  electricity  without  filling  the 
atmosphere  with  carbon  dioxide. 
Many  nations  see  it  as  the  best 
way  to  cut  reliance  on  overseas  oil 
and  gas. 

Second,  Westinghouse  is  bet- 
ter placed  than  any  other  com- 
pany to  tap  that  prospective 
demand  in  the  U.S.  Its  API 000  is 
the  only  one  of  a  new  generation 
of  cheaper  and  safer  reactors  to  be 
certified  by  the  U.S.  Nuclear  Reg- 
ulatory Commission.  In  China 
authorities  are  said  to  favor  the 
pressurized  technology. 

Stephen  Tritch,  Westinghouse's 
chief  executive,  figures  that  by  2020 
as  many  as  31  nuclear  plants  will  be  built  in  the  U.S.,  adding  to  the 
103  now  in  operation  that  supply  a  fifth  of  America's  electricity.  The 
last  nuclear  plant  to  come  on  line  in  the  U.S.  was  the  Watt's  Bar  re- 
actor in  Tennessee,  a  decade  ago. 

China  is  planning  at  least  20  new  nuclear  plants  by  2020.  West- 
inghouse has  had  bids  out  for  4  reactors  since  early  2005.  "We  ex- 
pect a  decision  by  the  end  of  the  year,"  says  Tritch  from  his  base 
in  Pittsburgh,  Pa.  Beyond  China  and  the  U.S.  "the  world  is  the 
limit,"  he  enthuses,  citing  India,  South  Africa  and  Turkey  as  all 
being  potentially  lucrative  markets  for  U.S.  and  European  reactor 
makers.  (India  still  awaits  final  U.S.  congressional  okay  of  the  atomic 
power  deal  reached  by  President  Bush.) 

Despite  couching  the  acquisition  as  necessary  to  sustain 
Toshiba's  nuclear  presence,  Njshida  for  the  time  being  seems  con- 
tent to  leave  Tritch  alone  to  get  on  with  marketing  the  API 000. 
The  synergies  will  initially  come  in  maintenance  operations,  with 
Toshiba  engineers  likely  to  service  Westinghouse  reactors.  West- 
inghouse will  also  provide  an  outlet  for  sales  of  turbines  and  other 
power-plant  equipment. 

Nishida  concludes  his  defense  of  the  big  purchase  with  a  slo- 
gan: "Risky  but  not  reckless,  this  is  my  policy'  F 
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■    i        i       Indian  economy 

I  I  |— —  grew  at  a  blistering 

I  L  pace    of  8.9% 

during  the  first  quarter  of  the  current 
financial  year  (April-June,  2006), 
despite  the  enormous  problems 
confronting  this  nation  of  1.1 
billion  people. 

The  United  Progressive  Alliance 
(UPA)  government,  led  by  Prime 
Minister  Manmohan  Singh,  has  battled 
international  terrorism,  growing  domes- 
tic militancy,  rising  oil  prices,  infrastruc- 
ture bottlenecks,  floods,  droughts,  anti- 
reformists  both  within  and  outside  the 
government,  and  a  host  of  other  crises 
that  could  have  crippled  any  economy. 

Yet,  despite  these  persistent 
problems,  the  Indian  economy  has 
stayed  its  course,  with  the  gross  domes- 
tic product  (GDP)  averaging  8.1%  over 
the  past  three  years,  making  it  the 
second-fastest  —  after  China  — 
economy  in  the  world  among  the  top 
20  nations. 

But  Singh,  who  as  finance  minister  in 
1991  initiated  landmark  reforms  in  what 
was  until  then  a  dirigiste  economy,  is 
determined  to  push  ahead  at  an  accel- 
erated pace.  He  also  has  an  able  team 
that  includes  Finance  Minister 
P.  Chidambaram  and  Planning 
Commission  Deputy  Chairman  Montek 
Singh  Ahluwalia.  "While  a  growth  rate 
averaging  3%  is  certainly  a  matter  of 
considerable  satisfaction,  I  do  believe 
we  can  and  we  must  do  even  better,"  he 
notes.  "If  we  have  to  make  a  decisive 
impact  on  mass  poverty  and  provide 
productive  employment  for  our  young 
population,  we  must  further  accelerate 
the  pace  of  growth  to  9%  and  10% 
per  annum." 

RUNNING  HARD 

The  premier  believes  that  "a  growth  rate 
in  the  vicinity  of  10%  is  not  impossible  to 
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achieve."  He  also  admits  that  it  will  not 
happen  automatically.  "We  will  need  to 
run  hard  just  to  stay  where  we  are. 
Maintaining  a  growth  rate  of  8%  would 
need  continual  improvements  in  our 
policy  regime.  To  raise  it  further  to  9% 
and  10%  would  require  additional 
sustained  efforts  to  boost  our  agricul- 
tural and  manufacturing  growth." 

One  of  the  biggest  challenges 
facing  the  Indian  economy  is  inade- 
quate infrastructure,  which  provides 
investors  with  tremendous  opportunities 
in  building  new  roads  and  highways, 
power  plants,  ports  and  airports,  and 
satellite  cities  and  urban  hubs.  Singh 
estimates  that  India  will  need  $320 
billion  in  investments  in  infrastructure  by 
2012,  almost  double  what  had  been 
estimated  earlier. 

Unlike  in  the  past,  both  federal  and 
regional  governments,  political  parties 
and  even  ordinary  citizens  have  come  to 
realize  that  the  best  way  to  achieve 
world-class  infrastructure  is  by  adopting 
the  "Public/Private  Partnership"  route; 


the  state  contributes  to  equity  by  provid- 
ing land  and  granting  tax  and  other 
concessions,  while  private  (including 
international)  companies  bring  in 
the  funds. 

BUILDING  INFRASTRUCTURE 

Infrastructure  development  is  expected 
to  fuel  GDP  growth  over  the  next 
decade,  just  as  the  services  sector  has 
contributed  to  the  rapidly  expanding 
economy  over  the  past  few  years.  The 
fastest-growing  sectors  of  the  Indian 
economy  are  in  the  services  segment  — 
information  technology  and  IT-enabled 
services,  financial  services,  tourism  and 
aviation,  telecommunications,  entertain- 
ment, media,  healthcare  and  retail. 

The  services  sector  accounts  for 
over  half  the  country's  GDP  of  $750 
billion,  while  agriculture's  share  is 
declining  rapidly.  Besides  earning 
much-needed  foreign  exchange,  the 
services  sector  has  also  resulted  in  the 
creation  of  hundreds  of  thousands  of 
new  jobs.  India's  outsourcing  industry  is 
expected  to  get  nearly  half  of  the 
expected  $1 10  billion  in  offshoring  work 
over  the  next  four  years,  which  could 
result  in  nearly  10  million  new  jobs. 

The  setting  up  of  massive  new 
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special  economic  zones  across  the 
country  will  also  lead  to  hundreds  of 
thousands  of  new  manufacturing  and 
service  sector  jobs.  India's  exports  have 
already  crossed  the  $100  billion  mark, 
and  the  creation  of  these  special  zones 
will  boost  exports  further.  Software  and 
services  exports  alone  are  expected  to 


fetch  the  country  $60  billion  in  just 
four  years. 

The  world's  largest  democracy  has 
managed  to  raise  its  economic  profile 
without  sacrificing  much  on  the  political 
front.  Even  the  left-ruled  state  of  West 
Bengal  is  pushing  aggressively  ahead 
with  economic  reforms,  though  the 


Communist  parties  that  back  the  UPA 
government  at  the  center  oppose  liber- 
alization of  the  economy.  Ultimately, 
India's  vibrant  democracy  will  stand  it  in 
good  stead  as  it  gears  up  to  leapfrog 
into  the  next  phase  of  economic  growth 
and  hopes  to  catch  up  with  the  likes 
of  China. 
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V  V  /  \  baby  boomers 
from  America  had  their  first  exposure  to 
India  as  they  headed  for  the  Himalayas 
in  search  of  spiritual  bliss  and  other 
esoteric  experiences.  Nearly  half  a 
century  later,  as  graying  baby  boomers 
retire,  quite  a  few  are  seeking  to  revive 
those  memories  as  they  return  to  a 
country  that  has  emerged  as  one  of  the 
most  sought-after  tourism  destinations 
in  the  world. 

As  a  growing  number  of  American 
tourists  visit  India,  the  U.S.  is  set  to 
replace  the  United  Kingdom  as  the 
single  largest  source  of  foreign  visitors 
to  the  subcontinent.  Says  Amitabh 
Kant,  joint  secretary  at  the  Federal 
Tourism  Ministry:  "American  tourists  are 
big  spenders,  and  on  average  stay  for 
14  to  15  days  in  India.  By  next  year, 
earnings  from  American  visitors  will 
overtake  those  from  Britain,  and  shortly 
thereafter,  the  U.S.  will  emerge  as  the 
biggest  market  for  us." 

The  Indian  Tourism  Ministry,  which 
has  launched  special  campaigns 
focused  on  Yoga,  Ayurveda  (an  ancient 
Indian  system  of  medicine)  and  spiritu- 
ality in  the  U.S.  market,  reports  an 
overwhelming  response  from 
Americans  seeking  such  alternatives. 

Of  course,  it  is  not  just  the  aging 
baby  boomers  that  are  on  the  radar  of 
tourism  officials  in  India,  who  are  also 
highlighting  the  country  as  an  adven- 
ture destination  for  younger  Americans. 
White-water  river  rafting  in  the  northern 
state  of  Uttaranchal,  mountaineering, 
rock  climbing,  trekking  and  para- 
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gliding  in  the  Himalayas  and  the 
Western  Ghats,  snow-skiing,  scuba 
diving  and  camel  and  elephant  safaris 
are  among  the  adventure  sports  that 
are  being  promoted  among  tourists. 

According  to  Federal  Tourism 
Minister  Ambika  Soni,  the  government  is 
also  encouraging  other  offbeat  aspects, 
such  as  tea  tourism  (where  visitors  can 
taste  tea  at  sprawling  estates  in  eastern 
and  southern  India)  and  river  tourism. 
The  minister  notes  that  the  government 
is  also  liberalizing  visa  norms.  India 
plans  to  offer  long-term,  multiple-entry 
visas  —  ranging  from  five  to  ten  years  — 
for  tourists,  besides  introducing  a  "visa 
on  arrival"  scheme. 

India's  tourism  industry  has  been  on 
a  roll  for  the  past  few  years  During  the 
first  nine  months  of  2006,  for  instance, 
3.06  million  foreign  tourists  visited  India, 
versus  2.7  million  in  the  same  period 
last   year.    A   record   3.92  million 


foreigners  visited  India  in  2005  —  a 
growth  of  13.2%  —  spending  $5.73 
billion  in  the  country.  Foreign  exchange 
earnings  ballooned  by  over  20%. 

Says  Kant,  joint  secretary,  Federal 
Tourism  Ministry:  "We  expect  the  indus- 
try to  grow  by  at  least  15%  every  year 
for  the  next  five  to  six  years. 
International  and  domestic  hotel  majors 
and  tour  operators  are  also  bullish 
about  growth." 

Inadequate  tourism  infrastructure 
has  been  a  problem  in  India,  but  things 
are  changing  for  the  better.  Tourism 
Minister  Soni  points  out  that  35  world- 
class  airports  are  coming  up  across  the 
subcontinent. 

Both  Indian  and  international 
investors  are  investing  billions  of  dollars 
in  new  transport  projects  in  all  the  major 
cities.  Driving  across  the  subcontinent 
and  visiting  the  fabulous  monuments, 
ancient  cities,  modern  metropolises, 
beaches  and  mountain  resorts  will  soon 
be  a  fascinating  experience  for  visitors. 
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Wind  energy  is  the  'No  Fuel'  energy.  And  Suzlon  is  the  world's  5th  largest  manufacturer  of  wind 
turbines.  Suzlon  is  also  a  firm  believer  in  the  power  of  the  environment,  it's  precious  nature  and 
the  ever-growing  need  to  nurture  it.  Our  contribution  in  this  direction  is  wind  energy  that  is 
sustainable,  renewable.  And  above  all,  environment-friendly. 


Global  Headquarters:  Suzlon  Energy  Ltd .  5th  Floor.  Godtej  Millenium.  9.  Koregaon  Park.  Pune  -  411  001,  India  Tel  *91  -20  40122000.  Fax>91  -20-401 22100.  40122200  Website  www  suzlon  com  Email  inlorm,tlion(?suzlon  com 
International  Business  Headquarters:  (Denmark)  Suzlon  Energy  A/S.  Kystvejen  29.  DK  8000  Aarhus  C  Tel  +45  8943  6943  Fax  +45  8943  8942  E-mail  mto@suzlon.dk 
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^  Kumar  Builders 


A   LALITKUMAR   JAIM  ENTERPRISE 


PUNE.MUMBAI. BANGALORE. HYDERABAD 
TOWNSHIP*  IT  PARK  ■  RETAIL-  COMMERCIAL-  SEZ 


Pune  H.O.:  Kumar  Capital,  2nd  Floor,  2413 
East  Street,  Camp,  Pune  411001 
Tel:  +  9  1  -2  0  -  6604  600  1  /2, 2  S350065. 
Mumbai  Office:  Office  No.  7,  Ali  Chambers, 
Nagindas  Master  Road,  Flora  Fountain, 
Mumbai-400023.  Tel:  +91-22-66378480  /81. 
Website:  www.kumarbuilders.com 


NDIA:  EMERGING  NEW  WIND  ENERGY  LEADER 


SUZLON  Energy  Ltd, 
India's  leading  wind 
energy  firm,  has  a  signifi- 
cant  international 
presence.  The  company's 
international  business  is 
managed  out  of  Aarhus, 
Denmark,  where  it  has 
established  a  wholly 
owned  subsidiary,  Suzlon 
Energy  A/S.  It  has  design 
and  R&D  teams  and  facil- 
ities in  Belgium,  Germany, 
the  Netherlands  and 
India,  and  is  setting  up  a  new  innovation 
center  in  Denmark  and  an  R&D  center  in 
Finland. 

According  to  Tulsi  Tanti,  chairman, 
the  company  has  projects  at  30 
locations  in  seven  states  in  India  and  the 
U.S.,  and  projects  in  South  Korea  and 
China  are  under  way. 

Suzlon  has  set  up  an  integrated  wind 
turbine  manufacturing  facility  in  Tianjin, 
China,  and  a  wind  turbine  blade 
manufacturing  facility  in  Pipestone, 
Minn.,  in  the  U.S. 

"We  see  China,  Europe,  India,  the 
U.S.  and  their  associated  geographies 
each  becoming  about  25%  of  Suzlon's 
market  —  leading  to  robust  growth  for 
the  company,  sustainable  in  the  long 
term,"  says  Tanti. 

The  company  over  the  years  has 
driven  an  aggressive  backward  integra- 
tion strategy  to  bring  the  various 
elements  of  its  value  chain  under  its 
control.  Suzlon's  acquisition  of  Hansen 
Transmissions  (the  world's  second- 
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largest  wind  turbine 
gearbox  manufacturer) 
bridged  a  gap  in  the 
company's  value  chain. 

"Suzlon  sees  wind 
energy  as  a  big  part  of 
the  solution  to  the  global 
warming  issue,"  notes 
Tanti.  "It  focuses  its  R&D 
efforts  on  establishing 
technology  leadership  to 
drive  down  the  cost  of 
power  from  wind  and 
opening  up  the  market 
for  rapid  expansion.  The  resultant  rapid 
uptake  of  wind  energy  across  the  world 
has  potential  to  make  a  significant 
impact  in  mitigating  climate  change." 

The  company  has  risen  to  the 
position  of  the  world's  fifth-leading  wind 
turbine  manufacturer  in  a  little  over  a 
decade.  It  aims  to  rank  among  the  top 
three  wind  turbine  manufacturers. 

While  driving  aggressively  for  growth 
in  international  markets,  Suzlon  is  also 
focused  on  the  Indian  wind  energy 
market.  India  remains  the  manufacturing 
hub  for  the  company. 

"India  is  one  of  the  emerging  leaders 
of  the  wind  energy  industry,  and  already 
ranks  fourth  in  the  world  in  terms  of  new 
capacity  addition,"  points  out  the  Suzlon 
chairman.  "India  is  driving  to  the 
forefront  of  the  clean  energy  revolution 
by  a  number  of  factors:  a  booming, 
power-hungry  economy;  renewable, 
friendly  policies  and  power  purchase 
agreements,  and  rising  environmental 
awareness." 


BOOMING  REALTY  SECTOR 


INDIA'S  booming  real  estate  sector  has  witnessed  phenomenal  growth  in  recent 
years,  and  property  prices  in  major  cities  have  rocketed.  Two  major  government 
policies  —  the  opening  up  of  the  sector  to  100%  foreign  direct  investment  and 
the  move  to  allow  scores  of  special  economic  zones  (SEZs)  to  be  set  up  in  the 
country  —  have  helped  boost  the  prospects  of  the  sector. 

Pune,  a  buoyant  automobile  and  engineering  hub,  has  experienced  remark- 
able growth  in  recent  years.  Sprawling  new  IT  and  biotech  parks,  SEZs  and 
shopping  malls  and  retail  facilities  are  being  built  at  a  frenetic  pace  in  the  city. 

Says  Lalitkumar  Jain,  chairman  and  managing  director,  Kumar  Builders,  a 
leading  property  developer:  "Globalization  and  the  emergence  of  India  as  a 
leader  in  the  IT  sector  has  seen  the  burgeoning  of  a  middle  class  with  significant 
purchasing  power."  Jain's  firm  is  promoting  Pune's  first  SEZ,  the  Cerebrum, 
which  is  IT-focused.  Kumar  Builders  has  executed  over  100  projects  covering 
about  10  million  sq.  ft.  of  built-up  space. 
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Savings  Scandal 


CATERPILLAR  HAD  A  NIFTY 
idea  for  managing  its  em- 
ployees' 401(k)  assets.  In- 
stead of  bringing  in  an  outside 
investment  firm,  the  bulldozer 
behemoth  set  up  its  own,  the  Pre- 
ferred Group  of  Mutual  Funds. 
Caterpillar  then  funneled  $1.3 
billion  into  it,  charging  workers 
fees  that  were  quite  ample,  if  not 
out  of  line  with  averages  in  the 
mutual  fund  industry:  1.12% 
annually  for  a  value  fund,  1.54% 
for  an  international  growth  fund 
and  so  on. 

After  a  decade  and  a  half  of 
this  arrangement  Caterpillar  this 
year  decided  to  dismande  the 
in-house  shop;  the  assets  will 
presumably  wind  up  with  a  main- 
stream fund  vendor.  In  September 
lawyers  filed  a  class  action  against 
Caterpillar,  charging  that  the  com- 
pany had  used  Preferred  to  profit 
illegally  from  its  employees'  retire- 
ment accounts,  in  violation  of 
federal  law  requiring  that  401  (k) 
plans  must  solely  benefit  workers, 
not  their  companies.  A  Caterpil- 
lar spokesman  denies  wrongdoing 
and  declines  further  comment. 

The  Caterpillar  suit  is  one  of 
several  filed  recendy  accusing  big 
corporations,  including  Boeing, 
Kraft  and  International  Paper,  of 
failing  to  offer  employees  a  fair 
shake  in  their  401(k)  plans. 

The  accusations  in  many  of 
these  suits  are  of  this  nature:  The 
plan  fees  are  too  high,  or  the  fees 
are  buried  deep  in  disclosure  doc- 


Retirement  Rip-Off 

True  or  false:  Your  401  (k)  plan  is  costing  you  more  than  $1f000  a  year. 
If  you  can't  answer  that  question  you're  like  a  lot  of  Americans  | 

By  Neil  Weinberg 
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uments  where  they  are  all  but  impossible  to 
tally  or  are  not  revealed  at  all,  or  the  providers 
are  tainted  by  conflicts  of  interest  or  even 
de  facto  pay-for-play  kickbacks. 

Such  payments  are  at  the  center  of  a 
suit  alleging  that  General  Dynamics  let  its 
outside  401(k)  administrators  secretly 
move  around  assets  to  benefit  themselves 
rather  than  employees.  Northrop  Grum- 
man faces  claims  its  workers  were  charged 
for  active  management  despite  investing 
in  glorified  index  funds  that  should  have 
cost  them  far  less.  Ten  or  so  such  suits,  all 
filed  by  the  same  law  firm  in  St.  Louis, 
Mo.,  depict  the  fees  as  "complicated  and 
confusing"  or  "excessive,  undisclosed,  and 
illegal." 

The  legal  assault  has  sent  shivers 
through  some  parts  of  the  corporate 
world.  "These  suits  are  a  big  deal 
because,  potentially,  they  apply  to  every 
employer,"  says  Gregory  Ash  of  law  firm 
Spencer  Fane  Britt  &  Browne  in  Kansas 
City,  Mo.  He  defends  employers  sued 
under  federal  ERISA  (Employee  Retire- 
ment Income  Security  Act)  rules.  The 
new  cases  "point  out  the  fairly  high 
degree  of  ignorance  about  401(k)  fees," 
says  Ash,  who  has  received  a  sharp  rise  in 
calls  from  firms  suddenly  jittery  about 
plan  liability  since  the  suits  started  pop- 
ping up  this  year. 

Roughly  40  million  Americans,  or 
two-thirds  of  the  private-sector  workforce 
participating  in  a  retirement  plan,  have 
only  a  401(k).  In  1980  that  was  the  case 
for  only  a  fifth  of  workers.  Some  big  com- 
panies get  competitive  bids  for  their 
401(k)  business,  landing  low-cost  funds 
from  Fidelity,  Vanguard  and  other  ven- 
dors. But  subpar  offerings  are  a  common 
problem  at  small  companies,  where  fees 
often  gobble  up  2%  to  3%  of  assets  each 
year.  For  a  worker  investing  in  a  conserva- 
tive blend  of  stocks  and  bonds,  a  2.5%  cost 
wipes  out  a  significant  fraction— perhaps 
half— of  the  real  return  that  can  be 
expected.  "Costs  in  this  industry  are  way 
out  of  line,"  says  Gregory  Carpenter,  chief 
executive  of  Employee  Fiduciary,  a  firm 
that  runs  401(k)  plans  at  a  fraction  of  the 
usual  cost  (see  box,  p.  138). 

Small  businesses  sponsor  the  major- 
ity of  the  nations  650,000  401(k)  plans; 
97%  of  such  plans  have  assets  of  less  than 


$40  million.  Because  of  high  fees  the 
returns  on  this  country's  $2.9  trillion  of 
defined  contribution  assets  lag  behind 
returns  on  traditional  pension  plans  by 
one  percentage  point  a  year,  estimates  the 
Center  for  Retirement  Research  at 
Boston  College.  That  one-point  differ- 
ence equates  to  $29  billion  a  year  in  fees 
that  otherwise  might  have  gone  toward 
retirement  savings. 

Why  don't  employers  shop  around 
for  better  deals?  Partly  because  their  own 


By  the  Numbers 


Paying  Retail 

Even  as  401  (k)  balances  grow  in  size  and 
importance,  fees  remain  high  and  poorly  disclosed. 

$2.9  trillion 

Savings  in  401(k)-type  accounts. 

10/ 

JL  /U  Amount  by  which  401  (k)  fees 
are  estimated  to  exceed  those  of 
traditional  pension  funds. 

$29  billion 

Cost  of  those  excess  fees  to  401  (k)  savers. 

Source:  Center  for  Retirement  Research  at  Boston  College. 


money  is  not  at  stake.  The  company  may 
pick  up  some  recordkeeping  costs,  but 
the  fees  on  the  underlying  funds  are 
almost  always  borne  by  the  workers. 
"Employers  have  a  legal  duty  to  oversee 
401(k)s  with  the  same  care  they  do 
traditional  pensions,  but  the  incentive 
isn't  there  because  employees  bear 
the  brunt  of  the  costs,"  says  Jerome 
Schlichter,  whose  firm,  Schlichter, 
Bogard  &  Denton  of  St.  Louis,  is  pushing 
the  spate  of  recent  suits. 

And  why  don't  workers  squawk — or,  if 
given  choices,  go  for  the  cheapest  funds 
offered?  "Fees  in  these  plans  are  not  trans- 
parent, and  without  transparency  it's  hard 
for  employers  or  participants  to  come  up 
with  low-fee  options,"  says  Alicia  Munnell, 
director  of  Boston  College's  retirement 
research  center. 

Another  problem:  Mutual  funds  peg 
fees  to  account  balances,  which  have 
tripled  in  a  decade.  "The  vast  majority  of 


plan  sponsors  [employers]  have  not 
calculated  and  do  not  know  the  actual 
cost  of  running  the  plan,"  a  U.S.  Labor 
Department  study  group  noted  in  2004. 
"This  'out  of  sight,  out  of  mind'  mentality 
is  particularly  dangerous  in  asset-based 
fee  arrangements,  because  as  the  account 
balances  grow,  so  do  the  fees,  regardless 
of  whether  additional  services  are  pro- 
vided." Officials  now  are  drafting  rules  to 
force  administrators  to  reveal  more 
about  the  fees. 

The  outfits  vying  to  run 
401(k)  plans  often  do  so  by 
offering  them  at  low  or  no  cost 
to  corporations,  only  37%  of 
which  pay  anything  toward  their 
upkeep,  according  to  Deloitte 
Consulting.  Plan  administrators 
then  make  up  the  shortfall  in 
two  ways:  by  quietly  deducting 
various  fees  from  employees' 
accounts;  and  by  charging 
mutual  funds  for  shelf  space  in 
the  plan. 

Marty  P.  VanDriel,  general 
manager  of  TriVan  Truck  Body, 
a  custom  truckmaker  in  Fern- 
dale,  Wash.,  decided  earlier  this 
year  to  set  up  a  401(k)  to  help 
retain  skilled  welders  and  fabri- 
cators in  a  tight  labor  market.  A 
stockbroker  presented  him  with  a  Princi- 
pal Security  Builder  Retirement  Program. 
Principal  Financial  is  the  largest  operator 
of  small-company  401(k)  plans,  with 
30,000  under  management. 

Based  on  the  glossy  brochures  pre- 
sented to  him,  VanDriel  assumed  the 
total  cost  of  the  plan  would  be  total 
employer  fees  of  $500  up  front  and 
$1,500  a  year.  Only  when  he  received  a 
competing  bid  did  he  realize  his  employ- 
ees also  would  pay  top  dollar  for  mutual 
funds  under  Principal's  plan.  Among 
those  listed  was  Alliance  Capital's  Large- 
Cap  Value  fund  at  2.29%  a  year— two 
and  a  half  times  what  a  cheaper  share 
class  costs. 

One  reason  Principal's  401(k)  fees  are  so 
high  is  that,  like  many  such  plans,  they  in- 
clude a  12b-l  commission  for  the  salesman 
and  a  "sub-transfer  agent"  fee  that  fund  firms 
pay  to  Principal.  VanDriel  says  he  didn't  un- 
derstand that  Principal  gets  paid  by  the  fund 
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FIDUCIARY  REVOLUTIONARY 

Employee  Fiduciary  has 
a  dull-sounding  name 
but  a  revolutionary 
business  concept: 
namely,  that  the 
standard  corporate 
401  (k)  is  a  rip-off.  This 
company  aims  to 
fix  that. 

In  the  small-company 
market,  where  insurers 
and  so-called  third-party 
administrators  dominate, 
annual  fees  typically 
run  to  2%  to  3%  of  a 
retirement  account's 
assets.  At  big  employers, 
especially  those  with 
high  per-worker 
balances,  low-cost 
options  are  more 
common,  although 
sometimes  the  worker 
has  to  hunt  to  find  the 
really  cheap  funds. 

Employee  Fiduciary's 
twist  is  twofold.  Instead 
of  charging  asset-based  fees,  the  three-year-old  Mobile,  Ala.  firm  charges 
employers  $25  per  worker,  with  a  $1,500-a-year  minimum  to  cover  operating 
and  regulatory  costs.  Then,  instead  of  herding  participants  into  investments 
it  has  a  financial  stake  in  touting,  it  lets  employers  create  a  menu  from  the 
entire  universe  of  36,000  funds  and  share  classes.  If  they  choose  funds  that 
pay  so-called  1 2b- 1  or  other  commissions  to  those  who  land  them  business, 
Employee  Fiduciary  passes  those  fees  on  to  401  (k)  savers,  too.  The  company 
even  accepts  fiduciary  responsibility  for  plans  it  runs — something  most 
vendors  shun. 

The  fact  that  it  can  do  all  this  at  a  profit,  the  firm  claims,  is  testament  to  the  abysmal 
terms  offered  by  most  other  401  (k)  providers.  "By  selling  on  a  cost-plus  basis,  instead 
of  based  on  how  much  is  invested,  we  can  run  these  plans  at  a  fraction  of  the  usual 
cost  and  still  make  a  nice  profit,"  says  Chief  Executive  Greg  Carpenter. 

Alexander  Macaulay,  a  partner  in  Richmond,  Va.  law  firm  Macaulay  &  Burtch, 
had  himself  and  about  a  dozen  employees  in  a  broker-sold  MFS  plan  that  was 
costing  2.1  %  of  assets  a  year  in  fees.  Macaulay  cut  that  almost  90%,  to  0.24%, 
by  switching  to  Employee  Fiduciary  and  low-cost  index  funds  a  year  ago.  "The 
fees  for  our  old  plan  were  hard  to  figure  out  but  colossal,"  says  Macaulay.  "Until 
recently  we  didn't  think  we  could  do  anything  about  it."  — N.W. 


Greg  Carpenter:  giving  the  little  guys  a  break. 


firms  whose  mutual  funds  it  recommends. 
He  took  a  pass  on  its  plan. 

A  Principal  401  (k)  proposal  submit- 
ted to  a  builder  in  the  Southeast  with  40 
employees  was  headlined  by  a  $1,000 
setup  fee  and  $2,904  flat  annual  charge. 
In  the  small  print  on  another  page  of  24 
"Assumptions"  was  the  fact  that  the  plan 
proposal  doesn't  include  investment 
management  fees.  Another  assumption 
states  "Compensation  scale:  Dep./asset 
100/25  standard  H."  Translation:  The 
selling  broker  will  pocket  1%  of  the 
401  (k)  assets  invested  as  an  upfront  "kill 
fee" — lingo  for  bagging  a  new  account- 
plus  0.25%  a  year  for  the  life  of  the  plan. 
Principal  insists  it  adequately  discloses 
its  fees.  "It  is  our  policy  to  communicate 
the  cost  of  operating  retirement  savings 
plans  to  our  plan  sponsor  clients." 

John  Walton,  who  owns  a  highway  con- 
struction outfit  in  Mobile,  Ala.,  set  up  a 
401  (k)  for  a  few  dozen  employees  four  years 
ago  with  a  large  insurer.  Over  time  the  firm 
withdrew  outside  investment  choices,  such 
as  Janus  and  Oppenheimer,  until  only  its 
own  munial  funds  remained  in  the  plan. 
Walton  eventually  realized  his  workers  were 
paying  nearly  3%  of  assets  a  year  in  expenses 
and  took  his  business  elsewhere. 

"With  all  the  hidden  fees  inside  what 
the  mutual  funds  were  charging,  half  our 
returns  were  going  to  expenses"  he  says. 

Bisys,  a  4()l(k)  and  fund  administrator, 
was  accused  of  misusing  $230  million  in 
fees  from  mutual  fund  investors  by  over- 
charging tor  recordkeeping  services  and 
then  kicking  back  some  of  the  money  to 
27  fund  advisers.  In  September  its  fund- 
services  arm  settled  charges  filed  by  the 
Securities  &  Exchange  Commission, 
agreeing  to  pay  $21  million.  Bisys  and  the 
SEC  declined  to  name  the  fund  advisers. 

As  it  does  with  mutual  funds  outside 
of  retirement  plans,  Bisys  takes  payments 
from  most  fund  firms  in  the  401(k)  plans 
it  sells,  although  it  won't  say  how  much 
and  doesn't  spell  out  the  payments  in  plan 
documents.  Instead,  Bisys  tells  employers 
whose  401(k)  plans  it  runs  that  it  "may 
receive  fees  from  funds."  Employees 
inquisitive  enough  to  dig  through  Bisys' 
401(k)  prospectuses  will  find  the  poten- 
tially compromising  fees  lumped  in  with 
other  administrative  charges. 


Bisys  is  more  explicit  with  sales 
agents.  One  sheet  distributed  to  brokers 
who  sell  its  LinkinSight  401(k)  plan  states 
that  American  Funds  must  make  up  at 
least  60%  of  investment  options.  "Each 
product  manufacturer  constructs  its 
product  to  best  position  itself  to  be  suc- 


cessful in  the  marketplace  and  provide 
value  to  the  plan  sponsor  and  partici- 
pants," Bisys  explains  in  a  written  state- 
ment. Given  that  American  Funds  pays 
for  play  on  Bisys'  401  (k)  menu,  it  is  a  safe 
bet  that  the  arrangement  provides  plenty 
of  value  to  Bisys,  too.  F 
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First  Republic  Bank 

It's  a  privilege  to serve  you® 


"First  Republic  has  been  my  bank  for  almost 
20  years.  I  move  fast  and  they  continue  to 
keep  pace  with  me  and  my  business." 


DAVID  DOUGLASS 

GENERAL  PARTNER,  DELPHI  VENTURES 


PRIVATE    BANKING      •      LENDING      •      INVESTMENT.    BROKERAGE-  &  TRUST 


SAN  FRANCISCO  LOS  ANGELES  SANTA  BARBARA  NEWPORT  BEACH  SAN  DIEGO  LAS  VEGAS  BOSTON  NEW  YORK 
1-800-392-1400  •  www.firstrepublic.com  •  NEW  YORK  STOCK  EXCHANGE  SYMBOL:  FRO  •  MEM  HER  1-D1C  •  EQUAL  HOUSING  LENDER 


Special  Advertising  Section 


From  Strength  to  Strength 


Over  its  ten-year  history,  MSC  (Multimedia  Super  Corridor)  Malaysia  has  become  an 
information  and  communication  technology  (ICT)  hub  for  hundreds  of  multinationals. 


Malaysia's  Cyberview  Lodge  Resort  is  an  idyllic  place.  Rolling 
lawns  give  way  to  swimming  pools  with  large  waterfalls,  and  guests 
in  deck  chairs  sip  drinks  as  palm  trees  wave  in  the  breeze.  While 
Cyberview  Lodge  may  seem  the  farthest  thing  from  a  business 
environment,  it  is  actually  located  in  Cyberjaya,  one  of  the  world's 
most  vibrant  ICT  hubs  in  the  heart  of  Malaysia's  Multimedia  Super 
Corridor  (whose  name  is  now  MSC  Malaysia). 

Since  its  inception  in  1996,  over  900  multinational  companies  have 
flocked  to  MSC  Malaysia  to  focus  on  multimedia  and  communica- 
tions solutions,  products  and  services,  as  well  as  ICT  R&D. 

What  is  now  Cyberjaya  was  little  more  than  palm  oil  plantations 
a  decade  ago,  so  its  growth  is  impressive  and  owes  much  to  solid 
backing  from  the  Malaysian  government  and  Malaysia's  Multimedia 
Development  Corporation  (MDeC).  MDeC  is  a  one-stop  shop  that 
actively  helps  foreign  companies  to  locate  operations  in  MSC 
Malaysia.  After  close  consultations  with  a  prospective  investor,  MDeC 
can  create  customized  investment  packages  designed  to  deliver 
maximum  value.  Major  consultancies  such  as  Deloirte,  McKinsey  and 
A.T  Kearney  have  given  Malaysia  high  marks  as  an  outsourcing 
destination.  A.T.  Kearney  has  made  particular  note  of  MSC  Malaysia's 
world-class  infrastructure  and  incentives  for  companies. 

MSC  Malaysia  continues  to  expand  by  establishing  strategically 
located  cybercities  and  cybercenters  throughout  the  country.  The 


organization's  long-term  objective  is  to  transform  the  entire  nation, 
enhancing  its  global  competitiveness  and  opening  a  wider  pool  of 
skilled  knowledge  workers  for  foreign  investors. 

Malaysia's  commitment  to  ICT  is  exemplified  by  its  selection  as  the 
site  of  the  next  World  Congress  on  Information  Technology  (WCIT), 
which  will  take  place  May  18-22,  2008.  The  biannual  WCIT  is  the 
world's  leading  IT  conference,  convening  2,000  global  senior  leaders 
from  industry,  government  and  academia.  Past  speakers  include  Dell 
Chairman  Michael  Dell,  former  U.S.  Secretary  of  State  Colin  Powell 
and  Microsoft  Chief  Executive  Officer  Steve  Ballmer.  At  WCIT  2006 
in  Austin,  Texas,  the  Malaysian  contingent  was  led  by  Malaysia's 
Prime  Minister,  the  Honorable  Dato'  Sri  Abdullah  Badawi. 

Malaysia's  stable,  business-friendly  government  is  a  primary  driver  of 
MSC  Malaysia's  success.  Another  key  factor  is  the  young,  multilingual 
and  educated  population  that  has  allowed  MSC  Malaysia  to  flourish 
and  become  an  important  service  center  for  many  major  companies. 
Historically,  Malaysia  has  been  a  melting  pot  for  many  cultures:  Malay, 
Chinese,  Indian  and  others.  English,  Chinese  and  Indian  are  widely 
spoken,  and  Malaysia's  94%  literacy  rate  is  among  the  highest  in  the 
developing  world.  Malaysians  are  at  home  with  colleagues  from  the 
world's  most  important  developed  and  developing  economies,  making 
MSC  Malaysia  the  number  one  choice  for  multinational  companies 
seeking  advanced  ICT  development  and  outsourcing  solutions.  ■ 


The  Cyberview  Lodge  Resort  offers  an 
oasis  of  tranquility  to  all  who  visit 
Cyberjaya  in  MSC  Malaysia. 


Celebrating  MSC  Malaysia's  10th  Anniversary  are  (L  to  R.)  Tan  Sri  Abdul  Halim  Ali,  Chairman 

of  MDeC;  Dato'  Sri  Najib  Tun  Razak,  Deputy  Prime  Minister  of  Malaysia;  the  Honorable  Dato'  Shell  is  one  of  many  multinational 

Sri  Abdullah  Badawi,  Prime  Minister  of  Malaysia;  Dato'  Sri  Dr.  Jamaluddin  Jarjis,  Minister  of  companies  that  have  established  ke 

Science,  Technology  and  Innovation;  and  Badlisham  Ghazali,  CEO  of  MDeC.  operations  in  MSC  Malaysia. 


we  welcome  the  world. 


 MALAYSIA— 

Spearheading  Transformation 


MSC  Malaysia  Client  Contact  Centre 

+603  8315  3000 
clic@mdec.com. my 


MSC  MALAYSIA. 
The  difference  between 
good  investment  &■  great  investment 

We  welcome  you  to  the  ideal  environment  for  business  growth  and  expansion. 
Harness  Malaysia's  fundamentals  of  an  attractive  IT  hub  through  MSC  Malaysia  with  world  class  infrastructure  at  3rd  world  cost. 
We  promise  the  freedom  to  move  key  factors  such  as  people,  ideas,  capital  and  equipment. 
Get  connected  to  valuable  opportunities! 

•  Economic  strength  •  Social  &  political  stability  •  Supportive  government  policies 

•  IP  protection  •  Multilingual  talent  •  Developed  infrastructure 


Driving  Transformation 

Ytxir  (  )ne-stof)  super  shop  to  MSC  Malaysia 


www.msc.com.my 


YOU  SEE  HONG  KONG  SKYSCRAPERS. 
WE  SAW  A  GROUND  FLOOR  INVESTMENT  OPPORTUNITY 


Templeton  fund  managers  spot  global  investment  opportunities  others  might  miss. 


I  In  1997,  when  investors  were  worried  about 
TE^.?h~I0N    China's  assuming  control  of  Hong  Kong,  our 

FUNDS  a 

I  fund  managers  had  the  foresight  to  increase 
their  holdings  in  a  Hong  Kong  property  development 
company.  This  smart  move  enabled  our  fund  shareholders 
to  participate  in  the  dynamic  building  boom  that  followed. 

Taking  advantage  of  global  investment  opportunities 
like  this  requires  a  unique  perspective.  One  that  comes 
from  having  offices  in  over  25  countries  and  on-the-ground 
analysts  utilizing  research  techniques  honed  for  over 
50  years. 


For  information  about  how  Templeton's  experience,  expertise 
and  perspective  might  benefit  your  portfolio,  see  your  financial 
advisor,  call  1-800-FRANKLIN  or  visit  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVE®  > 


TEMPLETON  WORLD  FUND 

Overall  Morningstar  Rating™  9/30/06-Class  A' 


★  ★★★ 


Overall 

Out  of  406  U.S.-domiciled  World  Stock  Funds 


Before  investing  in  Templeton  World  Fund,  you  should  carefully  consider  the  fund's  investment  goals,  risks, 
charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's  prospectus,  which  you  can  obtain  from 
your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing.  Past  performance  does  not 
guarantee  future  results. 

Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 
Morningstar  Ratings  measure  risk-adjusted  returns.  The  overall  Morningstar  Rating™  for  a  fund  is  derived 
from  a  weighted  average  of  the  performance  figures  associated  with  its  3-,  5-  and  10-year  (if  applicable) 
rating  metrics. 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


tSource:  Morningstar  9/30/  06.  For  each  fund  with  at  least  a  3year  history,  Morningstar  calculates  a  risk-adjusted  return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance  (including 
the  effects  of  all  sales  charges!,  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  a  Morningstar  Rating™of  5 
stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star.  (Each  share  class  is  counted  as  a  fraction  of  one  fund  and  rated 
separately.)  The  fund  was  rated  against  406, 320  and  145  funds  and  received  Morningstar  Ratings  of  3, 4  and  4  stars  for  the  3-,  5-  and  10-year  periods,  respectively.  Morningstar  Rating™  is  for 
Class  A  shares  only;  other  share  classes  may  have  different  performance  characteristics.  ©2006  Morningstar,  Inc.  All  rights  reserved.  The  information  contained  herein  is  proprietary  to  Morningstar 
and/or  its  content  providers;  may  not  be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete,  or  timely.  Neither  Morningstar  nor  its  content  providers  are  responsible  for  any  damages 
or  losses  arising  from  any  use  of  this  information. 


2007 

Investment 

uide 


Unexpected  angles  to  make  you  wealthy:  That's  what  we  deliver  in  the  2007  Investment 
Guide.  James  M.  Clash  argues  that  long-reviled  large-cap  growth  stocks  finally  will  soar 
(p.  144).  Liz  Moyer  shows  how  you  can  milk  short-sellers  who  borrow  your  stock 
{p.  152).  Want  good  mutual  funds  that  cream  the  market?  Megan  Johnston  has  five  of 
them  (p.  209).  The  hottest  real  estate  plays  these  days:  student  apartments,  Matthew 
Swibel  finds  (p.  186).  Janet  Novack  and  Carrie  Coolidge  give  sound  advice  on  funding 
the  golden  years  in  our  Retirement  Guide  (following  p.  176).  And  we  also  provide  three 
canny  strategies  to  protect  against  resurgent  inflation  (p.  156). 


Stocks  &  Bonds  144  Inflation  Strategies  156 
Retirement  Guide  Real  Estate  186 
Charity  198  International  206 
Mutual  Funds  209  Taxes  214  Flings  222 
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Stocks&Bonds 


Big  Growth 

A-Go-Go 

Since  the  2000  tech  crash,  large-cap  growth 
stocks  have  lagged  their  counterparts  by  historic 
proportions.  Time  to  buy.  By  James  M.  Clash 


i 


BIG  EARNINGS  BOOSTS.  BIG  MAR- 
ket  valuation  increases.  Big 
price/earnings  multiples.  Big  fu- 
tures. That's  what  large  growth 
stocks  are  all  about.  But  these  is- 
sues also  are  big  on  volatility.  They  have  this 
Icarus-like  trait  of  flying  high,  then  plung- 
ing. Lately,  however,  they  are  showing  signs 
of  heading  up  once  again.  If  so,  now  is  a 
good  time  to  get  back  in,  while  large  growth 
shares  are  still  relatively  cheap. 

Of  the  62  different  stock  fund  cate- 
gories that  Lipper  researchers  track,  large- 
capitalization  growth  is  ranked  sixtieth 
over  the  past  five  years,  returning  a  paltry 
average  annual  2.3%.  Compare  this  with 
almost  any  other  fund  area  over  the  same 
period — small-cap  value  (on  the  other 
end  of  the  investing  spectrum)  at  15.3%, 
midcap  value  14%,  even  small-cap  growth 
7.7%.  More  stunning  still:  Of  the  35  differ- 
ent bond  classes  Lipper  has,  including 
munis,  large-cap  growth  has  lost  out  to  all 
of  them. 

To  John  Jostrand,  manager  of 
William  Blair  Growth  Fund,  a  smallish 
($256  million  assets)  large-cap  growth 
portfolio,  this  means  the  category  has 
never  been  a  better  buy.  "Everything  in 
the  market  is  cyclical,  and  big  growth 


stocks  again  will  have  their  day,"  says  Jos- 
trand, with  no  small  self-interest  but  a  lot 
of  common  sense. 

He  recalls  a  recent  investment  confer- 
ence in  Chicago  at  which  he  was  one  of 
three  panel  speakers.  "As  a  growth  guy,"  he 
told  the  audience,  "I  have  not  been  asked 
to  speak  on  an  investment  panel  in  six 
years."  He  got  a  good  laugh. 

Jostrand,  52,  is  a  longtime  student  of 
the  market,  and  he  is  quick  to  give  us  a 
history  lesson.  Over  the  last  25  years 
return  for  large-cap  growth  funds  is  a 
solid  annual  11%,  within  a  percentage 
point  or  two  of  the  five  other  broadest- 
ranging  fund  categories  (see  chart  on  p. 
145).  So,  he  reasons,  if  you  believe  that 
returns  regress  to  the  mean,  large  growth 
must  outperform  hugely  in  the  future  to 
keep  in  line  with  historical  averages. 

Runs  tend  to  go  in  five-  to  seven-year 
spurts.  From  1995  to  2000,  during  the 
great  tech  mania,  large  growth  funds  with 
stocks  like  Cisco  Systems  and  Dell  raced 
ahead,  averaging  a  29.5%  annual  return. 
The  usual  pattern  is  that  growth  performs 
the  best  early  in  a  new  market  cycle,  hence 
four  years  into  this  uptrend  it  seems  that 
opportunity  has  passed. 

On  the  other  hand,  market  behavior 
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John  Jostrand: 
"As  a  growth  guy, 
I  have  not  been 
asked  to  speak  on 
an  investment 
panel  in  six  years." 
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has  been  anything  but  typical  over  the 
past  ten  years.  The  violent  end  of  the  tech 
boom  in  2000  meant  that  large-growth 
stocks  were  so  badly  mauled  that  they 
would  take  a  long  time  to  mend.  That's 
why  large-growth  believers  like  Jostrand 
take  heart  that  such  a  day  may  be  at  hand. 

A  further  boost  to  large  growth  now, 
Jostrand  says,  is  the  waning  of  people's 
fears  over  terrorism.  Investors  may  be  liv- 
ing in  a  fool's  paradise,  yet  as  long  as  the 
fear  level  is  down,  the  optimism  necessary 
for  large  growth  has  a  better  chance  of 
taking  hold. 

Another  impediment  to  a  bull  run  on 
large  growth,  Jostrand  contends,  has  been 
legal  fear — namely  concerning  the  Sar- 
banes-Oxley  law,  passed  in  2002,  which 
mandates  strict  accounting  and  executive 
liability  for  corporate  decisions.  Result: 
Many  big  companies  have  become  overly 
cautious.  Management  has  paid  less  atten- 
tion to  the  task  of  expanding  the  business. 

One  indication  of  that  is  the  huge 
amounts  of  cash  piled  up  on  balance 
sheets.  Cash  as  a  percentage  of  the  largest 
1,500  companies'  assets  is  9.7%,  nearly 
double  that  of  a  decade  ago,  and  stands  at 
a  generational  high.  This  has  depressed 
return  on  equity  and  comes  hand  in 
hand  with  a  low  level  of  new  product 
introductions,  the  growth  engine  for  big 
companies.  "Cash  is  a  nonearning  asset, 


GIMME  SOME  LOVE 

Over  the  past  25  years  large-cap  growth  funds  have 
been  stellar,  returning  an  annual  11%.  But  in  the 
last  5  years  they've  lagged  sorely,  returning  2.3%. 


Annualized  returns 
1 25-year'  MB  5-year2 

12.9%  12.8%| 
11.9% 


15.3% 


growth  value       growth   value       growth  value 
Large-cap  Midcap  Small-cap 

Through  Sept.  30.  'Through  Nov.  15.  Source:  Upper. 
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especially  in  this  low-rate  environment," 
says  Jostrand.  Cash  earns  something— 
maybe  3%  aftertax— but  that's  not  what 
growth  investors  are  paying  for. 

Nobody  knows  if  Sarbox  will  be  soft- 
ened in  Congress.  At  the  least,  corporations 
now  are  getting  used  to  it.  The  nations  pris- 
ons thus  far  aren't  bulging  with  chief  execu- 
tives who  dared  to  violate  one  of  its  edicts. 
Executives  may  therefore  be  emboldened 
to  finally  start  pumping  up  capital  spend- 
ing. And  large  growth  stocks  will  respond. 

Meanwhile,  what  large  growth  stocks 
make  the  most  sense?  Jostrand  prefers 
companies  with  above-average  ROEs  (his 
portfolios  is  23%,  to  the  S&P's  20%).  He 
also  likes  to  see  low  debt  levels  (his  fund's 
long-term  debt  to  capitalization  is  27%;  the 
S&P's  48%)  and  above-average  revenue 
from  new  products,  which  indicates  a 


company  has  been  investing  its  cash  in 
future  expansion  (see  table). 

An  example  is  Amgen,  the  big  biotech 
firm  (market  cap:  $85  billion),  a  font  of 
new  products.  It  gets  42%  of  its  revenues 
from  products  introduced  in  the  last  five 
years.  Among  the  promising  ones  are 
Vectibix,  the  colorectal  cancer  treatment, 
and  denosumab,  for  postmenopausal 
osteoporosis.  Further,  the  company,  29% 
debt-capitalized,  returns  15.4%  on  equity. 

Jostrand's  Blair  Growth  has  done  well, 
relatively  speaking.  As  of  mid-November 
it  averaged  a  5.2%  annual  return  over  the 
last  five  years,  besting  its  peers  by  2.9  per- 
centage points.  Jostrand  runs  a  fairly  con- 
centrated portfolio  of  48  stocks  (average 
market  cap:  $11  billion),  with  a  trailing 
P/E  of  21.  The  S&P's  is  18. 

William  Blair  Growth  has  no  sales 
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load.  The  1.15%  annual  expense  drops  to 
0.9%  for  investments  over  $500,000. 

Other  good  large-cap  growth  funds  are 
listed  in  the  table  below.  Some  subde  differ- 
ences should  be  noted.  If  you  keep  the  fund 
in  a  taxable  account,  Vanguard  Growth 
Index,  T.  Rowe  Price  Growth  Stock  and 
Harbor  Capital  Appreciation  are  better 
because  of  lower  portfolio  turnovers — 23%, 
36%  and  69%,  respectively,  versus  Blair  and 
Fidelity,  at  127%  and  154%. 

For  nimbleness,  Blair  and  Fidelity  are 
best,  because  of  their  smaller  asset  bases, 
$256  million  and  $791  million.  For  man- 
ager tenure,  Harbor's  Spiros  Segalas  has 
been  at  the  helm  longest  (16  years),  whereas 
Fidelity's  Matthew  Fruhan  and  Vanguard's 
Gerard  O'Reilly  are  newest,  both  arriving 
last  year.  Finally,  for  costs  you  can't  beat  Van- 
guard's rock-bottom  0.22%.  F 


STOCKS  TO  OWN:  GROWTH  THROUGH  INNOVATION 

These  large-cap  growth  stocks  are  some  of  William  Blair  Growth  Fund  manager  John  Jostrand's  favorites.  All  have  good  returns 
on  equity,  low  debt  levels  and  a  nice  chunk  of  revenues  coming  from  products  introduced  in  the  past  three  to  five  years. 


COMPANY 

PRICE 

RETURN  ON 
EQUITY 

LONG-TERM 
DEBT/CAPITAL 

REVENUES 
FROM  NEW 
PRODUCTS 

(%) 

COMMENTS 

$72.70 

15.4% 

29.0% 

42 

Solid  lineup  of  new  products 

GILEAD  SCIENCES 

67.07 

25.6 

28.3 

43 

Strong  HIV  franchise 

PAYCHEX 

38.61 

30.3 

0.0 

20 

A  dominant  payroll  player  that  is  expanding 

PEPSICO 

61.41 

33.0 

13.6 

7 

Big  in  food  and  soft  drinks 

TAIWAN  SEMICONDUCTOR1 

9.58 

25.4 

3.4 

49 

Chipmaker  rides  outsourcing  trend 

Prices  as  of  Nov.  13.  'Trades  in  U.S.  as  an  ADR.  Sources:  Reuters  Fundamentals  via  FactSet  Research  Systems;  Upper;  Morningstar;  William  Blair. 
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FUNDS  TO  OWN:  GOOD  RETURNS,  DECENT  COSTS 


The  half-dozen  large-cap  growth  funds  listed  here,  all  with  no  sales  load,  offer  a  combination  of  reasonable  expenses  and 
good  returns.  They  are  an  excellent  way  to  spread  risk  among  a  number  of  stocks  rather  than  holding  just  one  or  two. 


PERFORMACE 

TOTAL  RETURN 

WEIGHTED 

ANNUAL 

UP  DOWN 

5-YEAR 

LATEST 

AVERAGE 

EXPENSE 

MARKETS 

FUND 

ANNUALIZED 

12-MONTH 

P/E 

PER  $100 

c  c 

WILLIAM  BLAIR  GROWTH  FUND -N 

6.4% 

15.5% 

24 

$1.15 

■  C    ■  D 

FIDELITY  LARGE  CAP  STOCK 

5.3 

15.6 

17 

0.78 

B  D 

HARBOR  CAPITAL  APPRECIATION-INV 

4.2 

4.9 

22 

1.10 

MARSICO  FOCUS 

8.3 

8.8 

17 

1.25 

B  C 

T  ROWE  PRICE  GROWTH  STOCK 

7.5 

14.8 

20 

0.72 

B  D 

VANGUARD  GROWTH  INDEX-INV 

4.7 

10.7 

21 

0.22 

S&P500 

7.3 

16.3 

Performance  through  Oct.  31.  BFund  rated  for  three  periods  only;  maximum  allowable  grade:  A.  Sources:  Forbes;  Upper;  Morningstar. 
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Past  performance  is  not  a  guarantee  of  future  results.  Investment  return  and  principal  value  will  fluctuate,  and  i  American  Century 
it  is  possible  to  lose  money  by  investing.  The  performance  of  the  portfolios  is  dependent  on  the  performance  of  \  Investment  Services, 
their  underlying  American  Century  funds,  and  will  assume  the  risks  associated  with  these  funds.  \  inc-  Distributor. 

 ;  ■  :  ©2006  American 

Before  investing,  carefully  consider  the  fund's  investment  objectives,  risks,  charges  and  expenses.  i  Century  Proprietary 

Call  1-877-442-6236  for  a  prospectus  containing  this  and  other  information.  Read  it  carefully.  \  ^fd.T^e&lt 

American  Century  Investment  Services,  Inc.,  has  entered  into  an  agreement  with  the  Lance  Armstrong  Foundation  \  fof^Am^ricaTcetiiury 

for  rights  to  use  the  LIVESTRONG  name.  Under  this  agreement,  every  dollar  invested  in  the  LIVESTRONG  \  and' American  Century 

Portfolios  over  the  next  ten  years  will  help  determine  the  amount  American  Century  will  pay  the  LAP  above  a  \  investments  are  service 

guaranteed  amount.  Under  limited  circumstances,  the  agreement  can  be  terminated  by  either  party,  and  there  will  \  centuryPnprfctary 

be  no  future  payments.  LIVESTRONG  is  a  trademark  of  the  Lance  Armstrong  Foundation.  \  Holdings,  Inc. 


YOUR  MONEY  CAN  BE  BIGGER  THAN  JUST  AN  INVESTMENT. 

At  American  Century  Investments,  we  believe  that  being  successful  and  doing  more 
can  go  hand  in  hand. 

In  the  spirit  of  our  founder,  Jim  Stowers  Jr.,  and  his  dedication  to  defeating  cancer, 
we've  created  the  LIVESTRONG™  Portfolios  from  American  Century  Investments. 
They're  a  series  of  professionally  managed  target-date  mutual  funds  that  simplify 
investing  and  are  designed  to  help  you  reach  your  goals.  Additionally,  an  investment 
in  the  LIVESTRONG  Portfolios  can  help  support  the  mission  of  the  Lance  Armstrong 
Foundation,  which  is  to  inspire  and  empower  people  affected  by  cancer. 

To  find  out  if  the  LIVESTRONG  Portfolios  are  right  for  you,  contact  your  financial 
advisor,  call  877-442-6236,  or  visit  livestrongportfolios.com. 


American  Century 
Investments 


LIVESTRONG 

PORTFOLIOS 
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WANT  TO  BUY  A 
junk  bond?  That's 
a  good  way  to 
spice  up  the  ane- 
mic yields  you're 
getting  nowadays  in  a  world  of  still 
low  rates.  Too  bad  there's  this  little 
problem  with  . . .  risk.  So  we've  set 
about  finding  ways  for  you  to  enjoy 
enhanced  yields  without  an  inordinate  risk 
of  losing  principal. 

Our  usual  advice  is  that  these  beasts 
are  best  held  within  the  corral  of  a  good 
mutual  fund,  where  expert  managers  can 
oversee  them.  Historically,  you  have  a 
l-in-20  chance  that  an  individual  high- 
yield  issue  will  default,  according  to  New 
York  University  professor  Edward  I.  Alt- 
man,  the  grand  vizier  of  junk.  Now  the 
default  rate  is  a  mere  0.4%  per  year, 
but  that  won't  last. 

Corporate  bonds  are  difficult 
enough  to  buy  in  small  lots,  and 
junk  often  suffers  from  wide  spreads, 
with  the  bid  price  1%  to  5%  below  the 
offer  price.  The  lure  of  junk,  of  course, 
is  the  nice  yield — now  just  three 
percentage  points  over  comparable 
Treasurys  on  average,  although  bet- 
ter payouts  are  available  for  the  risk- 
minded. 

One  really  good  high-yield  fund 


Consuming 
Interest 


Once  the  economy 
dips,  high-yield  debt 
will  start  defaulting. 

But  you  can  buy 
bonds  of  consumer 
goods  makers  whose 

businesses  should 

hold  up  well  in  a 
recession. 

By  Phyllis  Berman 


is  Fidelity  Capital  &  Income,  with  a 
not-bad  yearly  expense  of  0.77%  of 
assets.  FORBES  gives  it  a  score  of  A 
in  up  markets  and  B  in  down  mar- 
kets. And  the  fund  manages  this 
feat  despite  holding  a  larger  slug  of 
CCC  bonds  (Standard  &  Poor's 
worst  rating  before  D,  for  defaulted 
securities)  than  peers,  notes  fund- 
tracker  Morningstar.  This  fund  has  a  very 
respectable  five-year  total  return  of  12.8% 
annually. 

But  what  if  you  want  to  walk  on  the 
wild  side  and  own  some  of  these  wicked 
securities  outright?  We  consulted  two 
junk-sawy  money  managers  on  how  to 
do  this:  M&R  Capital  Management,  which 
runs  money  for  institutions  and  wealthy 
folks,  and  a  high-yield  closed-end  fund 
called  40/86  Strategic  Income. 

Their  strategy:  buy  junk  issued  by 
makers  of  consumable  goods.  That's 
because,  if  the  economy  slips,  odds  are  that 
the  issuers'  businesses — food,  tobacco, 
wine — will  not.  People  will  continue  to 
buy  those  products. 

At  M&R  in  New  York,  John 
Orsatti,  associate  portfolio 
manager,  dug  out  two 
bonds  that  should  weather 
any  economic  storm.  Eric  R. 
Johnson,  president  of  40/86 


Building  a  database  solution  that  manages  over  J  J 
31  million  page  views  a  day  is  no  simple  feat. 
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Advisors,  suggested  another  three  issues. 

The  unusual  name  for  Johnsons  outfit 
is  derived  from  its  geographic  coordinates: 
40  degrees  north  latitude  and  86  degrees 
west  latitude  in  Carmel,  Ind.  That's  home 
to  its  parent  company,  insurer  Conseco. 
After  Conseco  plunged  into  Chapter  11, 
the  fund  changed  its  name  to  avoid  any 
taint.  "The  name  illustrates  we  are  down 
to  earth,"  says  Johnson. 

His  closed-end,  by  the  way,  trades  at 
an  11%  discount  of  net  asset  value, 
although,  with  1.89%  in  expenses,  it's  a  tad 
on  the  pricey  side.  Since  its  1998  inception 
the  40/86  fund's  portfolio  has  returned  6% 
annually,  slightly  outpacing  its  bench- 
mark, the  Merrill  Lynch  High-Yield 
Master  Index,  by  0.2  points. 

The  first  thing  to  look  for  in  a  junk 
bond  issuer  is  its  interest  coverage — the 
ratio  of  operating  income  (in  the  sense  of 
earnings  before  interest,  taxes,  deprecia- 
tion and  amortization)  to  interest  cost. 
Alliance  One  International,  which  whole- 
sales tobacco  leaf,  squeaks  by  with  a  tight 
1.1  times  coverage.  That  means  that  when 
it  finishes  paying  its  interest  bill  it  has 
scarcely  a  dime  left  for  capital  expendi- 
tures. At  Church  &  Dwight,  a  maker  of 
baking  soda,  detergent  and  condoms,  the 
coverage  is  a  more  comfortable  4.7  times. 
Yields  range  from  a  mere  two  points  over 
Treasurys  for  Constellation  Brands  (a 
wine  and  liquor  vendor)  with  its  rating  of 
BB,  just  below  the  junk-investment  grade 
divide,  to  Del  Labs'  six  points.  Reason  for 
the  bigger  spread:  Del  Labs  carries  a 
nasty-looking  CCC  rating. 

M&R's  Orsatti  likes  Pinnacle  Foods' 
B-  rated  senior  subordinated  notes  yield- 
ing 8.25%.  The  owner  of  storied  brands 
such  as  Vlasic  pickles,  Mrs.  Paul's  fish 
sticks  and  Duncan  Hines  cake  mix,  Pin- 
nacle is  controlled  by  a  buyout  consor- 
tium that  includes  J.P.  Morgan  Private 
Partners,  the  bank's  private  equity  wing. 
A  key  attraction  for  Orsatti:  "Manage- 
ment is  committed  to  paying  down  debt." 
The  company  has  brought  debt  from  75% 
of  total  capital  down  to  a  slightly  less 
dicey  71%.  This  year  interest  rate  cover- 
age rose  from  2  times  to  2.5  times  operat- 
ing income. 

Then  there's  Do;   Food,  the  world's 


ds 
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largest  producer  of  fresh  fruits  and  vegeta- 
bles, controlled  by  billionaire  David  Mur- 
dock.  Hurricane  Katrina  hurt  the  com- 
pany badly  last  year,  destroying  its 
Gulfport,  Miss,  warehouse  for  tropical 
fruit.  But  M&R  believes  Dole  is  on  the 
rebound  and.  expects  Ebitda  to  rise  10% 
this  year  to  $405  million.  The  noncallable 
bond  the  firm  recommends,  due  in  2013, 
yields  10.1%  to  maturity. 

A  similar  nice  yield  can  be  had  from 
Del  Labs'  8%  senior  subordinated  notes. 
This  outfit  sells  cosmetics  like  Sally 
Hansen  nail  care  products  and  Orajel, 
used  to  soothe  teething  babies  (adults 
with  toothaches  use  it,  too).  Kelso  &  Co., 
another  leveraged  buyout  financier, 

Gotta  Have  It 

When  buying  low-quality  bonds,  prefer  the  ones  issued  by  companies  whose 
products  (like  food  or  tobacco)  people  feel  particularly  compelled  to  buy. 


est  coverage  of  1.1  is  partly  due  to  a  bad 
2005  tobacco  crop  in  Brazil,  but  Johnson 
sees  operating  income  moving  up  again. 

Constellation  Brands  became  one  of 
the  world's  largest  wine  and  spirits  compa- 
nies after  years  of  purchasing  other  vint- 
ners and  booze  purveyors.  Constellation's 
brands  range  from  low-end  wines  like 
Paul  Masson  and  Almaden  (known  for  its 
wine  in  a  box)  to  premium  fare  like 
Ravenswood  and  Turner  Road.  It  also  sells 
Skol  and  Fleischmann's  vodka  as  well  as 
Black  Velvet  Canadian  whiskey. 

Over  the  past  five  years  the  company 
has  averaged  sales  growth  of  14%  annu- 
ally. Notable  recent  purchases  are  Aus- 
tralian winemaker  BRL  Hardy  in  2003, 


BOND/COUPON 

MATURITY 

YIELD 
TO  WORST1 

INTEREST 
COVERAGE2 

S&P 
RATING 

ALLIANCE  ONE3/11.0% 

May  15,  2012 

9.8% 

1.1 

B- 

CHURCH  &  DWIGHT 76.0 

Dec.  15,  2012 

6.6 

4.7 

B+ 

CONSTELLATION  BRANDS/7.25 

Sept.  1,2012 

6.9 

3.4 

BB 

DEL  LABSV8.0 

Feb.  1,2012 

10.5 

1.3 

CCC 

DOLE  FOOD/8.75 

July  15,  2013 

10.1 

2.4 

B 

|  PINNACLE  FOODS6/8.25 

Dec.  1,2013 

8.1 

2.5 

B- 

'Lowest  yield  a  bondholder  would  get  among  a  series  of  call  dates.  Estimated  2006  operating 
income  (earnings  before  interest,  taxes,  depreciation  and  amortization)  divided  by  interest. 
Callable  May  15,  2009.  "Callable  Dec.  15,  2008.  Callable  Feb.  1,  2008.  Callable  Dec.  1,  2008. 
Sources:  M&R  Capital;  40/86  Advisors;  Bloomberg. 


bought  Del  in  January  2005  and  has  had 
the  devil  of  a  time  turning  it  around. 
The  place  was  laden  with  obsolete 
inventory,  and  Kelso  has  set  about  mak- 
ing cost  cuts.  Viewing  the  72%  debt-to- 
capital  ratio  with  alarm,  the  credit  rating 
agencies  give  Del  Labs  a  CCC.  Johnson 
takes  comfort  that  free  cash  flow  (cash 
flow  from  operations  minus  capital 
spending)  has  turned  positive  this  year. 
He  expects  that  Del  will  be  able  to  begin 
whittling  down  the  debt  in  the  next  few 
quarters. 

Alliance  One  is  the  middleman 
between  tobacco  farmers  and  cigarette 
makers  in  90  countries.  The  result  of  a 
2005  merger  of  two  rivals,  Dimon  and 
Standard  Commercial,  Alliance  also  is 
pushing  to  reduce  debt.  Its  slender  inter- 


well-known  California  vintner  Robert 
Mondavi  in  2004  and  Canadian  winery 
Vincor  in  June  2006.  As  a  result  of  the  lat- 
est deal  Constellations  debt  grew  to  50% 
of  capital. 

No  matter,  says  Johnson.  "This  busi- 
ness is  a  stable  one,  generating  a  lot  of  cash 
flow,"  he  says.  "So  I  don't  lose  sleep  over 
their  debt  position,  which  they  can  bring 
down  very  quickly"  Thus  the  premium- 
priced  bonds  offer  only  a  6.9%  yield. 

Church  &  Dwight  isn't  a  food  com- 
pany, but  its  products  (including  Arm  & 
Hammer  baking  soda  and  Trojan  con- 
doms) are  almost  staples.  The  company 
last  summer  bought  Orange-Glo,  the  floor 
polish  maker,  for  $325  million.  With  its 
comfortably  wide  interest  coverage,  John- 
son sees  no  trouble  here.  F 
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Shortchanged 

Your  broker  may  be  making  a  pretty  penny  lending  your 
stock  to  a  hedge  fund  without  your  knowledge. 
Here's  how  to  get  a  cut  of  the  action.  By  Liz  Moyer 


ROGER  METZLER,  A  RETIRED  MERGERS  AND  ACQUISITIONS  ATTORNEY 
in  Walnut  Creek,  Calif.,  likes  his  investment  in  NovaStar  Financial: 
The  stock  pays  a  $5.60  dividend,  for  a  yield  of  18.5%.  He  doesn't  mind 
that  NovaStar,  a  Kansas  City,  Mo.  real  estate  investment  trust,  is  the 
target  of  hard-charging  short-sellers  who  for  nearly  two  years  have 
kept  the  shares  among  the  most  heavily  shorted  stocks  on  the  New  York  Stock 
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Exchange.  In  fact,  he  is  counting  on  this 
short-selling  to  continue. 

Metzler  profits  from  it  by  lending  his 
32,000  NovaStar  shares  to  traders  through 
his  brokerage  account  at  Smith  Barney.  In 
exchange,  Smith  Barney  pays  him  13%  a 
year.  The  arrangement  adds  up  to  income 
of  $129,000  annually— that's  $4  a  share  on 
top  of  his  $5.60  dividend.  "If  I'm  going  to 
hold  it,  I  might  as  well  get  as  much  money 
out  of  it  as  I  can,"  he  says. 

Metzler  is  an  exception,  not  the  rule. 
Wall  Street  securities  houses  rake  in  $10 
billion  a  year  in  revenue  from  lending  the 
shares  of  long-term  holders  to  active 
traders.  The  borrowers  could  be  hedge 
funds,  who  either  are  trying  to  short  a 
stock  or  scrambling  to  cover  a  stock  loan 
that  has  been  called  in,  or  they  could  be 
investment  houses  that  need  an  underly- 
ing instrument  for  a  derivatives  contract. 
Until  recently  very  little  of  the  revenue 
from  stock  lending  has  found  its  way  into 
the  pockets  of  retail  investors,  says  Joshua 
Galper,  managing  principal  of  Vodia 
Group,  a  New  York  City  consulting  firm 
that  analyzes  securities  lending. 

To  understand  the  economics  of  stock 
lending,  consider  what  happens  when  the 
borrowed  shares  are  readily  available. 
Short-seller  S  borrows  a  share  of,  say, 
ExxonMobil  from  lender  L  and  sells  it  for 
$72.  In  place  of  the  missing  share,  S  hands 
L  a  ticket  entitling  L,  in  effect,  to  all  the 
dividends  on  that  share. 

S  also  pledges  that  L  will  get  a  slice  of 
something  else:  S  places  102%  of  the 
shares  value,  meaning  $73.44,  in  Treasury 
bills  paying  5.25%.  The  lender  ends  up 
collecting,  in  this  case,  perhaps  a  fifth  of 
the  interest  this  kicks  off. 

S  is  in  a  position  to  demand  good 
terms  because  there  are  lots  of  ExxonMo- 
bil shares  sitting  in  pension  funds  and,  so 
long  as  the  stock  loan  is  well  collateral- 
ized, there  is  no  harm  to  the  lender  in 
surrendering  the  share  in  exchange  for  a 
total-return  ticket. 

Now,  what  if  the  stock  in  question  is 
not  a  blue  chip  but  rather  a  REIT  with  a 
poorly  covered  dividend  and  a  focus  on 
the  subprime  mortgage  business,  which 
many  expect  to  come  under  pressure? 
Then  there  will  be  many  short-sellers 


eager  to  borrow  shares  but  not  many 
shares  available  to  borrow.  L  can  demand 
good  terms— keeping  all  5.25  points  of 
the  interest  or  even,  for  a  really  hard 
stock  to  find,  that  plus  another  8  points 
of  premium. 

In  fact,  if  Metzler  is  getting  a  13% 
annual  fee  on'  NovaStar,  then  Smith  Bar- 
ney is  probably  charging  the  short -seller  a 
bit  more  than  that. 

Besides  collateral,  there  is  one  other 
thing  that  some  lenders  have  to  concern 
themselves  with,  and  that  is  taxes.  Pension 
funds  don't  care,  but  an  individual  lending 
shares  owes  tax  at  up  to  35%  on  cash  in 
lieu  of  the  dividend.  A  genuine  dividend 
(from  ExxonMobil,  albeit  not  from  a 
REIT)  would  be  taxed  at  only  15%. 

IF  YOU  HAVE  SHARES 
SITTING  IN  A  MARGIN 
ACCOUNT,  ODDS  ARE 
YOUR  BROKER  LENDS 
THEM  OUT  TO  SHORTS. 
ODDS  ALSO  ARE  YOU 
WON'T  BE  PAID  FOR  IT. 


U.S.  pension  funds  have  $14  trillion 
of  stock  available  to  be  lent  out,  usually 
through  intermediaries  like  Goldman 
Sachs.  But  the  rapid  growth  in  loan 
demand  from  hedge  funds  has  forced 
brokerages  to  turn  increasingly  to  their 
retail  customers.  The  three  largest  online 
brokerages  collectively  have  $935  billion 
worth  of  stock  to  lend. 

Now  here's  Wall  Street's  dirty  secret: 
Brokerage  firms  are  free  to  lend  out  any 
shares  that  customers  put  in  margin 
accounts,  the  kind  of  account  that  allows 
the  customer  to  borrow  against  his  securi- 
ties. Take  a  look  at  the  fine  print  on  your 
brokerage  application.  If  you  see  a  line  of 
credit  attached  you've  probably  got  a  mar- 
gin account. 

Does  your  brokerage  pass  along  to 
you  any  of  the  profits  it  gets  from  its 
stock  loan  department?  Probably  not. 
But  straight-arrow  brokerages  at  least 
make  up  to  you  the  tax  cost  of  not  get- 
ting genuine  dividends. 


If  you  want  to  profit  by  lending  shares 
of  a  sought-after  stock  like  NovaStar,  you 
may  have  to  first  move  them  (or  threaten 
to)  out  of  your  margin  account  into  a  cash 
account  where  the  broker  can't  touch 
them  without  your  permission.  Charles 
Schwab  has  a  program  allowing  retail  cus- 
tomers with  hard-to-borrow  stocks  to  get 
some  of  the  fee  revenue. 

The  firm  refuses  to  quote  rates,  but 
customers  contacted  by  FORBES  report 
Schwab  paying  8%  for  NovaStar  shares. 
Fidelity  Brokerage  says  it  is  looking  into 
setting  up  a  similar  program  for  its  retail 
customers. 

It  is  easy  for  investors  to  find  out  if 
they  own  shares  that  are  likely  to  com- 
mand premiums.  The  stock  exchanges 
publish  daily  lists  on  the  most  heavily 
shorted  stocks,  thus  the  hardest  to  bor- 
row. Netflix,  Martha  Stewart  Living 
Omnimedia,  Krispy  Kreme,  NovaStar, 
and  even  at  times  the  NYSE  Group  itself 
have  made  the  list.  Overstock.com,  an 
online  retailer  that  sells  brand-name 
products  at  clearance  prices,  is  such  a 
favorite  of  short-sellers  that  lenders  are 
charging  54%  a  year  for  the  shares, 
according  to  Vodia  Group. 

A  price  war  in  online  brokerage  has 
all  but  eliminated  commissions  for  active 
traders  who  keep  big  balances.  Compe- 
tition may  come  next  to  fee  sharing  by 
the  stock  loan  department.  At  the 
moment  brokers  are  reluctant  to  share 
fees  unless  the  customer  has  a  large 
block,  a  cutoff  of  $100,000  worth  of 
shares  being  typical.  A  work-around  for 
smaller  investors  is  to  pool  resources 
with  family  and  friends.  Mary  Helburn, 
a  Denver,  Colo,  investor,  and  many  of 
her  family  are  together  lending  59,000 
shares  of  NovaStar  through  their  Smith 
Barney  accounts.  That  yields  income  of 
$19,800  a  month. 

A  word  of  warning  before  you  buy  a 
stock  with  the  intention  of  lending  it. 
Short-sellers  don't  go  after  ExxonMobil. 
They  tend  to  go  after  companies  with 
weak  balance  sheets  or  disappointing 
cash  flows,  and  sometimes  they  are  vin- 
dicated. Over  the  past  year  NovaStar's 
price  is  up  slightly  but  Overstock,  corn's 
has  halved.  F 
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You've  always  known  that 

windows  of  opportunity  open 

only  for  companies  unafraid  to  fly. 


That  staying  ahead  Of  the  Curve  happens 
solely  by  traveling  the  road  a  few  thousand  times. 

That  the  things  keeping  you  awake  at  night 
are  the  only  things  keeping  you  awake,  period. 

You've  always  known  the  next  big  thing  won't 
come  from  the  same  old  thinking. 

Which  is  why  you've  never  given  your  choice 

of  bank  a  second  thought. 

You  put  a  lot  of  thought  into  the  company  you  run.  Fortunately,  you 
put  equal  thought  into  the  company  you  keep.  That's  why  more 
and  more  decision  makers  like  you  are  deciding  on  KeyBank  for  the 
people,  plans  and  products  needed  to  help  your  companies  reach 
their  destinations,  one  smart  step  at  a  time.  Which,  after  all,  is  how 
you  got  them  here  in  the  first  place. 

Achieve  anything. 

Call  1-800-KEY6070,  or  visit  Key.com/corporate. 

KeyBank 


All  loans  subject  to  credit  approval.  Key.com  is  a  federally  registered  trademark  of  KeyCorp. 

©200b  KeyCorp 


3  Strategies  to  Beat  Inflation 


Stock 
In 

Commodities 


ft* 


Whether  oil,  gold  or  food,  they  usually  go  up  with  inflation. 
But  don't  buy  futures  contracts,  says  Frederick  Sturm. 
Buy  stock  in  resource  businesses.  By  Christopher  Helman 


HISTORY  SUGGESTS  THAT  INVESTING  IN  COMMODI- 
ties  is  one  of  the  best  ways  to  beat  inflation.  Look 
back  at  the  last  great  inflation:  From  1977  to  1982  it 
tacked  68%  onto  the  price  of  goods  while  the  price 
of  silver  doubled  and  both  oil  and  gold  tripled.  Yet  to 
Frederick  Sturm  the  ideal  strategy  to  beat  inflation  is  to  buy  not 
commodities  but  the  companies  that  produce  them.  And  while 
inflation  doesn't  appear  to  be  a  problem  right  now,  he's  prepared 
for  when  it  might  be  again. 

"We  invest  in  companies  that  invest  in  the  stuff,  not  in  the 
stuff  itself,"  says  Sturm,  chief  investment  strategist  of  Toronto's 
MacKenzie  Financial  and  manager  of  the  $4.2  billion  Ivy  Global 
Natural  Resources  Fund.  "If  you  invest  in  raw  commodities, 
you're  betting  against  human  ingenuity." 

He's  got  a  point.  If  you  hoard  a  barrel  of  oil— or,  what  is  the 
same  thing,  buy  oil  futures  and  keep  rolling  them  over— you  run 
the  risk  that  some  clever  form  of  directional  drilling,  or  some  big 
find  in  the  Gulf  of  Mexico,  or  some  catalyst  that  cheaply  converts 
Qatar  gas  to  diesel  will  cause  a  collapse  in  the  price.  But  what  if 


you  own  a  share  of  ExxonMobil?  There's  a  decent  chance  that  it 
will  be  in  on  the  new  drilling  technology,  the  offshore  gusher  or 
the  catalyst. 

Here's  another  argument  in  Sturm's  favor.  Futures  are  tricky 
things  for  amateur  traders,  and  you  can't  buy  and  hold  them  for 
years  the  way  you  can  a  share  of  stock. 

As  it  happens,  Exxon  shares  have  fared  well  in  the  commod- 
ity boom  of  recent  years,  having  doubled  since  2003.  They  pay  a 
nice  dividend.  And  they  haven't  lurched  downward  with  the 
price  of  oil,  which  has  fallen  from  $78  in  July  to  a  recent  $56. 

Sturm,  46,  started  work  at  MacKenzie  Financial  25  years  ago 
For  two  decades  he  has  managed  a  Canada-focused  resource 
fund,  and  ten  years  ago  he  took  the  helm  of  Ivy  Global  Natural 
Resources.  Since  then  he's  turned  in  a  1 5%  average  annual  return, 
two  points  better  than  the  Lipper  Natural  Resources  fund  aver- 
age. Over  the  past  five  years  he's  returned  an  annualized  27%, 
even  after  taking  into  account  an  egregious  5.75%  load.  (The 
fund  charges  1 .4%  yearly  in  expenses,  which  is  not  cheap  but  a  bit 
less  than  the  domestic  equity  fund  average,  1.5%.)  This  year  he 
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has  logged  a  nice  20%  return. 

Diversification  is  the  key  to  commodity  stock  invest- 
ing, Sturm  says.  While  most  resource-oriented  funds  con- 
centrate on  just  energy  or  precious  metals  producers, 
Sturm  long  ago  decided  that  his  fund  would  invest  as 
broadly  as  possible  to  capture  all  the  angles.  If  you  want  to 
avoid  the  load,  you  could  replicate  Sturm's  approach  by 
buying  equal  parts  of  Vanguard  Energy  and  Vanguard 
Precious  Metals  &  Mining,  then  adding  individual  agri- 
culture and  forestry  stocks  that  these  funds  don't  cover. 

Sturm  has  as  much  as  60%  of  his  assets  in  energy, 
including  utilities.  The  rest  is  split  more  or  less  evenly 
among  base  metals,  precious  metals,  forest  products, 
industrial  materials  like  concrete  and  agricultural  com- 
modities. Among  mining  companies,  tenth-largest  gold 
producer  Iamgold  is  positioned  well  for  the  future  after  its 
recent  merger  with  another  Canadian  outfit,  Cambior.  Sturnj 
thinks  gold,  now  $619  per  troy  ounce,  is  likely  to  trend  sideways  fo: 
a  couple  years  before  mounting  a  climb  toward  $  1 ,000  an  ounce. 

Energy?  Arch  Coal  has  large  holdings  in  Wyoming's  Powde 


_^|Y  AMONG  RETIREES  IS  THAT  THEY  MIGHT  OUTLIVE  THEIR  ASSETS. 
"  hat  is  to  buy  a  product  called  an  immediate  annuity  (see  "Living 
Stuevenge,"  Dec.  12,  2005).  The  deal:  You  pay  an  insurance  company 
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:  cuts  you  a  fixed  monthly  check  for  life.  Such  annuities  are  a  great 
r  in  your  401(k)  into  a  lifetime  income  stream.  The  longer  you  live, 
"°!id  it's  impossible  for  your  retirement  income  to  give  out. 

ight  not  stand  up  well  to  the  ravages  of  inflation.  With  a  standard 
:  is  fixed  in  nominal,  not  real,  terms.  With  people  living  decades  in 


AVIition  of  2%  to  3%  yearly  is  bound  to  seriously  erode  the  buying 
BUiit.  And  heaven  forfend  a  return  of  1970s-style  double-digit  infla- 
Dl/s  about  old  folks  subsisting  on  dog  food  might  turn  out  to  be  true. 


J 
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River  Basin,  he  notes,  and  will  benefit  from  the  move  toward 
cleaner  coal  power  plants.  Diamond  Offshore  Drilling  could  be  £  *y 
target  for  consolidation  among  oil  drillers,  which  are  going  intc 
deeper  water  farther  from  shore  to  tap  reservoirs.  The  easily  acces 
sible  reservoirs  in  this  hemisphere  are  pretty  well  picked  over.  vC 

Straddling  energy  and  agriculture  with  big  investments  in  bio 
fuels  is  Bunge.  Sturm  sees  the  agribusiness  company  as  a  kc 
diversifier  to  any  resources  portfolio.  For  an  ethanol  pure  Piajey 
Sturm  likes  Aventine  Renewable  Energy,  down  50%  from  its  Jul 


Bulletproof  ing  Your  Bonds 

HOW  TO  THWART  INFLATION  WITH  TREASURYS 
AND,  NOW,  MUNICIPALS.  BY  DAVID  ARMSTRONG 


Two  killers  for  bond  investors  are 
inflation  and  taxes.  If  you  want 
peace  of  mind  you  can  buy 
protection  against  one  or  both  of 
these  nasty  brutes.  But  the 
protection  doesn't  come  cheap. 
You  won't  be  left  with  much. 

But  then  you  might  not  be 
left  with  much  of  a  return 
if  you  don't  buy  protec 
tion.  A  ten-year  Trea- 
sury yields  4.6%.  But 
at  tax  time  you  have 
to  give  some  right 
back  to  the  gov- 
ernment; a 
top-bracket 
holder  is  left 
with  3%. 
Knock  off 


2.5%  for  inflation  (just  a  guess) 
and  you're  left  with  a  real  after- 
tax return  of  half  a  percent. 

For  protection  against  the 
decline  in  the  purchasing  power 
of  the  dollar,  buy  a  Treasury 
Inflation-Protected  Security 
instead.  The  ten-year  TIPS  pays 
2.3%.  This  coupon  is  tacked 
onto  a  consumer  price  ad- 
justment (most  of  it  de- 
livered at  maturity)  to 
give  you  your  total  re- 
turn. If  inflation  aver- 
ages 2.5%  from  now  to  - 
maturity,  you'll  get 
a  return,  meas- 
ured in  con- 
ventional 
dollars,  of 


jApjsuade  you  that  you  should  instead  buy  something  called  a  variable 
annuity,  which  combines  a  mutual-fund  like  investment 
coupled  with  an  insurance  policy.  If  the  market  does  well, 
so  will  you.  But  what  if  the  market  doesn't  do  well?  And 
besides,  variables  are  laden  with  horrendous  fees. 

The  good  news  is  that  you  now  can  buy  a  fixed  annu- 
ity with  inflation  protection  built  in.  These  are  modeled 
after  Social  Security — which  pays  a  lifetime  benefit  linked 
to  a  cost-of-living  index — thus  keeping  their  real  value 
steady  from  year  to  year.  One  provider  of  inflation- 
indexed  annuities  is  mutual  fund  vendor  Vanguard  Group, 
whose  policies  are  underwritten  by  American  Interna- 
tional Group. 

But  inflation-protected  annuities  are  not  easy  to  sell. 
That's  because  the  initial  payouts  are  less  than  those  of  an 
ordinary  annuity.  Too  many  potential  buyers  recoil  in  hor- 
ror at  the  notion,  says  Paul  Pasteris,  who  runs  the  retire- 
ment division  at  New  York  Life. 

Consider  a  65-year-old  woman  who  forks  over  $1  mil- 
lion of  her  savings  to  buy  an  immediate  annuity  guaran- 
teeing her  $83,000  in  annual  income  until  she  dies.  If  she 
opts  for  an  inflation -index  version  she  cuts  her  first  year's 
payout  to  $59,000.  That  doesn't  sound  good,  given  that  she 
could  put  the  wad  in  Treasury  bills  paying  $51,000.  If  she 
opts  for  the  T  bills,  her  heirs  get  a  $1  million  inheritance. 
With  the  annuity,  they  get  nothing. 

If  inflation  stays  at  its  current  3%  level,  the  checks 
from  an  inflation-protected  annuity  won't  match  the 
payments  from  a  regular  annuity  for  12  years.  "People 
think:  Do  I  really  give  up  all  that  current  income?"  says 
Pasteris. 

But  let's  say  inflation  averages  6%  over  the  next  20 
years — a  midpoint  between  today's  calm  climate  and  the 
1970s  nightmare.  By  the  20th  year  the  inflation-protected 
annuity  would  kick  out  an  annual  payment  of  $189,000,  a 
little  more  than  double  what  the  unprotected  annuity 
holder  would  receive. 

Fixed-rate,  immediate-payout  annuities  are  not  partic- 
ularly popular,  despite  their  manifold  virtues.  A  mere  $5 
lly,  compared  with  $220  billion  in  variable  annuities  (which  are 
sheltered  mutual  fund).  Small  wonder  that  sales  of  inflation- 
5  probably  run  less  than  $200  million  a  year,  according  to  Jeffrey 
is  professor.  F 


Three  children.  Ten  grandchildren.  Twelve  great-grandchildren.  And  over 
4000  hours  on  water  skis.  Frank  Shearer  has  loved  every  hour  on  skis  almost 
as  much  as  he  loves  his  grandchildren.  That's  why  he's  still  at  it,  almost  80 
years  after  he  first  set  foot  on  the  water  in  1926.  Of  course,  skiing  wasn't  his 
only  love  during  the  past  century.  He  also  loved  being  a  doctor. 
^^^^^^      When  his  practice  ^^^^^^^ 

^^^i^^^^^^^^^^n^^^^  ^^^^^^ 

!        j  1932,  he  was 

paid  $5  for  every  baby  he  delivered.  He  started  saving 
for  retirement  during  his  first  year  of  practice,  and  he's  been 
happily  retired  for  decades.  Genworth  Financial's  retirement  income  solutions 
can  provide  you  with  options  to  help  meet  the  challenge  of  funding 
a  vibrant,  active  future  by  giving  you  retirement  income  you  can't  outlive. 
No  matter  how  long  that  may  be. 


To  learn  more  about 

Franks  life,  visit 
genworth.com/100 


Genworth 

Financial 


Insurance  for  living.  Solutions  for  life? 

■ 

Insurance  &  Investment  products  available  from  the  Genworth  Financial  family  of  companies  including  mutual  funds 
and'yaH&ble  insurance  products  distributed  by  Capital  Brokerage  Corporation.  Member  NASD/SIPC. 
■  ur,; ;  •  ©  2006  Genworth  Financial,  Inc.  All  rights  reserved.  GF3706 
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When  Sparks  Fly 

Utilities  across  the  globe  are  gearing  up  for  consolidation,  with  Europe 
offering  U.S.  investors  the  best  of  the  action.  By  Tatiana  Serafin 


FOR  ALL  THEIR  MISDEEDS,  KEN- 
neth  Lay  and  Jeffrey  Skilling 
were  onto  something.  The 
stodgy  electric  power  industry 
is  in  need  of  a  lot  of  shaking  up. 
No,  they  didn't  invent  the  idea  of  trading 
power  and  power-generating  assets 
around  like  hog  bellies,  but  they  cer- 
tainly increased  the  visibility  of  this  kind 
of  trading.  And  now,  five  years  after 
Enron's  collapse,  merger  and  acquisition 
g   activity  in  the  electric  power  industry  is 
|   really  picking  up  steam.  You  can  profit 
1   from  it. 

Trimmer  and  richer,  utilities  are  now 
s  "desperately  looking  to  spend,"  says  Koen 
|  Dierckx,  financial  analyst  at  KBC  Securi- 
§  ties,  part  of  the  Belgian  KBC  banking 
I  group.  In  2005,  527  deals  worth  $  196  bil- 
I  lion  were  announced,  including  Duke 
s  Energy's  purchase  of  Cinergy  for  $14.3 
I  billion  and  NRG  Energy's  purchase  of 
I  Texas  Genco  for  $8.3  billion.  John 
S   McConomy,  who  runs  Pricewaterhouse- 


Coopers'  U.S.  power  and  utilities  practice, 
sees  a  likelihood  of  a  lot  more  deals  like 
these,  although  he  cautions  that  the 
volatility  of  fuel  prices  and  the  involve- 
ment of  newly  invigorated  regulators  will 
stymie  some  plans.  The  proposed  $11.2 
billion  merger  between  Constellation 
Energy  and  FPL  announced  last  year,  for 
example,  tripped  on  red  tape. 

The  hunt  for  acquisitions  is  being 
driven  by  the  huge  capital  demands  facing 
power  companies  over  the  next  quarter 
century.  A  rule  of  thumb  in  the  industry, 
says  Duke  Energy  Chief  James  E.  Rogers, 
is  that  for  every  dollar  in  operating  and 
maintenance  expense  that  can  be  reduced 
in  a  merger,  up  to  five  dollars  can  be 
invested  in  infrastructure  upgrades. 

Utilities  need  to  upgrade  both  the 
quantity  and  quality  of  their  systems  on  a 
large  scale.  PricewaterhouseCoopers  esti- 
mates that  $12.7  trillion  must  be  spent 
worldwide  by  2030  on  power  plants  and 
transmission  lines.  The  International 


Energy  Agency  forecasts  that  the  world 
will  consume  28  trillion  kilowatt-hours  of 
electricity  in  2030,  nearly  twice  the  cur- 
rent level  of  consumption.  Nor  does  any- 
one want  a  rerun  of  the  overloading  in 
early  November  of  Germany's  grid  that 
left  10  million  Europeans  in  five  countries 
without  power  over  a  weekend,  or  of  the 
collapse  of  the  rickety  North  American 
grid  in  2003. 

Last  year's  repeal  of  the  Public  Utility 
Holding  Company  Act  removed  restric- 
tions on  who  could  run  utilities.  That 
opened  the  door  to  investors  such  as 
Warren  Buffett,  who  bought  PacifiCorp 
for  $5.1  billion  in  May  2005.  There  are 
plenty  of  other  utilities  to  be  picked  off. 
Even  after  years  of  deregulation,  the  U.S. 
power  market  remains  highly  frag- 
mented. Credit  researcher  CreditSights 
has  a  "takeout  ten"  list  of  companies  it 
expects  will  be  bought.  They  include 
Alliant,  Allegheny,  Energy  East,  Empire 
District,  OGE  Energy,  Pepco,  DPL,  Great 
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Plains,  Westar  and  Pinnacle  West. 

Right  now  the  majority  of  the 
deals  in  the  power  industry  are 
happening  in  Europe.  Western 
Europeans,  jittery  about  growing 
dependence  on  Russia's  Gazprom 
for  natural  gas,  want  to  build  up 
power  companies  of  countervail- 
ing clout.  Meanwhile,  the  Euro- 
pean Commission  is  trying  to 
create  one  electricity  market 
across  its  25  member  countries.  It 
has  directed  national  govern- 
ments, notably  in  Spain  and 
France,  not  to  protect  former 
state  energy  monopolies — now  private 
and  meant  to  stand  as  "national  champi- 
ons"— when  they  are  the  target  of  foreign 
bids.  Progress  is  uneven,  but  regional 
markets  within  the  EU  are  forming,  deal 
by  deal. 

The  commission  had  a  big  win  in  get- 
ting the  Spanish  government  to  drop  its 
opposition  to  the  bid  by  Germany's  E.ON 
for  Spain's  Endesa.  After  the  initial  $34 
billion  offer  in  February,  the  government 
tried  to  orchestrate  a  white-knight  bid 
from  Barcelona  Gas  Natural  SDG,  encour- 
aged Madrid  construction  company 
Acciona  to  take  a  minority  stake  in 
Endesa  and  presented  a  laundry  list  of 
conditions  for  its  approval  of  the  deal.  But 
it  buckled  in  the  face  of  the  commission's 
pressure.  E.ONs  sweetened  bid  of  $47  bil- 
lion should  be  completed  soon. 

E.ON  has  also  been  active  in  Central 
Europe  and  Scandinavia;  it  bought  Power- 
gen  in  the  U.K.  for  $14  billion  in  April 
2001.  The  acquisition  spree  is  one  reason 


MERGER  MANIA 

Deals  announced  in  2005  and  completed  in  2006  were  driven  by  European  utilities. 


TARGET/ACQUIRER 


VALUE 
(SBIL) 


Value  of  power  industry  deals:  $196  billion 


ENDESA/Gas  Natural 

$28.3 

CINERGY/Duke  Energy' 

14.3 

ELECTRABEL/Suez 

13.9 

CONSTELLATION  ENERGY/FPL 

11.2 

ITALENERGIA/EDF  &  AEM 

10.3 

Source:  PricewaterhouseCoopers. 

Europe 
58% 


North  America  31% 
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Asia  Pacific  9% 


Africa  1% 


 South  &  Central  America  1  % 


J 


that  Dierckx  likes  the  stock,  which  trades 
as  an  American  Depositary  Receipt  on  the 
New  York  Stock  Exchange.  He  says  that 
the  $67  billion  (2005  sales)  company,  33rd 
on  our  list  of  the  world's  2,000  largest  pub- 
lic companies,  is  one  of  the  strongest  in 
the  sector  because  of  its  stability  and  natu- 
ral gas  business.  The  shares  sell  for  17 
times  trailing  earnings. 

Dierckx  also  likes  Italy's  Enel,  another 
Forbes  2000  company.  A  foray  to  buy 
France's  Suez  was  defeated  by  another 
local  white  knight,  Gaz  de  France,  but  the 
Italian  company  succeeded  in  buying  a 
majority  stake  in  Slovakia's  generating 
company,  the  second-largest  in  Eastern 
Europe,  and  is  expanding  its  generating 
capacity  in  Brazil  by  acquiring  1 1  compa- 
nies holding  concessions  for  22  mini- 
hydro  plants.  Enel's  first-half  sales  rose 
18%  to  $24  billion;  earnings  rose  3%  to 
$2.5  billion.  It  is  trading  at  a  cheapish  15 
times  trailing  earnings. 

Even  without  Enel,  Dierckx  likes  Suez 


for  its  exceptional  operating  performance 
and  the  promise  in  its  proposed  merger 
with  Gaz  de  France.  French  politics 
delayed  the  closing  of  the  deal,  but  Suez 
Chief  Gerard  Mestrallet  told  an  investor 
conference  in  October  that  he  still  expects 
it  to  be  completed  by  the  end  of  the  year. 
The  merged  entity  would  have  $80  billion 
in  annual  sales  and  break  new  ground  in 
the  way  it  generates  power.  "If  gas  prices 
are  high,  we'll  turn  off  the  turbine,  sell  gas 
and  use  another  source  to  generate  elec- 
tricity. If  gas  prices  are  low,  we'll  use  the 
turbine,"  says  Mestrallet. 

More  such  deals  that  will  let  electricity 
companies  become  more  than  passive 
buyers  of  gas  are  expected  prior  to  a  July 
2007  European  Union  deadline  for  all 
European  consumers  to  be  able  to  select 
which  company  will  be  their  preferred  gas 
and  electric  supplier.  The  accompanying 
table  contains  five  of  Dierckx's  picks  that 
he  believes  will  benefit  from  the  drive  for 
utility  consolidation.  F 


AHEAD  OF  THE  PACK 

KBC  Securities'  Koen  Dierckx  recommends  five  companies  on  European  buying  sprees. 


PRICE 


COMPANY/COUNTRY 

RECENT 

52-WEEK 
HIGH 

P/E 

VALUE 
(SBIL) 

DIVIDEND 
YIELD 

COMMENT 

■  E.ONVGermany 

$40.89 

$42.97 

17 

$80.4 

2.2% 

Bid  $47  billion  for  Spain's  Endesa 

ENELVItaly 

49.95 

50.11 

15 

61.6 

5.8 

 _ 

Buying  in  Eastern  Europe  and  Brazil 

FORTUM/Finland 

27.68 

29.13 

16 

24.4 

2.7 

Building  plants  in  Scandinavia 

SUEZVFrance 

46.56 

47.31 

14 

58.6 

2.1 

Closing  merger  with  Gaz  de  France 

VERBUND/Austria 

48.95 

53.44 

24 

15.1 

1.3 

Investing  in  hydraulic  generation 

Prices  as  of  Nov.  13.  'Trades  in  the 
FT  Interactive  Data,  Thomson  IBES 


sn  ADR.  -Very  lightly  traded,  no  reported  trades  in  October.  Sources:  Bloomberg  Financial  Markets; 

Vi  'orldscope  via  FactSet  Research  Systems. 
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Not-So-Fixed 
Income 

Do  the  meager  yields  on  Treasurys  leave 
you  cold?  You  can  get  an  extra  point 
of  interest  with  mortgage-backed 
securities,  but  there  are  pitfalls. 
Read  this  first.  By  Matthew  Rand 


THAT  TEN-YEAR  TREASURY  SIT- 
ting  in  your  brokerage  is  earn- 
ing you  a  crummy  4.6%  return. 
Can  you  do  better  with  a  high- 
quality,  fixed-income  invest- 
ment? You  can,  and  this  article  will  tell 
you  how.  But  it  will  also  tell  you  that  there 
is  no  free  lunch.  Enhanced  yields  come 
with  risks  and/or  tax  costs. 

The  way  to  get  better  yields  is  to  buy 
mortgage-backed  bonds,  which  are  shares 
in  mortgage  pools.  When  you  buy  one  of 
these  securities  you  get  monthly  payments 
of  principal  and  interest  from  the  home- 
owners whose  mortgages  were  put  into 
the  pool.  The  5.5%  Ginnie  Mae  (Govern- 
ment National  Mortgage  Association) 
with  a  final  maturity  in  2036  is  priced  at 
99.6  cents  on  the  dollar  to  yield  5.6%.  A 
Freddie  Mac  (Federal  Home  Loan  Mort- 
gage Corp.)  mortgage  pool  due  in  2036 
yields  5.7%.  Fannie  Mae  (formerly,  Fed- 
eral National  Mortgage  Association)  has 
mortgage  securities  very  comparable  to 
Freddie  Mac's. 

These  are  all  federally  chartered  enti- 
ties. Veer  off  this  mainstream  market  into 
the  land  of  private-label  and  commercial- 
mortgage-backed  bonds  and  you  can  get 
some  really  sexy  yields.  But  investors  buy 
such  mortgage-backed  bonds  at  consider- 
able peril,  says  Margaret  Weinblatt,  man- 
ager of  USAA's  Ginnie  Mae  and  Income 
funds:  "Someone  will  stick  them  with 
some  lower-rated,  first-loss  piece  of  a 
lousy  pool." 

Now  let's  consider  the  three  pitfalls  of 
mortgage-backed  securities. 

First  is  default  risk.  What  if  your  pool 
is  made  up  of  home  loans  issued  to  sub- 
prime  buyers  in  Miami?  So  long  as  you 
stick  to  the  big  three,  there's  almost  no 
risk.  Ginnie  Maes  are  guaranteed  against 
principal  loss  by  the  full  faith  and  credit  of 
the  federal  government.  Fannie  Mae  and 
Freddie  Mac  are  not  but  are  backed  by  the 
full  faith  and  credit  of  their  friends  in 
Congress.  They  make  good  on  deadbeat 
homeowners  in  their  pools,  and  they  are 
unlikely  to  go  bust  themselves.  Although 
the  credit  rating  agencies  don't  rate  these 
pools,  they  give  triple-As  to  the  corporate 
bonds  of  the  sponsors. 

Next  is  prepayment  risk.  A  30-year 
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Nowhere  on  any  tax  form  does  it  say  you  can't  be  crafty.  To  add  a  tax-free  element  to  any  portfolio  and  earn  attractive 
monthly  income,  Nuveen  Investments  preaches  the  wisdom  of  municipal  closed-end  funds.  With  over  90  municipal 
closed-end  funds,  Nuveen  offers  more  ways  to  help  grow  and  preserve  wealth.  So,  you'll  have  a  well-balanced  portfolio, 
as  well  as  a  new  nickname  down  at  the  IRS.  As  always,  there  are  risks  inherent  in  any  investment,  including  the 
possible  loss  of  principal.  Closed-end  funds  frequently  may  trade  at  a  discount  or  premium  to  their  net  asset  value. 

NUVEEN 

Investments 

Smarter  ways  to  be  conservative? 
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mortgage  in  your  pool  may  or  may  not 
last  for  30  years.  The  homeowner  has  the 
right  to  pay  off  the  balance  at  any  time  by 
moving  or  refinancing.  As  a  result,  a  30- 
year  Freddie  Mac  with  a  coupon  of  5.5% 
has  an  expected  weighted  average  life  of 
seven  years,  as  calculated  by  Bloomberg. 
This  number  reflects  both  the  normal 
principal  repayments  that  come  with 
monthly  amortization  and  the  irregular 
dollops  of  principal  that  come  when  a 
mortgage  is  paid  off  early.  It  incorporates 
certain  assumptions  about  refinancing 
activity.  Actual  life  spans  are 
unpredictable  and  vary  from 
pool  to  pool.  A  typical  Gin- 
nie  Mae  pool  has  $11  million 
of  mortgage  principal  when 
it  starts. 

The  problem  with  pre- 
payments is  not  that  they 
shorten  the  effective  life  of 
the  pool  but  that  they  give 
homeowners  an  option  on 
whether  to  repay.  If  interest 
rates  shoot  up,  homeowners 
will  hang  on  to  their  cheap 
mortgages  for  as  long  as  they 
can.  If  rates  go  down,  they 
will  refinance,  and  there  goes  your  juicy 
coupon.  When  you  buy  a  mortgage- 
backed  bond,  you  are  in  effect  buying  a 
straight  bond  and  then  giving  away  a  call 
option  to  the  homeowners. 

What  are  those  options  worth?  Per- 
haps half  a  point  of  yield.  That  is,  the 
apparent  104-basis-point  yield  advantage 
of  the  30-year  5.5%  Freddie  Mac  over  a 
seven-year  Treasury  is  less  than  it  seems. 
The  option -adjusted  yield  spread  is  more 
like  57  basis  points  (hundredths  of  a  per- 
cent), according  to  Bloomberg. 

With  any  long-term  bond  the  investor 
is  at  the  mercy  of  interest-rate  fluctua- 
tions. If  interest  rates  shoot  up,  the  value 
of  your  30-year  Treasury  will  go  straight 
down.  But  at  least  this  is  a  two-sided  bet. 
If  rates  go  down,  as  FORBES  columnist 
Gary  Shilling  predicts,  then  your  non- 
callable  Treasurys  will  go  up  in  value. 

With  mortgage-backed  paper,  in  con- 
trast, you  are  making  a  lopsided  bet.  Inter- 
est-rate fluctuations  can  only  hurt  you. 

Still,  buying  the  mortgage  paper 


makes  sense  if  you  think  that  interest 
rates  are  going  to  be  fairly  stable  for  a 
while.  In  that  case  you  think  the  home- 
owners' options  aren't  worth  much.  Says 
William  Bartlett,  who  was  the  mortgage 
specialist  for  institutional  sales  at 
Lehman  Brothers  and  Salomon  Smith 
Barney:  "If  you  expect  stable  interest 
rates,  then  mortgage-backed  securities 
will  perform  very  well  for  you,  because 
they're  priced  at  a  yield  premium  over 
standard  fixed-rate  bonds."  With  the 
Federal  Reserve  now  pausing  its  two- 


MBS  THE  EASY  WAY 


If  you  decide  to  buy  a  mortgage- 
backed  bond,  pay  attention  to  where  the 
pool  is  coming  from.  Weinblatt,  the  USAA 
money  manager,  suggests  you  ask  your 
broker  what  the  pool's  percentage  is  of 
primary  homes,  vacation  homes  and 
investment  properties.  She  never  buys 
pools  that  have  sizable  portions  made  up 
of  investment  properties,  as  those  have  a 
lot  of  prepayment  risk. 

Shop  around.  The  markup  on  a 
$50,000  Ginnie  Mae  could  run  to  1%  or 
so,  or  $500.  Although  most  of  the  princi- 


With  mortgage-backed  funds  you  won't  have  to  think  about  where  to  reinvest  prepayments. 
But  you'll  give  up  some  of  the  bonds'  yield  spread  in  expense  fees. 

TOTAL  RETURN 

ANNUAL 

FUND 

YIELD 

LATEST 
12-MONTH 

5-YEAR 
ANNUALIZED 

EXPENSES 
PER  $100 

DREYFUS  BASIC  US  MORTGAGE  SECURITIES 

4.6% 

4.6% 

4.1% 

$0.65 

FIDELITY  MORTGAGE  SECURITIES 

4.7 

5.3 

4.4 

0.55 

PAYDEN  GNMA  FUND 

5.4 

5.1 

4.3 

0.50 

USAA  GNMA  TRUST 

4.9 

4.8 

3.7 

0.49 

VANGUARD  GNMA  FUND-INV 

5.0 

5.1 

4.3 

0.21 

Performance  through  Oct.  31.  Source:  Upper. 

year-long  rate-raising,  this  may  be  a  good 
time  to  bet  on  stable  rates. 

Last  problem  is  taxes.  Treasurys  are 
exempt  from  state  income  tax;  mortgage 
bonds  are  not.  Depending  on  where  you 
live  and  whether  you  are  subject  to  the 
federal  alternative  minimum  tax  (which 
determines  whether  you  bear  the  full 
brunt  of  your  state  tax  bill  or  can  share  it 
with  Uncle  Sam),  the  state  tax  penalty 
could  easily  be  worth  35  to  50  basis 
points. 

But  there's  an  easy  solution  to  this 
problem:  Put  the  Ginnie  Mae  in  a  tax- 
deferred  account  like  a  401(k)  or  individ- 
ual retirement  account. 

WATCH  OUT  FOR 
POOLS  WITH  LOTS  OF 
SECOND  HOMES  AS 
THEY  ARE  LADEN  WITH 
PREPAYMENT  RISK 
FOR  YOUR  BOND. 


pal  will  probably  come  back  within  the 
first  ten  years,  you  have  to  be  prepared  to 
have  tag  ends  of  principal  lasting  for  the 
full  30  years.  Is  your  grandchild  going  to 
know  what  to  do  with  a  $903  principal 
balance? 

Lawrence  Caplan,  a  senior  vice  pres- 
ident at  Sanders  Morris  Harris,  a  Hous- 
ton asset  management  company,  says  he 
doesn't  buy  mortgage  bonds  for  his 
clients.  Brokers  push  them,  he  says, 
because  the  pricing  is  opaque  and  most 
customers  will  never  see  a  bid-ask 
spread. 

If  the  paperwork  or  the  markups 
worry  you,  buy  a  Ginnie  Mae  fund 
instead.  Weinblatt's  USAA  fund  has  a  15- 
year  average  return  of  6%  and  yields 
4.9%,  according  to  Lipper.  Expense  ratio: 
0.49%  annually.  Vanguard's  Ginnie  Mae 
fund  is  available  as  Admiral  shares  (min- 
imum investment,  $100,000),  with  a 
rock-bottom  0.1 1%  expense.  You  would 
be  hard-pressed  to  beat  that  cost  buying 
directly.  F 


166      FORBES      DECEMBER  11,  2006 


THE 
POWER 

TO  KNOW 


SAS  SOFTWARE 


BUSINESS 

INTELLIGEN 


Better  answers,  faster. 


ENTERPRISE  INTELLIGENCE  PLATFORM 

DATA  INTEGRATION 
INTELLIGENCE  STORAGE 
BUSINESS  INTELLIGENCE 
ANALYTICS 


Challenged  with  balancing  efforts  to  support  strategic  initiatives  while  still  lowering 
operational  costs?  SAS  takes  you  beyond  traditional  Bl  query  and  reporting  to  a  higher 
level  of  shared  decision  making  that  drives  innovation.  Our  fully  integrated  Enterprise 
Intelligence  Platform  sets  the  foundation,  linking  technologies  for  data  integration 
and  storage,  reporting  and  analysis.  Proven  software,  industry-specific  solutions  and 
domain  experience  extend  the  value  of  your  investment.  Bridging  the  gap  between 
what  you  have  -  growing  expectations  to  deliver  a  return  on  investment  -  and  what  you 
want  to  achieve  -  increased  profits,  reduced  risk  and  improved  performance. 

Want  Proof?  Find  out  why  SAS  is  at  work  in  96  of  the  top  1 00  companies  on  the 
FORTUNE  Global  500*  —  with  customer  retention  rates  exceeding  98%  annually  for 
30  years. 


www.sas.com/innovation  ■  Free  white  paper 


SAS  and  all  other  SAS  Institute  Inc.  product  of  service  names  are  registeied  trademarks  or  trademarks  of  SAS  Institute  Inc.  in  the  USA  and  other  countries  ®  indicates  USA  registration.  Other  brand  and  product  names  are  trademarks  ot  their  respective 
companies.  ©  2006  SAS  Institute  Inc.  All  rights  reserved.  379074USu306 


ocks&Bon 


2007  Investment  Guide 


The  Shipping  News 

The  volatile  ocean  freight  business  has  scared 
away  investors  and  made  the  stocks  cheap. 
Investment  banker  Simon  Rose  names  four  that 
vou  should  take  a  look  at.  By  Phyllis  Berman 


SIMON  ROSE,  COFOUNDER  OF 
Dahlman  Rose  &  Co.,  a  bou- 
tique investment  bank  dedicated 
to  the  shipping  industry,  often  is 
asked  how  he  got  involved  in 
seafaring.  Rose,  37,  says  it's  in  his  blood. 
"Both  my  parents'  families  came  here  by 
ship,"  he  says  drolly.  His  mothers  family, 
WASPs  from  New  England,  arrived  in  1626; 
his  father,  an  aspiring  physician,  escaped 
Poland  300  years  later. 


The  real  answer  is  that  he  spied  an 
opening.  In  2002  Rose,  who  yachts  in  his 
spare  time,  was  at  hedge  fund  Schotten- 
feld  Associates  when  he  and  colleague 
Ernest  Dahlman  noticed  that  the  interna- 
tional shipping  sector  was  overlooked  by 
money  managers.  Meanwhile,  there  was 
accelerated  demand  for  international 
commodity  shipments.  And  the  world's 
aging  shipping  fleet  was  in  need  of 
replacement. 


Exacerbating  the  situation,  the  Inter- 
national Maritime  Organization,  the  gov- 
erning body  regulating  the  global  shipping 
industry,  had  set  a  schedule  for  phasing  out 
single-hulled  tankers.  The  Titanic  notwith- 
standing, a  double  hull  makes  it  less  likely 
that  the  crew  will  drown  or  the  cargo  leak 
out  onto  a  beach.  Now  a  quarter  of  the 
tankers  are  single-hulled;  by  2015  every 
single  one  of  those  must  be  retired. 

Rose  and  Dahlman  today  employ  50, 
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INVESTMENT  ADVICE 

and  its  effect  on  quality  of  life 


quality  of  investment  advice 


Time,  like  all  valuable  resources,  is  finite.  And  it's  our  job  to  help  you  make  the  most  of  it.  By  providing  financial  solutions 
that  are  based  on  what  you  need,  instead  of  what  we  have  to  sell.  Adjusting  those  solutions  over  time,  as  your  needs 
change.  Using  our  resources  to  anticipate  the  opportunities,  and  minimize  the  risks.  And  organizing  financial  information 
in  a  way  that's  convenient  for  you.  So  you  can  get  the  most  out  of  all  your  assets.  Including  your  time.  If  you'd  like  to  know 
more  about  how  we  can  help,  call  800-468-2352  or  visit  northerntrust.com. 
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with  offices  in  New  York,  Houston,  San 
Francisco  and  Boston.  Their  firm  services 
all  segments  of  the  shipping  industry, 
including  oil  tankers,  liquefied  natural  gas 
haulers,  liquid  petroleum  gas  tankers, 
chemical  tankers,  dry-bulk  carriers,  con- 
tainerships  and  a  number  of  others.  They 
have  underwritten  initial  public  offerings 
with  giants  like  Goldman  Sachs,  as  well  as 
lined  up  private  funding  for  ship  outfits. 

This  is  a  volatile  market.  When  they 
started,  the  industry  was  at  a  low  ebb  amid 
a  recession  and  cheap  oil.  Then  in  2004 
and  2005  shipping  activity  and  rates 
surged  with  the  recovery  and  oil-price 
escalation.  Next,  shipping  rates  for  every- 
thing from  oil  to  containers  slid  late  last 
year  amid  fears  of  an  oil-shock-induced 
economic  slowdown.  Now  another  lurch 
is  in  store.  Rates  are  picking  back  up  as 
strong  Asian  demand  continues. 

Wall  Street  abhors  volatility,  and  this 
explains  why  stocks  of  shipping  compa- 
nies are  cheap.  But  if  these  ups  and  downs 
don't  make  you  seasick,  you  can  pick  up 
some  real  bargains,  says  Rose.  He  has  four 
he  likes  (see  table,  below). 

Maybe  Rose  is  not  unbiased;  his 
underwriting  department  (separate  from 
stock  research,  as  at  any  brokerage)  has 
done  business  with  three  of  the  four  (the 
exception  is  Teekay  Shipping).  But  he 
makes  a  good  case  for  buying  into  the 
sector. 

•  Quintana  Maritime  bought  a  fleet  of 
17  modern  dry-bulk  carriers — for  coal, 
iron  ore,  grain,  among  other  commodi- 
ties—from a  Greek  firm  for  $730  million. 
All  of  the  Greek  vessels  are  on  long-term 
contracts  with  Bunge,  an  agribusiness 
company.  Quintana  was 
paying  a  reasonable  six  to 
nine  times  earnings  before 
interest,  taxes  and  nonre- 
curring items.  The  purchase 
gave  Quintana  one  of  the 
youngest  and  largest  fleets 
(28  ships)  among  U.S.-listed 
dry  bulk  companies.  A  fair 
amount  of  the  capacity  is 
contracted  for  in  advance; 
the  ships  are  already  82% 
booked  for  next  year  and 
74%  for  2008.  Surging  Chi- 


Ernest  Dahlman, 
Rose's  partner, 
topside  as  the 
huge  tanker 
moves  its  oil 
cargo  to  port. 


f 


nese  steel  production  has  been  a  godsend 
for  Quintana. 

•  The  oil  tankers  owned  by  OMI  have 
an  average  age  of  just  4.1  years,  less  than 
one-third  that  of  tankers  generally.  That 
gives  OMI  operating  costs  20%  lower  than 
industry  averages.  All  its  ships  are  double- 
hulled,  which  gives  it  a  chartering  advan- 
tage over  its  peers.  It  has  several  specialty 
vessels,  such  as  its  three  Suezmaxes — able 
to  carry  1  million  barrels  of  oil  through 


HEADING  OUT  TO  SEA 

Dahlman  Rose  thinks  these  firms  should  prosper  amid  rising  demand 
for  shipping  around  the  globe. 

PRICE 


52-WEEK 

DEBT/ 

COMPANY 

RECENT 

HIGH 

P/E 

CAPITAL 

OMI 

$22.52 

$24.18 

4 

34% 

QUINTANA  MARITIME 

10.50 

11.10 

22 

47 

SEASPAN 

21.89 

22.97 

23 

56 

TEEKAY  SHIPPING 

41.48 

46.50 

9 

49 

Prices  as  of  Nov.  13.  Sources:  Dahlman  Rose  &  Co;  Reuters  Fundamentals  via 

FactSet  Research  Systems. 


the  relatively  shallow  Suez  Canal,  which 
many  larger  tankers  can't  traverse. 

Earlier  this  year  it  appeared  that 
another  fierce  hurricane  season  would 
endanger  the  tanker  fleet.  Strife  in  the 
Mideast  also  was  a  concern.  Would 
tankers  be  targeted  in  the  Persian  Gulf  or 
elsewhere?  Numerous  behemoth  tankers 
went  to  sea  as  floating  storage  tanks 
against  the  risk  of  a  disruption  in  supplies. 
While  weather  and  terrorism  remain 
ever-present  worries,  the 
anxiety  on  both  fronts 
seems  to  have  abated,  at 
least  for  now.  And,  at  any 
rate,  strife  in  oil-produc- 
ing lands  doesn't  necessar- 
ily hurt  tanker  demand. 
On  the  contrary,  the  mess 
in  Nigeria  is  boosting  it. 
That's  because  the  crimp 
in  oil  production  in  Africa 
has  been  made  up  by 
faster  pumping  in  Saudi 
Arabia,  but  voyages  from 
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WE  COULD  SAVE 
BILLIONS  IN 
HEALTHCARE  COSTS 
IF  WE  COULD  JUST 
GET  KIDS  TO  READ. 


Some  consumers  aren't  able  to 
read  basic  health  information.  This 
compromises  the  quality  of  healthcare 
and  adds  billions  to  America's  annual 
healthcare  costs. 

Blue  Cross  and  Blue  Shield  Companies 
launched  a  mentoring  program  that 
uses  health-related  children's  books 
to  raise  health  awareness. 


By  educating  tomorrow's  health 
consumers  today,  we  make  it 
easier  for  them  to  navigate 
the  increasing  complexity  of 
healthcare  and  play  a  more 
active  role  in  their  own  health. 


Our  partners  at  Harvard  Medical 
School's  Department  of  Health  Care 
Policy  selected  this  program  as  an 
innovative  way  to  help  save  lives 
while  working  to  keep  quality 
healthcare  affordable. 


To  team  more  about  this  and  other 
BlueWorks  programs,  go  to 
www.bcbs.com/blueworks 


BlueCross  BlueShield 
Association 

An  Associaljon  of  Independent 
Blue  Cnis.s  and  filue  Shield  Plans 


Special  Advertising  Section 


RPRISE  MOBILITY 


REN  DS 


ENABLING  ENTERPRISE  APPLICATIONS 


Enterprise  mobilization  efforts  are  expanding  from  e-mail  support  to  robust  applications  that  allow 
real-time  data  and  information  to  drive  core  business  processes,  according  to  an  extensive  newi 
research  study  sponsored  by  Sybase  and  Forbes  Inc.  The  top  investment  justifications:  improved 
productivity  and  enhanced  customer  service. 


The  2006  Enterprise  Mobility 
Megatrend  study  was  conducted  by 
Management  Insight  Technologies 
on  behalf  of  Forbes  in  March 
among  851  business  and  IT  decision  makers, 
IT  miplementers  and  C-suite  officers 
(including  owners,  CEOs  and  CIOs)  at 
small,  midsize  and  large  companies. 

The  results  niduatc  tli.it  while  e-mail 
foi  nis  the  top  layer  of  application  investment 
planning,  the  next  wave  of  investment  will  be 
in  more  advaix  ed  applications  that  offer 
mobile  workers  better  information  in  the 
field  and  better  resources  for  customer  care. 

Innovators  lead  broad  move  toward 
advanced  mobile  apps. 

The  study  reveals  that  innovators  — 
companies  that  tend  to  invest  in  new 
technology  first  —  are  seeking  a  strategic 
advantage  through  supply  chain  and  sales- 
related  application  investments,  and  are  expe- 
riencing less  pain  in  the  development  of  their 
mobile  computing  platform  compared  with 
those  companies  that  are  simply  reacting  to 

Mobile  Applications  Investments 

(Next  12  Months) 


E-mail/IM 
Field  Data  Retrieval 
CRM 
Collaboration 
Calendar/Organization 
Sales/Billing 


48% 


37% 


30% 


1 


26% 


3 


24% 


□  All 


N=851 


the  data  needs  of  field  professionals.  Yet  the 
trend  toward  enabling  advanced  mobile 
applications  is  not  limited  to  those  in  the 
field,  but  spans  a  range  of  enterprise 
categories  and  senior-level  decision  makers. 

Among  the  study's  findings  on  the  mobil- 
ity investment  outlook  over  the  next  year: 
•  E-mail  is  the  launchpad  for  mobile 
computing  investment.  Overall, 
respondents  named  e-mail  and  instant 
messaging  as  the  top  applications 
investments  (48%),  followed  by  provi- 
sioning and  capturing  field  data  (37%) 
and  customer  management  (30%). 
•Business  leaders  are  concerned  about 
more  than  just  e-mail.  While  IT 
professionals  are  more  likely  to  have 
mobile  e-mail  investment  plans  (54%) 
than  business  leaders  (40%),  38%  of  busi- 
ness leaders  are  planning  CRM-related 
investments  versus  28%  of  IT  profession- 
als. For  business  leaders,  mobility  invest- 
ments include  not  just  e-mail,  but  also 
data-empowered  tools  (data  access  and 
CRM)  that  enable  customer  care. 


•  Overall,  study  participants  expect  to 
invest  around  SI  .4  billion  over  the 
next  year  on  mobile  computing  hard- 
ware, software,  services,  training  and 
other  related  costs. 

Sybase  is  a  leader  in  real-time  data 
solutions. 

Sybase  iAnywhere  holds  the  number-one 
market  share  position  in  the  mobile  database 
and  middleware  markets.  As  the  study  found, 
businesses  leaders  focused  on  real-time  data 
solutions  not  only  showed  higher  invest- 
ment intentions,  but  also  demonstrated  the 
strongest  preference  for  Sybase  as  their  spe- 
cialized enterprise  mobility  vendor. 

The  Enterprise  Mobility  Megatrend 
study  confirms  that  investment  in  mobiliza- 
tion applications  has  become  a  strategic 
business  and  technology  objective  of  com- 
panies desiring  to  improve  productivity  and 
enhance  customer  service.  The  bottom  line: 
New  data-centric  mobile  applications  will 
extend  key  enterprise  systems  to  mobile 
users  anywhere,  anytime  —  allowing 
forward-thinking  companies  to  maintain  a 
competitive  edge.  ■ 


Enterprise  Mobility 

Megatrends  Webcast 

On  Forbes.com  

To  view  an  enterprise  mobility 
Webcast  and  download  an 
executive  summary  of  the 
Mobility  Megatrends  study, 
visit  www.forbes.com  Sybase. 


You're  finally  getting  your  enterprise 
information  under  control. 


NOW,  YOUR  MOBILE  USERS  WANT 
TO  ACCESS  IT  ON  ANY  DEVICE. 


When  businesses 
get  serious  about 

INFORMATION 

MOBILITY 

they  get  Sybase. 


Ready  to  get  serious  about  mobilizing  your  enterprise?  Choose  the  company  that  81  of  Fortune  100  organizations 
rely  on  to  securely  deliver  decision-ready  information  to  the  point  of  action  while  giving  you  the  IT  control  you  need: 
Sybase.  Leveraging  proven,  industry-leading  software,  our  powerful,  new  Information  Anywhere*  Suite  provides 
modular  components  for  email/PIM,  heterogeneous  device  management  and  security,  and  enterprise  application 
enablement.  So  if  you're  ready  to  make  the  Unwired  Enterprise  a  reality,  Sybase  can  help  you  deliver  some  serious 
results.  To  learn  more,  visit  www.sybase.com/getserious3 


Copyright  <02006  Sybase.  Inc.  All  rights  reserved.  Sybase,  the  Sybase  logo,  and  Information  Anywhere  are  trademarks  of  Sybase,  Inc. 
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there  to  Western  users  take  longer  than 
voyages  from  Nigeria,  so  tankers  must 
be  leased  for  more  time. 

•  Teekay  has  55  oil  tankers  plying  the 
waves.  But  it  also  has  an  interesting  side- 
line: The  company  operates  the  largest 
fleet  of  shuttle  tankers  in  the  world,  con- 
trolling two-thirds  of  the  global  fleet. 
These  ships  operate  in  the  North  Sea, 
where  rough  seas  and  deep  waters  make 
pipeline  construction  impossible.  They 
transport  crude  from  offshore  platforms 
to  the  shore. 


In  addition,  Teekay  has  a  business  of 
supplying  floating  production,  storage  and 
offloading  vessels,  more  in  demand  as  oil 
exploration  gets  into  deeper  waters.  These 
ships  can  process  oil  from  the  well,  store  it 
onboard  and  offload  it  to  shuttle  tankers. 

Teekay  is  in  the  process  of  acquiring 
Petrojarl,  a  union  that  will  give  the  firm  a 
fleet  of  four  floating  production  ships. 

Teekay  also  has  four  LNG  carriers  and 
nine  under  construction,  all  of  them  under 
20-year  contracts.  The  profit  potential  is 
considerable,  but  it  is  a  risky  business 


because  not-in-my-back-yard  opposition 
could  stop  the  development  of  some  receiv- 
ing ports.  Teekay  spun  off  its  LNG  business 
into  a  limited  partnership,  although  the 
parent  retains  a  68%  stake. 

•  Another  interesting  company  is  Sea- 
span,  with  its  18  container  ships  plus  23  on 
order.  The  company  hauls  everything  from 
stereos  to  notepads. 

It  has  stable  cash  flow  because  its  fleet 
is  leased  out  for  an  average  9.5  years,  and 
the  earliest  expiration  is  not  until  20 1 3.  The 
dividend  yields  7.7%.  F 


Trading 
Places 

Which  is  best: 
paying  a 
commission 
each  time  you 
buy  or  sell 
a  stock, 
or  a  flat  fee? 
By  Ghana  R. 
Schoenberger 


NE  OF  THE  MOST  DIFFI- 
cult  things  to  do  on  this 


0 planet  is  to  trade  your- 
self rich.  So  we  are  not 
advocating  that  you  try 
to  do  that.  But  perhaps  by  acting  a  bit 
more  rationally  you  have  most  of 
your  investable  wealth  segregated  in 
low-cost  buy-and-hold  positions  (like 
index  funds),  and  yet  you  would  like 
to  trade  very  actively  with  the  10%  or 
20%  remaining.  What's  the  cheapest 


COLLECT  THEM  ALL! 
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TD  AMERITRADE. 

AN  INVESTOR'S  COMPANY 

NOT  AN  INVESTMENT  COMPANY 


At  TD  AMERITRADE,  we  put  you,  the  investor,  first.  In  fact,  we  view  it  as  our  mission  to  support  you,  so  you 
can  pursue  financial  independence  your  way.  So  we  ask,  "How  independent  do  you  want  to  be?" 

Some  of  you  want  to  call  your  own  shots,  but  you  may  also  want  some  assistance.  With  knowledgeable 
people  in  more  than  100  branch  offices,  we  can  help.  Some  of  you  merely  want  a  bit  of  reliable  intelligence 
to  confirm  your  brilliant  idea.  We  offer  that  in  the  form  of  solid,  independent  research.  Still  others  just  want 
advanced  trading  tools  and  a  fast  reliable  trading  platform.  We  offer  that  too. 

Clearly,  many  of  you  slide  along  this  spectrum.  One  day  feeling  brisk  and  confident.  The  next,  wanting 
a  shoulder  to  lean  on.  Once  again,  we  can  help.  And  you'll  always  get  fair,  straightforward  pricing.  Every 
Internet  equity  trade  is  $9.99.  And  no  maintenance  fees. 

It's  what  makes  TD  AMERITRADE  an  investor's  company,  not  an  investment  company. 

TD  AMERITRADE.  The  Independent  Spirit. 

all,  click  or  stop  by  today.  |  877-TDAMERITRADE  |  TDAMERITRADE.COM  H  AMERITRADE 


irket  volatility,  volume  and  system  availability  may  delay  account  access  and  trade  executions.  Trades  executed  in  multiple  lots  on  the  same  day  are  charged  a  single  commission.  Trades 
tially  executed  over  multiple  trading  days  are  subject  to  commission  charges  for  each  trading  day.  TD  AMERITRADE,  Division  ot  TD  AMERITRADE,  Inc. ,  member  NASD/SIPC.  TD  AMFRITRADE 
i  trademark  jointly  owned  by  TD  AMERITRADE  IP  Company,  Inc.  and  The  Toronto-Dominion  Bank.  ©2006  TD  AMERITRADE  IP  Company,  Inc.  All  rights  reserved.  Used  with  permission. 
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way  to  do  that?  Now  we  can  comfortably 
give  you  some  advice. 

Consider  two  approaches  for  those 
who  handle  their  own  investments.  The 
first  is  to  pay  a  la  carte.  Online  discount 
brokers  like  Charles  Schwab  &  Co.,  Scot- 
trade  and  TD  Waterhouse  will  oblige. 
Schwabs  basic  commission  is  $13  for  up 
to  1,000  shares,  but  the  price  drops  to  $10 
if  you  do  at  least  120  trades  a  year  or  have 
at  least  $1  million  of  assets  (household 
total)  at  Schwab.  This  arrangement  enti- 
tles you  to  free  research  reports. 

The  second  deal  is  to  pay  an  asset- 
based  annual  fee  (typically  1%)  that  allows 
you  to  trade  for  free,  up  to  some  limit. 
These  accounts  are  most  commonly 
found  at  full-service  brokerages,  but  with 
this  arrangement  you  get  no  research. 
Don't  expect  any  financial  advice  from 
brokerage  staffers,  who,  unlike  money 
managers,  have  no  fiduciary  responsibility 
to  you.  You'll  get  zero  help  on  an  asset- 
allocation  plan,  estate  planning  or  tax 
strategy,  not  to  mention  old-fashioned 
stock  picking.  (A  third  option:  Most 
investors  like  to  have  a  pro  run  their 
money  and  pay  him  a  flat  fee  to  do  this 
for  them.) 

Most  big  brokerages  offer 
the  second  kind  of  account. 
Merrill  Lynch  leads  the  market 
with  a  36%  share,  followed 
by  Morgan  Stanley,  UBS  and 
Schwab.  These  accounts  at- 
tract better-off  investors,  with 
the  average  account  size  at 
$280,000.  "They're  the  classic 
active  traders,"  says  Jeffrey 
Strange,  senior  analyst  at  con- 
sulting firm  Cerulli  Associates 
in  Boston. 

It  makes  little  sense  for 
folks  who  like  to  buy  and  hold 
stocks  and  mutual  funds  to 
pay  a  yearly  fee.  The  1%  bite  is 
too  big  for  a  fairly  passive 
account.  Neither  is  it  a  good 
deal  if  you  are  day  trader — 
because  these  accounts  have 
upper  limits  on  how  many 
times  you  can  trade.  Day 
traders  can  do  thousands  of 
transactions  in  a  year. 


"Ask  the  questions,  so  you  know  what 
you're  going  to  get  and  what  to  expect,"  says 
Diana  DeCharles,  a  financial  planner  with 
AIG  Financial  Advisors  in  Shreveport,  La. 

A  typical  fee-based  do-it-yourself 
offering  is  the  one  from  Morgan  Keegan, 
an  arm  of  Regions  Financial,  called  the 
MOR  Partners  account.  Clients  can  trade 


what  kind  of  account.  "Brokers  see  these 
accounts  and  dollar  signs  light  up  in  their 
eyes,"  says  Susan  Merrill,  the  New  York 
Stock  Exchange's  enforcement  chief.  Bro- 
kerage Raymond  James  got  slapped  with  a 
$900,000  fine  from  the  National  Associa- 
tion of  Securities  Dealers  in  2005  for  herd- 
ing low-volume  traders  into  annual-fee 


"BROKERS  SEE  THESE  ACCOUNTS  AND 
DOLLAR  SIGNS  LIGHT  UP  IN  THEIR  EYES." 


up  to  150  times  a  quarter,  hence  600  per 
year  before  the  firm  starts  looking  at  them 
closely,  and  they  get  quarterly  reports  on 
their  accounts.  Let's  say  you  have  that 
average  $280,000  in  Keegan's  MOR  pro- 
gram. You'd  be  paying  $2,800  annually  in 
fees.  The  Schwab  customer  has  to  do  280 
trades  a  year  to  owe  his  broker  that  much. 

Should  the  accounts  be  smaller,  however, 
Keegan  looks  better.  Say  you  have  $100,000 
in  this  trading  account.  Keegan  would  hit 
you  up  for  $1,000  a  year.  At  Schwab  you'd 
pay  more  if  you  exceeded  77  trades. 

Alas,  not  every  broker  abroad  in  the 
land  is  scrupulous  about  who  should  be  in 


By  the  Numbers 
Going  It  Alone 

Most  investors  want  to  let  financial  advisers 
tend  their  money  and  pay  a  flat  fee  for  it.  Only 
a  fraction  of  the  fee  payers  go  solo. 


$1.55  till  Size  of  total 

flat-fee-payer  market. 

$268  bil  Assets  of  fee- 
payers  who  eschew  financial  advisers. 

190/ 

JLA  /  O  Last  year's  growth  rate  of 
these  do-it-yourselfers'  accounts. 

'*Jr%J:  /O  Last  year's  growth  rate  of 
accounts  for  investors  who  use  advisers. 

Source:  Cerulli  Associates. 


accounts.  In  August  the  NYSE  fined  bro- 
kerage firm  A.G.  Edwards  $900,000  over 
similar  accusations.  The  stock  exchange 
found  investors  who  paid  ten  times  as 
much  in  fees  as  they  would  have  if  they'd 
been  paying  commissions.  A.G.  Edwards 
says  it  changed  its  policies  in  late  2003  and 
that  it  now  reviews  activity  records  on  a 
quarterly  basis  to  make  sure  clients  are  in 
the  right  type  of  account. 

Now  let's  get  back  to  that  threshold  ques- 
tion: Can  you  make  money  trading  fever- 
ishly? Some  people  have  done  so.  The  group 
includes  some  famed  hedge  fund  managers 
like  Michael  Steinhardt  and  Steven  A. 
Cohen,  and  it  includes  amateur  day  traders 
practicing  their  art  in  the  late  1990s.  How- 
ever, a  hedge  fund  with  a  billion  dollars  prob- 
ably has  access  to  information  or  support 
staff  that  you  don't  with  your  $100,000.  As 
for  the  ephemeral  day  traders,  their  success 
owed  more  to  a  bull  market  than  to  their 
trading  skills. 

If  you  must  gamble,  do  it  rationally. 
Park  your  first  $1  million  at  Schwab  in  a 
well-diversified  mix  that  you  can  hold  for 
years.  Take  your  next  $100,000  to  Keegan, 
and  have  some  fun.  In  selecting  which 
positions  to  close  out  on  the  trading 
account,  lean  toward  the  ones  with  losses. 
Realized  losses  can  absorb  any  amount  of 
realized  capital  gains  (from  other  stocks, 
or  from  a  Kiimt),  plus  up  to  $3,000  a  year 
of  ordinary  income.  Unused  capital  losses 
can  be  carried  forward  indefinitely.  A 
$20,000  loss  carryforward  pulled  out  of 
your  hyperactive  account  would  come  in 
handy  if  a  company  in  your  buy-and-hold 
account  got  taken  over,  creating  an  invol- 
untary $20,000  gain.  F 
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The  smart  way  to  withdraw  from  nest-egg  accounts 

How  to  tap  a  home  for  income 
Your  pension  is  frozen — now  what? 
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WOT  THE 
CAPITAL  GOLD 


We  are  America's  leading  precious  metals  investment  firm. 
We  listen  to  understand  your  needs  and  help  you  achieve  your  financial 
goals.  We  are  here  to  help  you  with  your  financial  planning  and  to  provide 
investment  solutions  for  today  and  tomorrow. 
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Which 
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Pick  First 


Do  you  withdraw  from 
taxable  accounts?  Then 
IRAs?  Here's  a  savvy 
strategy  using  Roths  to 
tap  your  investments — 
and  save  on  taxes. 
By  Janet  Novack 


OR  YEARS  A  WISCONSIN  DENTIST  CUT  HIS 

Ftax  bill  by  stuffing  money  into  pretax  retire- 
ment accounts.  That  category  includes  indi- 
vidual retirement  accounts  and  vehicles  that 
work  like  them — Keoghs,  401  (k)s  and  so  on. 
Now  the  dentist  is  60,  retired,  has  $4  million  in  various 
retirement  kitties  and  is  still  keen  to  save  taxes. 

The  standard  advice  for  retirees  is  this:  Spend  your  tax- 
able accounts  first  and  put  off  withdrawals  from  IRA-like 
accounts  as  long  as  you  can.  That  way  you'll  prolong  the  tax 
deferral  in  your  IRAs  and  reduce  your  current  tax  bill. 

Withdrawals  from  IRA-like  accounts  are  hit  with  federal 
taxes  of  up  to  35%.  Using  money  from  your  taxable  broker- 
age account,  in  contrast,  costs  you  much  less.  Long-term 
capital  gains  and  stock  dividends  taken  from  taxable 
accounts  are  now  subject  to  a  top  federal  rate  of  only  15%. 
And  you  can  limit  your  gains  by  selling  off  losers  and  less 
appreciated  stock  holdings. 

But  as  the  dentist's  circumstances  demonstrate,  this 
advice  isn't  always  the  best.  It  fails  to  take  into  consideration 
the  possibility  that  tax  rates  will  rise  (who's  the  next  Presi- 
dent?), the  availability  since  1998  of  Roth  IRAs,  or  the  prolif- 


eration of  other  special  giveaways,  gotchas  and  temporary 
provisions.  (The  box  on  the  next  page  describes  one  new 
two-year  break  just  for  retirees  who  give  to  charity.) 

Yes,  the  dentist — Dr.  Tooth,  we'll  call  him— could  live 
for  some  years  off  his  taxable  investments.  But  if  he  doesn't 
touch  his  pretax  IRAs,  and  they  grow  7%  a  year,  by  the  time 
he  turns  70 V:  he'll  have  $8.4  million  in  these  accounts  and 
be  forced  to  take  big  minimum  required  distributions  that 
will  push  him  into  the  33%  tax  bracket,  according  to  his  IRA 
adviser,  Green  Bay  CPA  Robert  Keebler.  So  last  year  Dr. 
Tooth  did  the  first  of  what  Keebler  expects  to  be  a  series  of 
Roth  IRA  conversions. 

With  the  Roth  IRA,  you  get  your  tax  reward  on  the  back 
end — you  put  in  already  taxed  money,  but  withdrawals  are 
tax  free  (provided  you've  had  the  account  five  years  and 
have  reached  age  5972).  In  a  conversion  you  withdraw 
money  from  a  pretax  IRA,  declare  it  as  taxable  income  and 
put  it  in  a  Roth. 

Only  taxpayers  with  modified  adjusted  gross  income  of 
$100,000  or  less  can  convert  now,  but  that  income  restric-  I 
tion  ends  in  2010.  And  note:  Plenty  of  very  prosperous 
retirees  can  get  their  AGI  below  $100,000.  The  amount  con-  I 


verted  doesn't  count  toward  this  threshold. 

By  paying  some  taxes  before  he  had  to,  Dr.  Tooth  almost 
surely  cut  his  family's  total  tax  bill  over  time.  First  he  kept 
the  conversion  small  enough  that  the  distribution  was  taxed 
at  a  top  rate  of  28%.  Second,  by  paying  tax  on  the  conversion 
with  funds  from  his  taxable  accounts,  he  increased  the  share 
of  his  wealth  that's  tax -sheltered.  Third,  with  Keebler's  help, 
he  pulled  off  an  elaborate  maneuver  that  sounds  as  if  it  can't 
possibly  be  allowed  but  is. 

In  January  2005  Dr.  Tooth  split  $2  million  of  his  pre- 
tax money  into  ten  roughly  equal  IRAs,  each  holding 
stocks  from  a  different  industry  sector,  and  converted 
each  into  a  Roth.  The  law  gives  you  until  Oct.  15  of  the 
year  following  a  Roth  conversion  to  undo  it  and  put  the 


CITARTTY  STRjATEGtY 

If  you're  70!4  or  older,  and  give  to  charity,  there's  a  new  provision — for 
2006  and  2007  only — that  could  save  you  a  lot.  In  those  years  you  can 
direct  the  custodian  of  your  pretax  IRA  to  transfer  up  to  $100,000  to  a 
public  charity  without  having  to  count  that  distribution  in  your  income. 
In  return,  you'll  forego  the  charitable  income  tax  deduction. 

For  folks  who  don't  normally  itemize  their  deductions  and  so  don't 
get  to  deduct  their  contributions  anyway,  it's  a  winner,  says  Christopher 
Hoyt,  a  tax  professor  at  the  University  of  Missouri  at  Kansas  City  School 
of  Law.  If  you  usually  do  itemize,  it  may  also  leave  you  ahead. 

Example:  A  couple  living  in  state-income-tax-free  Florida  has  S80.000 
in  income — $30,000  a  year  in  required  minimum  distributions  from  their 
pretax  IRAs,  $26,000  in  Social  Security,  $14,000  in  private  pensions,  $5,000 
in  interest  and  55,000  in  dividends.  Yearly  real  estate  and  personal  prop- 
erty taxes  are  55,000.  They  plan  to  give  515,000  to  their  church  and  alma 
maters  this  year. 

If  they  deduct  the  515,000,  claiming  520,000  in  itemized  deductions, 
they'll  owe  56,170  in  federal  income  tax.  If  they  transfer  the  515,000 
directly  from  their  IRA,  they  can  still  claim  the  2006  standard  deduction 
of  512,300  (52,000  higher  than  normal,  because  they're  both  over  65)  and 
their  income  tax  bill  is  just  53,680.  The  savings  are  so  substantial  in  part 
because  their  lower  gross  income  cuts  the  taxable  share  of  their  Social 
Security  from  85%  to  50%. 

Other  retirees  who  may  benefit  are  those  whose  income  is  so  high 
their  deductions  take  a  haircut  and  those  who  bump  into  the  limit  on  the 
percent  of  income  that  can  be  deducted  as  a  charitable  donation  (50% 
for  cash  gifts,  30%  for  stock). 

Caveat:  The  transfer  must  go  directly  from  the  IRA  custodian  to  the 
charity.  (Vanguard  Group  and  Fidelity  Investments  say  they're  willing  to 
make  the  transfers;  not  all  custodians  are.)  You  can't  give  the  IRA  money 
to  a  donor-advised  fund  or  most  private  foundations.  And  you  can't  get 
anything  of  value  back  from  the  charity — not  even  a  music  CD.  "For  25 
bucks,  why  screw  up  a  5100,000  donation?"  asks  Jere  Doyle,  senior  vice 
president  of  Mellon  Financial.  — Ashlea  Ebeling 


Even  if  you  don't  have  millions, 
holding  some  of  your  assets  in 
a  Roth  IRA  can  help  you 
finesse  gotchas  in  the  tax  code. 


money  back  into  the  pretax  account. 

So  at  the  end  of  September  2006,  as  planned  and  with 
perfect  20-20  hindsight,  Dr.  Tooth  undid  nine  of  the  ten 
conversions,  leaving  his  best-performing  portfolio — 
telecommunications,  up  29% — in  a  Roth.  He  had  to  pay  tax 
only  on  the  portfolio's  balance  at  the  time  of  conversion,  in 
January  2005,  not  its  gain  through  September  2006.  And  to 
^^^^^^^^  raise  the  odds  he'll  keep  that  tax-free  gain, 
in  October  he  began  diversifying  his  Roth 
portfolio. 

Another  advantage  to  the  conversion: 
There  are  no  minimum  distributions  from 
a  Roth  required  when  you  turn  7072.  So  if 
the  dentist  doesn't  need  the  money,  he  can 
leave  it  growing  tax  free  for  his  kids  and 
grandkids,  who  can  then  stretch  out  tax- 
free  withdrawals  over  their  own  life 
expectancies. 

What  if  your  means  are  more  modest 
and  you  don't  expect  to  leave  much  for 
heirs?  Holding  some  of  your  assets  in  a 
Roth  can  still  help  you  finesse  gotchas  in 
the  tax  code. 

Example:  Up  to  85%  of  Social  Security 
benefits  are  taxable,  but  a  couple  can  have 
as  much  as  $32,000  of  "base  amount" 
income  ($25,000  for  a  single)  before  a 
penny  of  their  benefits  are  included  in 
their  taxable  income.  The  "base"  calcula- 
tion includes  one-half  your  Social 
Security,  plus  almost  all  your  other 
income,  including  tax-exempt  bond 
interest  but  not  Roth  withdrawals. 

Fidelity  Research  Institute  examined 
the  best  tax  strategy  for  a  retired  couple 
who  is  spending  $60,000  a  year  and  has 
$21,000  a  year  in  Social  Security,  $5,100 
in  private  pensions  and  $530,000  in  sav- 
ings, including  $205,000  in  Roth  IRAs. 
By  paying  living  expenses  partly  with 
Roth  withdrawals  rather  than  just  with 
withdrawals  from  their  pretax  IRA  and 
taxable  accounts,  they  can  hold  their  base 
amount  at  or  below  the  $32,000  level, 
thereby  protecting  their  Social  Security 
payouts  from  taxation  and  paying  only  a 
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small  amount  in  federal  tax. 

Okay,  few  retirees  have  so  much  of  their  savings  in 
Roths,  and  most  aren't  on  the  cusp  of  getting  their  Social 
Security  taxed.  But  the  larger  point  is  this:  Build  a  tax-free 
Roth  kitty  and  you'll  have  much  more  flexibility  to  manage 
your  retirement  taxes. 

So  how  do  you  get  a  fat  Roth  account?  Converting  exist- 
ing IRAs  is  just  one  way.  The  other  is  to  contribute  new 
money.  Couples  with  adjusted  gross  income  of  up  to 
$150,000  ($95,000  for  singles)  can  put  up  to  $4,000  apiece 
each  year  ($5,000  if  they're  50  or  older)  into  a  Roth  IRA.  You 
simply  need  to  have  earned  income  equal  to  or  greater  than 
the  amount  you're  putting  in  the  Roth.  You  can  even  open  a 
Roth  account  after  retirement,  if  you  work  part  time. 

Moreover,  what  you  put  in  a  Roth  IRA  doesn't  count 
against  the  limit  for  pretax  employee  contributions  to  a 
401  (k)— now  $15,000  per  worker  a  year,  or  $20,000  if  you're 
50  or  older.  In  2006  employers  were  permitted  to  offer  a  new 
Roth  401  (k)  option  to  workers  at  all  income  levels.  Sadly,  the 
Roth  K  does  count  against  your  401(k)  limit  and  isn't  yet 
widely  available.  But  it  could  be  an  attractive  option  for 
some  workers— like  those  in  low  tax  brackets  now  who 
expect  to  be  in  higher  brackets  in  the  future. 

One  more  Roth  opportunity  is  on  the  horizon — this  one 
for  those  who  have  contributed  aftertax  dollars  to  their 
401(k)s.  Earnings  on  these  contributions  are  tax  deferred, 
not  tax  free.  The  pension  reform  bill  passed  in  August  pro- 
vides that  beginning  in  2008  you  can  roll  money  directly 
from  a  401  (k)  to  a  Roth  IRA.  If  your  401  (k)  plan  administra- 
tor will  cut  you  a  separate  check  containing  just  your  after- 
tax 401(k)  contributions — and  not  include  any  of  your  pre- 
tax 401(k)  contributions  or  investment  earnings — you  can 
roll  that  money  into  a  Roth  IRA  without  recognizing  a  penny 
of  taxable  income,  says  Rockville  Centre,  N.Y.  CPA  Edward 
Slott,  an  IRA  specialist. 

This  isn't  restricted  to  retirees  and  those  switching 
jobs.  If  you  have  aftertax  money  in  your  401(k),  check  if 
your  plan  allows  rollovers  while  you're  still  employed. 
Some  do.  Warning:  Don't  roll  the  401(k)  money  into  a 
regular  IRA  first;  move  it  directly  to  a  Roth.  Once  you 
mingle  it  with  your  pretax  IRA  money,  any  conversion  is 
then  partly  taxable. 

Remember  the  restriction  that  keeps  people  with 
adjusted  gross  income  above  $100,000  from  converting  a 
pretax  IRA  to  a  Roth  IRA?  Unhappily,  it  also  applies  to  a 
401(k)  rollover  to  a  Roth.  But  beginning  in  2010  the  income 
limit  comes  off.  Moreover,  Congress  offered  (as  part  of  a 
budget  gimmick)  a  special  deal  to  encourage  Roth  conver- 
sions in  2010.  Any  money  you  convert  in  2010  can  be 
reported  as  income  in  two  lumps  in  201 1  and  2012. 

"They're  giving  you  an  interest-free  loan  to  build  a  tax- 
free  savings  account.  It's  a  poor  deal  for  government 
finances  but  a  great  deal  for  consumers,"  marvels  Slott.  F 


The  Big  Chill 

Just  when  the  baby  boomers  were 
about  to  earn  some  nice  pension 
benefits,  their  plans  are  being  frozen. 
What  to  do.  By  Janet  Novack 


EW  ECONOMY  COMPANIES— COMPANIES 

Nlike  Google  or  Cisco — don't  offer  traditional 
defined  benefit  pensions,  the  kind  where  you  get 
your  gold  watch  and  your  former  employer  pays 
you  a  fixed  stipend  for  life.  Old  Economy  com- 
panies like  General  Motors  and  DuPont  do  pay  them.  As  of 
year-end  2005, 627  of  the  nation's  largest  1,000  corporations  still 
sponsored  defined  benefit  plans.  So  if  you  are  a  graying  mid- 
dle manager  at  an  old  blue  chip  and  participate  in  one  of  these 
plans,  you're  all  set,  right? 

Not  quite.  Employers  have  the  right  to  freeze  defined 
benefit  plans.  And  when  a  plan  is  frozen,  considerable  dam- 
age is  done  to  someone  who  has  spent  most  of  a  career  at 
one  company  but  is  10  to  15  years  away  from  retirement. 
You'd  be  astonished  how  little  of  the  value  of  a  defined 
benefit  builds  up  in  the  first  25  years  of  your  career.  If  you 
haven't  already,  you  should  figure  out  just  what  you'll  be  left  t 
with  if  your  employer  freezes  your  plan. 

The  risk  is  tangible.  Eighteen  percent  of  the  1,000  big 
companies  with  defined  benefit  plans  had,  as  of  last  Decern- 
ber,  frozen  at  least  one  of  their  plans,  with  the  majority  of  I 
those  freezes  occurring  in  2004  or  2005,  according  to  con-  « 
sultants  Watson  Wyatt  Worldwide.  Another  survey,  by  SEI  I 


Global  Institutional  Group,  recently  found  the  freezes  more 
extensive  when  midsize  companies  are  factored  in.  This  poll 
of  139  pension  sponsors  (both  large  and  midsize  businesses) 
showed  that  40%  had  frozen  or  closed  their  plans,  up  from 
30%  in  January. 

An  employer  can't  legally  take  away  pension  benefits 
workers  have  already  earned.  And  most  companies,  when 
freezing  a  plan,  also  beef  up  their  contributions  to  employ- 
ees' 40 1  (k)s.  Example:  When  Verizon  Communications  par- 
tially froze  its  nonunion  pension  plan  covering  50,000  work- 
ers in  July,  it  raised  the  maximum  company  match 
(assuming  it  hits  profitability  targets)  to  9%  of  salary  for  a 
worker  who  saves  6%,  up  from  5%  for  one  who  saves  6%. 

So  what's  the  problem?  Midcareer  folks  lose  ground  in 
this  shift.  That's  because  of  a  crucial  difference  between 
defined  contribution  plans  like  401(k)s  and  defined  benefit 
pensions.  And  it's  not  the  one  discussed  alJ  the  time:  namely, 
that  the  employee  is  responsible  for  the  investment  of  401(k) 
money,  whereas  the  company  manages  the  cash  and 
assumes  the  investment  risk  in  a  traditional  pension. 

No,  the  crucial  difference  is  this:  Provided  the  company 
match  stays  the  same,  the  benefits  of  a  401(k)  are  earned 
pretty  evenly  over  a  working  career.  But  a  traditional  pen- 


pension  plans  make  it  hard  for  most  employees  to  predict  how 
much  they  will  suffer  in  a  freeze.  "Many  midcareer  workers 
don't  realize  they  haven't  accumulated  much  in  a  pension  plan 
until  it  shuts  down,"  Munnell  laments. 

Federal  pension  law  entitles  you  to  receive  a  calculation  of 
your  vested  benefits  once  a  year  if  you  request  it  in  writing 
from  the  plan  administrator.  Ask  for  it.  But  first  check  your 
drawer  to  see  if  the  plan  sent  you  one  you  haven't  read. 

Meanwhile,  the  table,  prepared  for  FORBES  by  Watson 
Wyatt  senior  consultant  Alan  Glickstein,  shows  how  work- 
ers of  a  certain  age  and  job  tenure  fare  if  their  plan  is  hard 
frozen,  meaning  that  even  senior  workers  earn  no  additional 
benefits.  The  "value  today"  row  shows  what  a  worker  would 
need  in  2006  dollars  to  buy  an  annuity  equal  to  his  frozen 
pension;  the  "value  at  65"  row  shows  what  the  pension 
would  have  been  in  2006  dollars  if  there  hadn't  been  a  freeze. 
The  bottom  row  shows  the  percentage  of  salary  a  worker 
would  need  to  contribute  annually  to  a  401(k)  to  compen- 
sate for  a  pension  freeze.  (For  an  expanded  version  of  the 
table,  go  to  forbes.com/extra.) 

The  table  tells  a  depressing  story.  A  50-year-old  with  20 
years  of  service  has  so  far  earned  just  a  quarter  of  the  pen- 
sion he  could  have  expected  at  age  65.  The  middle-aged 


The  Kids  Are  Alright  But  Are  You? 


You  earn  $100,000  and  get  5%  annual  raises.  Your  pension  plan  is  frozen  tomorrow.  The  percent  of  salary  you 
must  save  to  compensate  for  the  freeze  depends  on  your  age  and  job  tenure. 

YOUR  AGF 


30 


40 


50 


55 


60 


Years  completed  so  far  in  plan 


10 


20 


25 


30 


Value  today  if  frozen1  (in  thousands,  in  2006  dollars) 


$0 


$22 


$78 


$131 


$211 


Value  at  65  without  a  freeze1  (in  thousands,  in  2006  dollars) 


$236 


$260 


$285 


$299 


$314 


Annual  savings  needed  to  make  up  for  freeze2  (%  of  salary) 


8% 


11% 


16% 


18% 


22% 


'Assumes  a  6%  discount  rate  and  a  pension  paying  1  %  of  your  average  annual  salary  during  your  last  five  years  in  the  plan  for  each  year  of 
service  covered  by  the  plan.  'Assumes  a  6%  return  on  investments  yearly.  Source:  Alan  Glickstein,  Watson  Wyatt  Worldwide. 


sion  plan  calculates  your  payout  based  on  the  last  few  years 
of  your  pay,  which  at  age  65  is  likely  at  its  highest  point. 

Suppose  you  are  making  $  100,000  a  year  at  age  45  and  your 
plan  gives  you  an  annual  benefit  equal  to  1%  of  final  pay  times 
number  of  years  of  service.  Now  suppose  prices  and  wages  dou- 
ble over  the  next  20  years.  If  the  plan  stays  alive  and  you  stay 
in  it,  the  year  you  put  in  at  age  45  will  earn  you  roughly  a  $2,000 
annual  benefit  in  retirement.  But  if  the  plan  is  completely  frozen 
as  of  Dec.  31,  your  work  in  2006  has  earned  you  only  $1,000 
annually.  A  401(k)  doesn't  have  this  problem  because  the  money 
you  salt  away  at  age  45  continues  to  build  earnings  for  20  years 
even  if  you  stop  putting  new  money  into  it. 

Economist  Alicia  Munnell,  director  of  Boston  College's 
Center  for  Retirement  Research,  suggests  that  workers  assume 
their  pensions  will  be  frozen  and  revise  retirement  planning 
accordingly.  Still,  the  arcane  computations  in  defined  benefit 


worker  has  to  scramble  to  make  up  for  a  freeze,  boosting  his 
savings  by  16%  of  pay.  By  contrast,  a  30-year-old  can  repli- 
cate the  benefits  of  a  traditional  pension  plan  by  contribut- 
ing 8%  of  salary  a  year  to  his  401  (k)  for  the  next  35  years. 
(The  calculations  assume  a  5%  annual  growth  in  wages  and 
a  6%  return  on  investments.) 

Certainly  defined  benefit  pensions  could  always  pro- 
duce fickle  results.  Much  more  went  to  company  lifers  than 
to  job-hoppers.  Even  those  who  stayed  at  the  same  desk 
could  be  disappointed,  if  their  employer  changed.  Randolph 
Friend,  54,  who's  held  his  current  job  in  Dallas  since  1998, 
has  seen  four  different  owners.  Hence,  he  estimates,  his  ben- 
efit is  28%  less  than  it  otherwise  would  be.  "I  had  the  legs 
cut  out  from  under  me,"  he  says.  But  at  least  he  understood 
what  was  going  on.  "I  never  assumed  I'd  have  a  pension," 
says  Friend,  who  is  a  defined  benefit  plan  actuary.  F 
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Tapping  the  House 

With  a  reverse  mortgage,  you  can  turn  your  home's  equity  into 
a  pile  of  cash — but  at  a  steep  price.  By  Carrie  Coolidge 


HEN  ED  H.  BARKER  RECENTLY  GAVE  UP 

Whis  full-time  job  as  a  college  administra- 
tor, he  found  his  $2,000  monthly  mort- 
gage payments  for  his  La  Verne,  Calif, 
home  becoming  unaffordable. 
But  Barker  had  no  interest  in  selling  his  three-bed- 
room stucco  farmhouse  in  a  gated  community  with  glori- 
ous views  of  the  San  Gabriel  Mountains.  He  liked  his 
neighbors  and  loved  hiking  on  a  nearby  trail.  By  moving 
to  a  smaller  place  or  a  retirement  home,  hed  lose  that. 

The  solution:  a  reverse  mortgage.  Under  this  arrange- 
ment, available  only  to  homeowners  aged  62  or  older, 
someone  like  Barker,  91,  gets  a  lump  sum  or  an  annuity- 
like lifetime  payout.  Or  he  can  make  withdrawals  from  a 
line  of  credit  as  needed.  That's  a  hell  of  a  lot  better  than 
loading  on  a  home  equity  loan  or  the  like,  which  demand 
interest  payments  and  eventually  reach  a  point  where  they 
must  be  paid  off. 

Interest,  which  usually  has  comparable  rates  to  con- 


ventional mortgages  (a  30-year  charges  around  6.4% 
yearly),  and  fees  usually  are  tacked  onto  the  loan  amount, 
so  he  doesn't  owe  any  more  monthly  payments  or  need 
to  slap  down  cash  up  front.  When  he  dies  or  gives  up  the 
place,  the  lender  gets  paid  from  the  house's  sale. 

Barker,  the  founding  dean  of  the  business  school  at 
California  Polytechnic  in  San  Luis  Obispo  and  still  a 
part-time  teacher,  paid  $200,000  for  his  house  in  1983. 
The  current  appraisal  is  $800,000.  He  took  a  $235,000 
reverse  mortgage  and  used  the  lump  sum  to  pay  off  his 
existing  home  loan — and  to  erase  those  annoying  monthly 
payments.  He  chose  not  to  go  the  annuity-type  monthly 
check  route. 

Reverse  mortgages  can't  be  taken  out  anywhere  near 
100%  of  the  home's  value,  usually  no  more  than  half  ot  it.  | 
The  Federal  Housing  Administration  determines  the  lim-  | 

o 

its  tor  homes  whose  loans  it  insures.  » 

And  the  older  you  are,  of  course,  the  more  money  you  | 
can  get  from  a  lender,  who  figures  you  have  less  time  left  on  i 


this  earth.  A  63-year-old  with  a  home  valued  at  $360,000  might 
take  out  a  reverse  mortgage  that  would  give  him  either  $1,100 
monthly  payments  or  a  $  1 77,000  lump  sum.  If  this  same  per- 
son were  age  75,  he  or  she  could  get  $220,000  as  a  lump  sum, 
or  monthly  payments  of  $1,500. 

Just  about  any  retiree  can  get  a  reverse  mortgage  as 
the  things  have  no  income  qualifications. 

The  strategy  works  best  if  a  home  has  increased  substan- 
tially in  value  or  the  owner  has  a  great  deal  of  equity  in  it. 
The  typical  reverse  mortgage  has  another  attractive  federally 
mandated  feature  for  those  who  elect  monthly  payments.  The 
lender  agrees  to  keep  up  these  cash-outs,  even  if  you  live  to 
be  120  and  even  if  the  home's  value  tumbles.  It  can  make  this 
promise  because  the  expected  peak  loan/value  ratio— seldom 
north  of  50% — has  a  big  safely  cushion.  If,  on  the  other  hand, 
the  home's  value  races  way  ahead  of  the  mortgage  balance, 
the  homeowner  possibly  could  refinance  the  reverse  mort- 
gage and  take  advantage  of  increased  equity  to  get  larger 
monthly  payments. 

Financial  Freedom,  a  subsidiary  of  IndyMac  Bank,  and 
Wells  Fargo  are  the  big  lenders  on  reverse  mortgages.  The 
law  requires  that  the  lender  not  be  your  only  source  of 
information  on  the  loan.  Applicants  are  required  by  law  to 
receive  consumer  education  and  counseling  by  an  adviser 
approved  by  the  U.S.  Department  of  Housing  &  Urban 
Development.  The  government  doesn't  want  elderly  peo- 
ple bamboozled  by  the  loan  pushers. 

Reverse  mortgages,  available  for  decades,  have  picked 
up  in  tempo  as  real  estate  prices  surged  in  the  past  few 
years.  So  far  in  2006,  53,229  homeowners  have  taken  out 
reverse  mortgages  totaling  $12.7  billion,  compared  with 
only  8, 1 49  valued  at  $  1 . 1  billion  in  200 1 ,  according  to  the 
National  Reverse  Mortgage  Lenders  Association. 

Tax  treatment:  sometimes  but  not  always  better  than 
selling  the  home.  Signing  the  mortgage  does  not  amount 
to  a  taxable  sale.  But  you  can't  deduct  the  interest  on  a 
reverse  mortgage  until  the  loan  is  paid  off  entirely,  warns 
Dan  A.  Yu,  a  fee-only  certified  financial  planner  with  Eis- 
ner LLP,  a  New  York  accounting  firm.  Yu  tells  his  clients  to 
look  for  other  ways  to  create  retirement  income,  such  as 
buying  an  annuity,  before  resorting  to  a  reverse  mortgage. 

The  lenders  sure  load  on  the  fees:  an  application  fee,  an 
origination  fee,  closing  costs,  insurance  and  a  monthly 
servicing  fee  of  about  0.5%  of  the  loan  amount.  While 
these  charges  can  be  loaded  onto  the  principal,  the  burden 
becomes  high  if  the  loan  is  due  and  the  owner  or  his  fam- 
ily want  to  keep  the  old  place  by  paying  off  the  mortgage. 

Former  dean  Barker's  fees  for  his  $235,000  reverse 
:  mortgage  totaled  $11,000,  and  that  doesn't  include  any 
•  interest.  His  6.6%  interest  rate  is  variable. 

Longevity  is  an  important  factor  here.  Live  20  years 
;  with  the  mortgage  and  the  fees  aren't  so  bad.  Die  after  a 
I  year  and  your  heirs  will  be  cursing.  Move  a  short  while 


later  to  a  nursing  home  and  it's  you  who  will  be  cursing. 
George  Middleton,  a  financial  adviser  in  Vancouver, 
Wash.,  says  that  terms  always  compel  you  to  pay  off  the 
reverse  mortgage  if  you  are  gone  for  12  months  and  don't 
have  a  spouse  living  there. 

A  reverse  mortgage  worked  well  for  Louise  Hylton,  a 
77-year-old  retired  caterer  and  domestic  worker,  who  lives 
on  a  bit  less  than  $1,000  a  month.  Until  she  had  the  reverse 
loan,  Hylton  struggled  to  pay  her  $800  mortgage  payment. 
For  20  years  Hylton  had  tenants  living  in  her  home.  "It  is 
very  difficult  living  with  other  people,"  she  says.  "Some- 
times, they  don't  even  pay  their  rent." 

Hylton  and  her  now-deceased  husband  paid  $40,000 
in  1975  for  the  five-story  brick  home  that  has  eight 
bedrooms,  five  bathrooms  and  a  yard  on  the  Upper  West 
Side  of  Manhattan.  It  is  probably  worth  from  $3  million 
to  $4  million  now  and  is  her  only  substantial  asset.  "I  have 
gotten  much  more  out  than  I  put  in,"  says  Hylton,  who 
won't  disclose  the  amount  of  the  cash  she  received.  "And 
now  I  don't  have  to  worry  ever  again  about  paying  my 
bills."  F 


No  more  mortgage  payments — or  pesky  tenants — for  Louise 
Hylton,  who  has  lived  in  her  house  for  three  decades. 


We  assure  you  of  our  integrity  by  educating  you  on 
which  precious  metals  are  best  for  you. 


We  understand  investor  behavior  and  the  drivers 
within  the  precious  metals  market. 
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CALL  1-800-510-9594. 

JUST  FOR  FORBES  READERS:  Make  a  gold  purchase  and  we  will  add  a  free 
gold  coin  to  your  portfolio.  Please  mention  code  FB-121106  when  you  contact  us. 
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Jonathan  Rose, 
President, 

The  Capital  Gold  Group, 
and  precious  metals 
investment  strategist 


JONATHAN  ROSE  APPLIES  GOLD'S  HISTORY 
LESSONS  TO  TODAY'S  INVESTMENTS 


|  I  onathan  Rose  began  to  study  the  history  of  base  and 
I  precious  metals  as  a  young  trader  at  the  London  Metal 
Exchange.  He  was  fascinated  by  the  fact  that  gold, 
which  the  Egyptians  are  known  to  have  been  mining  as  early 
as  2000  B.C.,  has  remained  a  valuable  commodity  throughout 
time,  and  he  focused  on  understanding  the  role  of  gold  as 
an  investment.  Today,  he  is  founder  and  president  of  The 
Capital  Gold  Group,  which  helps  thousands  of  clients 
diversify  their  portfolios  and  fight  against  the  income- 
eroding  effects  of  inflation  by  investing  in  gold  and  other 
precious  metals  in  physical  form. 

"The  more  I  learned  about  gold,"  Mr.  Rose  says,  "the  more 
I  realized  what  a  sound  way  it  is  to  help  protect  personal 
wealth.  It  retains  value  over  time  and  is  not  affected  by 
world  events  the  way  other  investments  are." 

Mr.  Rose's  experience  at  the  London  Metal  Exchange 
and  at  financial  services  firms  such  as  Morgan  Stanley, 
Merrill  Lynch,  Prudential  Securities  and  Societe  Generale 
honed  his  analytical  skills  and  understanding  of  the  market.  As 
a  result,  The  Capital  Gold  Group  particularly  emphasizes 
research-based  investment  advice.  Its  investment  advisers 
study  trends  in  the  precious  metals  markets  in  ofder  to  guide 


investors  in  assembling  holdings  of  coin  and  bullion  bars 
that  will  provide  the  returns  and  protection  they  need.  "It's  a 
complicated  and  risky  world,"  says  Mr.  Rose.  "Most  people  have 
a  large  percentage  of  their  assets  in  dollar-based  investments. 
This  means  they  need  to  be  concerned  with  fluctuations  in 
their  paper  assets  and  the  political  and  economic  trends  that 
affect  the  dollar. 

"I  see  our  role  at  The  Capital  Gold  Group  as  developers  of 
innovative  strategies  that  add  a  healthy  dose  of  safety  to  an 
investor's  portfolio,"  says  Mr.  Rose.  "Because  we  study  the 
precious  metals  markets,  we  can  share  with  investors  ways  in 
which  gold,  for  example,  can  protect  a  portion  of  their  assets 
from  losing  value." 

This  strongly  held  belief  in  the  ability  of  gold  and  other 
precious  metals  to  retain  their  value,  regardless  of  political 
and  economic  events,  informs  Mr.  Rose's  business  philosophy. 
"Traditionally,  gold  has  been  marketed  as  a  niche  investment," 
says  the  British  native.  "I  don't  see  it  that  way.  I  think  that 
gold's  safety  can  benefit  any  investor.  So,  my  company 
focuses  on  educating  consumers  about  gold  and  helping 
them  to  identify  the  gold  investment  opportunity  that's 
right  for  them."  I 


MAKE  YOUR  CAPITAL  AS  SAFE  AS  GOLD™ 


CALL  1 -800-5 10-959%     i   The  Capital  Gold  Group  www.safeasgold.com 
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Best  bull:  Sarah  Ketterer. 


Hail  Maty 
Stock  Picks 

If  you  had  to  bet  it  all  on 
a  single  stock,  which  one?  Our 
annual  Love  Only  One 
panelists  go  for  Corning, 
PolyMedica  and  15  others. 
By  Andrew  T.  Gillies 


ON  THIS  PAGE  WE  REPEAT  A 
venerable  FORBES  ritual 
known  as  Love  Only  One. 
The  gist:  Each  year  we  invite 
12  experts  to  give  us  the  stock 
they  deem  best  poised  to  outrun  the  market 
over  a  12-month  period.  We  also  ask  5  bears 
to  name  a  likely  laggard.  When  the  time's  up, 
those  successful  get  return  invitations;  the  rest 
make  way  for  new  contestants. 

Bears  won  bragging  rights  for  the  Love 
Only  One  class  of  2006.  For  the  12  months 
ended  Oct.  3 1  their  picks  rose  an  average 
6%,  comfortably  behind  the  S&P  500's  gain 
of  14%.  Bulls  made  a  decent  stab  but  still 
collectively  trailed  the  market  by  three  per- 
centage points. 

The  shortest  short  was  Harindra  de  Silva, 
a  finance  Ph.D.  and  the  president  of  Los  An- 
geles quant  shop  Analytic  Investors.  Last  year 
he  saw  trouble  for  Ebay  in  analyst  down- 
grades and  insider  selling.  The  stock  bore  out 
his  foreboding,  losing  19%  of  its  value  from 
Halloween  2005  to  Halloween  2006. 

Back  for  his  fourth  year,  De  Silva  tags 
Harley-Davidson  as  a  loser.  Its  shares  trade 
not  far  from  a  ten-year  high,  but  De  Silva 
again  views  heavy  insider  selling  as  a  nega- 
tive, as  well  as  a  rise  in  shorting  activity.  If  the 
economy  slows,  he  adds,  discretionary  pur- 
chases like  big  motorcycles  will  suffer. 

Sarah  Ketterer,  chief  executive  and 
portfolio  manager  at  Los  Angeles'  Cause- 


Best  bear:  Harindra  de  Silva. 
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way  Capital  Management,  also  returns  for 
a  fourth  year.  Her  choice  of  Kingfisher,  a 
British  home  improvement  retailer,  led  the 
bulls  across  the  finish  line  with  a  34%  gain. 

For  2007  Ketterer,  an  international  spe- 
cialist, offers  up  Mediaset.  Silvio  Berlusconi 
owns  35%  of  this  $14  billion  (market  cap) 
company,  which  operates  three  national 
television  channels  in  Italy.  Its  U.S.-listed 
shares  have  been  shaky,  Ketterer  explains, 
thanks  in  part  to  worries  that  Italian  regu- 
lators will  force  the  company  to  relinquish 
market  share.  Ketterer  finds  the  stock 
attractive,  even  with  the  worst  outcome  on 
the  regulatory  front.  She  points  to  the  com- 
pany's healthy  balance  sheet  and  generous 
dividend.  Mediaset  is  valued  at  16  times 
2007  earnings. 

David  Goerz,  chief  investment  officer 
at  HighMark  Capital  Management,  was 
close  on  Ketterer's  heels  with  a  33%  gain 
for  Ryder  System.  He's  back  with  a  blue 
chip,  Intel.  Goerz  suggests  that  the  stock 
will  ride  a  rising  tide  of  revenue  and  prof- 
itability thanks  to  its  restructuring  efforts 
and  firm  pricing  for  its  Core  2  Duo  and 
Quad  Core  processors.  The  Wall  Street 
consensus  earnings  forecast  for  2006  is  85 
cents  per  share.  Next  year  it  should  deliver 
$1.14.  It's  trading  at  20  times  that  sum. 

In  the  bull's-eye  department  we 
acknowledge  Kevin  McClintock,  a  partner 
at  Boston  hedge  fund  Burl  Capital.  Last 
October  McClintock,  then  chief  equity 
strategist  at  Babson  Capital  Management, 
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2005-06:  CYNICS  PREVAIL 

Last  year's  Love  Only  One  bears  named  stocks  that,  on  average,  trailed  the  S&P  500's 
12-month  14%  gain.  The  bulls  didn't  do  so  well  but  half  the  picks  outpaced  the  index. 


NAME/AFFILIATION 

STOCK                 PRICE  CHANGE1 

STEPHEN  AUTH/Federated  Investors 

Pfizer 

23% 

B  RANDOLPH  BATEMAN/Huntington  Bank 

Mentor 

4 

JACK  CAFFREY/JPMorgan  Private  Bank 

Time  Warner 

12 

BROOKE  DE  BOUTRAY/Zevenbergen  Capital  Invests 

Aquantive 

26 

|  ROBERT  DOLL/BlackRock 

Devon  Energy 

11 

DAVID  GOERZ/HighMark  Capital  Management 

Ryder  System 

33 

|  SARAH  KETTERER/Causeway  Capital  Management 

Kingfisher2 

34 

ELISA  MAZEN/Oppenheimer  Capital 

Teva  Pharma2 

-14 

KEVIN  MCCLINTOCK/Burl  Capital 

Northwestern 

19 

ARVIND  SACHDEVA/Victory  Capital  Management 

Freddie  Mac 

12 

CHRISTOPHER  SMART/Pioneer  Investments 

Mobile  TeleSystems2 

19 

JOSEPH  ZOCK/Capital  Management  Associates 

Syntroleum 

-45 

HARRIET  BAJLDWIN/American  Capital 

RR  Donnelley 

-3% 

BRIAN  CHAIT/BC  Global  Opportunities 

Novavax 

11 

HARINDRA  DE  SILVA/Analytic  Investors 

Ebay 

-19 

CHARLES  HANLON/Delta  Global  Advisors 

Overseas  Shipholding 

31 

STEPHEN  LEEB/Leeb  Capital  Management 

Eastman  Kodak 

11 

'From  Oct.  31,  2005  through  Oct.  31,  2006;  split-  and  spinoff-adjusted.  2American  Depositary 
Receipts.  Source:  FT  Interactive  Data  via  FactSet  Research  Systems. 

told  us  that  South  Dakota  utility  North- 
Western  looked  like  a  takeover  play.  In 
April  Northwestern  accepted  an  all- cash 
bid  from  an  Australian  investor  in  utility 
and  infrastructure  assets,  and  McClintock 
finished  the  contest  up  19%. 


McClintock  now  targets  FoxHollow 
Technologies,  maker  of  a  disposable 
catheter  used  to  unplug  arteries.  He  cites 
recent  product  extensions,  an  expanded 
sales  force  and  FoxHollow's  affiliation  with 
Merck  &  Co. 


Best  Brokerage 
Houses  for  Advice 

Our  annual  Love  One  contest  tests  individual  experts  at  picking  a 
single  stock.  To  help  us  make  sense  of  the  tons  of  investment 
advice  churned  out  each  year  by  Wall  Street  we  turned  to  our 
partners  at  StarMine,  a  San  Francisco  financial  analytics  firm. 
StarMine  provided  us  with  the  following  tabulation  of  how  big 
brokerage  research  departments  fared  over  the  past  year  at  mak- 
ing bullish  or  bearish  calls  on  stocks  in  the  S&P  500. 

Leading  all  its  rivals  at  picking  stocks  to  buy  and  sell  is 
Wachovia  Securities,  based  on  its  performance  scores  for  the 
186  S&P  stocks  actively  followed  by  the  brokerage.  Contributing 
to  Wachovia's  first-place  ranking:  its  12-month  strong  buy  on 
cable  operator  Comcast,  which  gained  46%  during  that  period, 


and  good  timing  (a  strong  buy,  later  switched  to  neutral)  on  Lab- 
oratory Corp.  of  America. 

In  order  to  qualify  for  the  following  list  a  research  depart- 
ment had  to  track  at  least  100  of  the  S&P  500  stocks.  StarMine's 
complex  scoring  methodology  weighs  each  analyst  on  the 
strength  of  each  recommendation, 
how  each  pick  performed  relative  to 
industry  benchmarks  and  how  each 
analyst  fared  against  his  or  her 
peers.  For  details  on  the  scoring 
process,  a  separate  ranking  of  the 
ten  best  research  departments  at 
forecasting  earnings  and  examples 
of  some  of  the  smartest  calls  made 
by  the  winning  brokerages  go  to 
www.forbes.com/investmentguide/. 


RANK 

BROKERAGE 

1 

Wachovia  Sec 

2 

Citigroup 

3 

Merrill  Lynch 

4 

RBC  Capital  Mkts 

5 

JPMorgan 

6 

Bear  Steams 

7 

Stife!  Nicolaus 

8 

Deutsche  Bank 

9 

UBS 

10 

CIBC  World  Mkts 
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Six  bulls  debut  this  year.  Bruce  Bartlett 
directs  growth  stock  investing  for  Lord 
Abbett,  a  money  manager  with  $107  bil- 
lion in  assets.  Bartlett  likes  Corning  for  its 
strong  market  positions  in  both  liquid 
crystal  display  technology  and  diesel  emis- 
sions control  systems  for  factories  and 
vehicles.  Orders  for  Coming's  optical  fiber 
will  benefit  from  big  broadband  rollouts 
like  Verizon's  plans  to  hook  up  18  million 
homes  to  fiber  by  2010. 

Arthur  Hogan  serves  as  chief  market 
strategist  for  investment  bank  Jefferies  & 
Co.  He  gives  us  Scientific  Games,  which 
sells  equipment  and  services  related  to 
wagering  and  lotteries.  Of  the  42  U.S.  states 
(including  Washington,  D.C.)  that  sell 
instant  lottery  tickets,  31  use  Scientific 
Games  systems.  Hogan  applauds  the  com- 
pany's addition  of  the  New  York  State 
Lottery  and  the  potential  to  win  New 
York's  online  lottery  business  in  2007. 
Internationally  he  sees  room  to  expand. 


Continuing  the  tech  theme:  Microsoft 
is  a  best  bet  for  Robert  Millen,  principal 
at  Jensen  Investment  Management  and 
comanager  of  the  $2.2  billion  Jensen  Portfo- 
lio. Microsoft's  stock  price  has  barely  moved 
in  the  past  five  years.  But  the  stagnation 
should  end  as.  Microsoft  rolls  out  Windows 
Vista  and  an  upgraded  Office  suite.  Millen 
also  thinks  $36  billion  in  planned  share  buy- 
backs  will  help  the  stock. 

Paul  Noglows  directs  research  efforts 
at  Lazard  Capital  Markets,  one  of  the 
businesses  separated  from  Lazard  Freres 
&  Co.  in  May  2005.  He  goes  with  Deckers 
Outdoor  on  the  strength  of  the  footwear 
concern's  management  and  its  plans  to 
revamp  and  expand  its  Ugg  and  Teva 
shoe  lines.  But  it  is  diamonds  that  glitter 
for  Jeffrey  Schappe,  who  oversees  $16  bil- 
lion in  assets  as  chief  investment  officer 
for  Raleigh,  N.C.'s  BB&T  Asset  Manage- 
ment. He  picks  Tiffany  &  Co.,  suggesting 
the  jewelry  retailer  will  reap  benefits  from 


an  upgraded  supply  chain  and  improving 
results  from  Japan. 

PolyMedica  is  the  choice  of  Kathryn 
Vorisek,  chief  investment  officer  for 
Chicago's  Fiduciary  Management  Associ- 
ates' $1.3  billion  portfolio.  PolyMedica 
runs  a  mail-order  business  for  diabetes- 
testing  supplies.  Beyond  a  robust  market 
for  such  items,  namely  19  million  diabetes 
sufferers  in  the  U.S.,  Vorisek  has  her  eye  on 
PolyMedica's  pharmacy  segment,  which 
sells  diabetes-related  drugs  and  whose  sales 
Vorisek  expects  to  double  to  $400  million 
next  year. 

One  new  bear  joins  up  this  year.  Barry 
James  runs  James  Investment  Research 
and,  among  other  portfolios,  the  long- 
short  James  Market  Neutral  Fund.  He's 
down  on  Cyberonics,  a  medical  device 
maker  specializing  in  treatments  for 
epilepsy  and  other  ailments.  Red  ink  and  a 
loopy  price-to-book  ratio  of  109  convince 
James  the  stock  will  head  south.  F 


2006-07:  GODSPEED,  STOCK  PICKERS 


In  our  annual  contest  12  bulls  try  to  beat  the  S&P  500,  while  5  bears  try  to  lag  it.  The  reward:  a  return  invitation.  Sarah  Ketterer,  Kevin 
McClintock  and  Harindra  de  Silva  have  the  longest  winning  streaks. 


YEARS 
IN 

NAME/ AFFILIATION  CONTEST 

STOCK 

RECENT 
PRICE 

BUZZ 

STEPHEN  AUTH/Federated  Investors 

3 

EnCana 

$47.49 

natural  gas  outfit  has  ample  reserves 

BRUCE  BARTLETT/Lord  Abbett 

1 

Coming 

20.43 

great  market  position  in  display  tech 

BROOKE  DE  BOUTRAY/Zevenbergen  Capital  Invests 

2 

Monster  Worldwide 

40.51 

room  to  expand  recruiting  biz  outside  U.S. 

DAVID  GOERZ/HighMark  Capital  Management 

2 

Intel 

21.34 

earnings  will  surge  between  now  and  2008 

ARTHUR  HOGAN/Jefferies  &  Co 

1 

Scientific  Games 

28.03 

beneficiary  of  worldwide  growth  in  betting 

SARAH  KETTERER/Causeway  Capital  Management 

4 

Mediaset1 

33.66 

healthy  media  markets  in  Italy,  Spain 

£  KEVIN  MCCLINTOCK/Burl  Capital 

4 

FoxHollow  Technologies 

35.01 

new  catheter;  solid  management  4 

ROBERT  MILLEN/Jensen  Investment  Management 

1 

Microsoft 

28.71 

cash  cow;  upgrades  of  OS,  Office 

1  PAUL  NOGLOWS/Lazard  Capital  Markets 

1 

Deckers  Outdoor 

53.17 

top-notch  brands,  great  chief  exec 

1  JEFFREY  SCHAPPE/BB&T  Asset  Management 

1 

Tiffany  &  Co 

35.72 

supply  chain  investment  will  pay  off 

1  CHRISTOPHER  SMART/Pioneer  Investments 

3 

Kookmin  Bank1 

79.36 

steady  lending  growth  at  big  Korean  bank 

|  KATHRYN  VORISEK/Rduciary  Management  Associates 

1 

PolyMedica 

41.55 

rising  incidence  of  diabetes 

.  HARRIET  BALDWIN/American  Capital 

2 

Louisiana-Pacific 

S19.78 

declining  margins,  revenue  growth 

|  BRIAN  CHAIT/BC  Global  Opportunities 

2 

Neurochem 

16.17 

stiff  competition  from  big  pharma 

I  HARINDRA  DE  SILVA/Analytic  Investors 

4 

Harley-Davidson 

68.63 

insider  selling,  slowing  earnings 

BARRY  JAMES/James  Investment  Research 

1 

Cyberonics 

18.03 

red  ink;  buyback  hasn't  helped  stock 

STEPHEN  LEEB/Leeb  Capital  Management 

3 

Aetna 

41.22 

Wall  Street's  profits  forecasts  too  high 

.... 

Prices  as  of  Oct.  3V  'American  Depositary  Receipt.  Participants  or  their  employers  may  hold  positions  in  these  stocks.  Source:  FT  Interactive  Data  via 
FactSet  Research  Systems. 
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INSPIRATION  COMES  STANDARD 


PERFORMANCE  THAT  GOES 
WELL  WITH  PINSTRIPES. 


CHRYSLER  300C  ^t^-JCEA  With  a  425-horsepower,  6.1-liter  SRT  HEMT  engine,  fully  independent 
oerformance-tuned  suspension  system,  and  world-class  braking,  the  stylish  Chrysler  300C  SRT8  not  only  says  you've  arrived, 
t  says  you  arrived  faster  than  anyone  else.  And  with  its  well-appointed  interior,  featuring  exclusive  SRT  leather-trimmed 
oerformance  buckets,  you'll  be  comfortable  along  the  way.  No  matter  what  you're  wearing.  CHRYSLER.COM,  1.800.CHRYSLER 

Based  on  NHTSA's  2007  New  Cor  Assessment  Program  model-year  ratings. 

Chrysler  and  HEMI  are  registered  trademarks  of  DaimlerChrysler  Corporation.         ★  *  *  ★  ★  I  highest  government*  mh^bbh 

FIVE -STAR   I  FRONT-IMPACT  CRASH  RATING  buckle  up 
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Get  Rich  Off  Plastics 

You  want  a  commodity  play,  but  gold  has  gotten  a  little  too  rich 
for  you?  Time  for  some  exposure  to  soda  ash.  By  Megha  Bahree 


OIL,  COPPER  AND  GOLD  ARE 
yesterdays  commodity  story. 
To  get  in  on  tomorrow's, 
think  about  the  advice  given 
to  Benjamin  Braddock,  the 
graduate  played  by  Dustin  Hoffman  in  the 
1967  movie  of  the  same  name:  plastics. 
The  idea  is  to  buy  shares  of  companies 
that  make  building  blocks  for  polymers. 
The  commodities  in  the  spodight  are  ethyl- 
ene, polyethylene  and  chlorine.  With 
glass  as  well  as  plastic  in  mind  you  might 
want  to  look  into  another  raw  material, 
soda  ash. 

Why  now?  Because,  says  Frank  Mitsch, 
senior  chemicals  analyst  at  BB&T  Capital, 
an  investment  bank  that  lends  to  chemi- 
cal companies,  all  the  regions  of  the 
world  that  stoke  industrial  demand  for 
bulk  chemicals  will  be  growing.  There's 
growth  in  Europe  again  and  even  in 


Japan  (after  nearly  15  years),  while  Brazil, 
Russia,  India  and  China  are  keeping  up 
their  rapid  industrial  development.  "This 
means  operating  rates  will  stay  robust  for 
the  next  few  years,"  says  Mitsch.  "Com- 
panies in  this  business  can  generate  a  lot 
of  cash." 

Over  the  past  three  years  global  ethyl- 
ene demand  (measured  in  metric  tons)  has 
risen  by  an  annual  average  of  5%.  Prices 
have  risen  an  average  of  at  least  20%  a  year 
over  the  same  period.  The  bull  run  is  far 
from  over,  suggests  Gary  Adams,  president 
of  Chemical  Market  Associates,  a  market 
research  firm  in  Houston  that  consults  for 
producers  and  consumers  of  chemicals, 
plastics  and  synthetic  fibers.  He  forecasts 
that  demand  will  grow  at  an  annual  rate  of 
5%  to  6%  for  the  rest  of  this  decade. 

Ethylene  can  be  made  from  crude  oil 
or  the  heavier  gases  that  come  out  of 


natural  gas  wells  (ethane,  propane  and 
butane).  The  feedstock  accounts  for  as 
much  as  three-quarters  of  production 
costs,  so  the  price  of  ethylene  is  tied  to  the 
price  of  energy.  But  the  spread  between 
the  price  of  the  raw  material  and  the  price 
of  the  finished  good  is  a  function  of  the 
supply  of  ethylene-making  capacity  and 
the  demand  for  ethylene.  The  latter  is  a 
matter,  in  turn,  of  the  demand  for  poly- 
ethylene, the  world's  most  commonplace 
plastic.  At  the  moment  polyethylene  is 
very  sought  after. 

What  could  go  wrong?  A  lot  of  poly- 
ethylene is  used  in  houses  and  autos,  and 
so  demand  is  at  the  mercy  of  the  ebbs  and 
flows  of  those  industries.  Next,  the  econ- 
omy of  China,  which  consumed  16  mil- 
lion tons  of  ethylene  last  year,  a  seventh  of 
the  world's  output,  might  collapse  one  day. 
Finally,  China,  which  this  year  will  import 
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Investment  Banking  •  Private  Banking  •  Asset  Manag 

Since  1856,  we  have  focused  on  bringing  new  perspectives 
to  our  clients.  It's  a  tradition  based  on  analyzing  both  your 
specific  needs  and  the  international  markets  to  identify 
future  opportunities  for  you.  By  creating  solutions  ideally 
suited  to  your  particular  goals,  we  can  help  you  get 
wherever  you  want  to  go. 
www.credit-suisse.com 
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60%  of  its  ethylene  equivalents,  has  given 
the  go-ahead  to  Sinopec  and  PetroChina 
to  build  six  giant  ethylene  plants  that 
would  double  domestic  production  to  15 
million  tons  a  year  by  2010. 

The  purest  ethylene  and  polyethylene 
play  for  investors  is  Nova  Chemicals,  says 
Fitsch.  Most  of  its  production  is  in 
Alberta,  where  natural  gas  is  cheaper 
than  in  the  U.S.  Despite  the  cost  tilt, 
Nova  managed  to  lose  $104  million  on 
revenue  of  $5.6  billion  in  2005.  It's 
rebounding  now.  In  the  first  nine  months 
of  2006  it  earned  $148  million  on  rev- 
enue of  $5  billion.  The  stock  yields  1.2%, 
but  the  fourth-quarter  2005  red  ink 
makes  its  trailing  price/earnings  multiple 
meaningless. 

Fitsch  also  likes  Lyondell  Chemical. 
It  is  paying  down  debt  by  selling  a  tita- 
nium dioxide  business,  as  well  as  through 
operating  cash  flow.  Lyondell,  which 
earned  $531  million  on  revenue  of  $18.6 
billion  in  2005,  pays  a  3.5%  dividend.  Its 
stock  sells  at  ten  times  12-month  trailing 
earnings. 

But  don't  stop  with  the  hydrocar- 
bons. Balance  out  your  portfolio  with  a 
dash  of  chlorine  and  caustic  soda,  a.k.a. 
lye.  These  two  are  an  industrial  pair 
because  they  are  manufactured  in  the 
same  process,  by  passing  an  electric  cur- 
rent through  salt  water.  Chlorine's  largest 
use  is  as  an  ingredient  in  polyvinyl 
chloride,  PVC  being  almost  as  popular  a 
plastic  as  polyethylene.  PVC  is  used  in 
products  as  varied  as  pipes  and  blood 
bags.  Lye  is  a  handy  ingredient  in  a  wide 
array  of  products  whose  common  fea- 

BUILDING  BLOCKS 
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HUMBLE  SODA  ASH  IS  A  BIG 
INGREDIENT  FOR  THE  GLASS 
IN  SHINY  NEW  BUILDINGS. 


ture  is  that  greenies  don't  like  them. 
(While  we're  on  the  subject  of  environ- 
mental worries:  The  electrolysis  of  brine 
gobbles  up  a  lot  of  electricity.) 

The  demand  for  chlorine  and  lye  is 
expected  to  grow  2%  to  3%  per  year  for  the 
rest  of  the  decade,  says  Adams,  the  chemi- 
cals market  analyst.  That  growth,  in  turn, 
reflects  PVC  demand  growing  at  5%  this 


The  raw  materials  these  companies  produce  are  in  everything  from  PVC  to  glass.  Growing 
demand  from  China,  India  and  the  like  should  fatten  their  earnings  well  into  the  future. 

COMPANY/CHEMICAL 

PRICE 

52-WEEK 
RECENT  HIGH 

MARKET 

VALUE  DIVIDEND 
P/E           (SBIL)  YIELD 

FMC  CORP/soda  ash 

$70.18  $71.04 

17            $2.7  1.0% 

LYONDELL  CHEMICAL/ethylene 

25.41  27.60 

10            6.3  3.5 

NOVA  CHEWHCALS/ethylene 

29.30  39.81 

NM            2.4  1.2 

OUN  COSP/chlor-alkalis 

17.13  22.65 

8            1.2  4.7 

PPG  INDUSTRSK/chlor-alkalis 

68.18  69.80 

17           11.3  2.8 

Prices  as  of  Nov.  13.  IM:  Mot  meaningful.  Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 

year  and  an  expected  4%  to  5% 
rate  for  the  rest  of  the  decade.  The 
company  to  bet  on  is  Olin  Corp., 
which  got  85%  of  its  $133  million 
net  profit  in  2005  (on  revenue  of 
$2.3  billion)  from  these  chemicals, 
says  BB&T's  Mitsch.  Another 
chlorine  producer,  also  getting  a 
buy  rating  from  BB&T,  is  PPG 
Industries,  formerly  known  as 
Pittsburgh  Plate  Glass.  This  firm 
is  expanding  its  optical  and  coat- 
ings businesses,  but  the  fat  mar- 
gins still  lie  in  its  chlorine-lye 
operation,  which  provided  30%  of 
the  $554  million  net  profit  it 
reported  for  the  nine  months  to 
September  on  sales  of  $8.3  billion. 
PPG  is  selling  at  17  times  earnings. 

Another  precious  commodity 
is  soda  ash.  This,  too,  can  be  pro- 
duced in  an  energy-intensive 
industrial  process  that  starts  with 
salt.  But  there's  also  a  natural  way 
to  get  your  hands  on  it — dig  it 
out  of  the  ground  in  Wyoming. 
(The  natural  origin  may  or  may 
not  endear  this  chemical  to  the 
greenies.)  The  primary  use  of 
soda  ash  is  to  make  glass.  Now 
think  of  all  those  shiny  skyscrapers  in 
Shanghai  and  imagine  the  possibilities.  As 
recently  as  2004  soda  ash  was  sold  at  $79 
per  metric  ton.  Today  it's  selling  at  an 
average  of  $111. 

FMC  ($2.1  billion  sales  in  2005)  is  the 
only  publicly  listed  U.S.  soda  ash  com- 
pany. Jay  Harris,  an  analyst  at  Goldsmith 
&  Harris  in  New  York  City,  predicts  earn- 
ings per  share  climbing 
from  $5.44  in  2006  to 
$6.44  in  2007,  with  most  of 
the  gain  due  to  soda  ash. 
For  the  first  time  in  20 
years  this  relic  of  another 
age  (it  used  to  be  the  Food 
Machinery  Corp.)  paid  a 
quarterly  dividend  in  2006, 
all  of  18  cents  a  share.  The 
stock  is  pricey  at  a  1 7  mul- 
tiple but  would  pay  off  if 
this  commodity  cycle  lasts 
until  Shanghai  is  built  out. 
That  could  take  a  while.  F 
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What  do  you  want?  We  can  help  get  you  there.  The  Power  of  the  Pyramid 

Your  goals  are  probably  a  lot  different  than  your  neighbors'.  And  because  one  size  doesn't  fit 
all,  Transamerica  offers  flexible  insurance,  investment,  and  retirement  alternatives  designed 
with  one  thing  in  mind — helping  you  get  what  you  want.  Even  smarter  kids. 


Contact  your  financial  professional,  or 

Call  1-800-PYRAMID 
www.transamerica.com 


Transamerica 

1906  *  100  YEARS  *  2006 

The  Power  of  the  Pyramid  ' 


Insurance  products  underwritten  by  Transamerica  Occidental  Member  of  the  AEGOIM®  Group 

Life  Insurance  Company,  Cedar  Rapids,  IA,  founded  in  1906, 
and  its  affiliates  outside  New  York.  In  New  York,  insurance 
products  underwritten  by  Transamerica  Financial  Life  Insurance 
Company,  Purchase,  NY.  Not  available  in  all  jurisdictions. 
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Dorm  Deals 

Expanding  college  rolls  mean  big  demand  for  private 
apartment  complexes  to  house  students.  Here's  a 
study  guide  to  cashing  in.  By  Matthew  Swibel 


T 


HE  OBVIOUS  WAYS 
to  capitalize  on  the 
baby  boom  now  re- 
volve around  things 
like  pharmaceutical 


stocks  and  retirement  commu- 
nities. A  less  obvious  play  has  to 
do  with  the  children  of  the 
boomers  now  crowding  college 
campuses:  buy  apartment  build- 
ings in  college  towns. 

The  college  population  from 
ages  18  to  24  is  now  9.5  million, 
up  20%  from  a  decade  ago  and 
possibly  destined  to  peak  only  in 
2010,  according  to  the  National 
Center  for  Public  Policy  & 
Higher  Education.  Dorms  and 
fraternities  take  care  of  many.  But 
70%  live  off  campus.  Once  dis- 
dained by  investors  loath  to  be 
landlords  for  latter-day  Animal 
Houses,  student  apartments  now 
are  finding  their  way  into  the 
portfolios  of  wealthy  investors, 
private  equity  firms  and  real  es- 
tate investment  trusts.  Nowadays 
a  dozen  bidders  are  commonly 
vying  to  buy  a  student  building, 
up  from  a  handful  in  previous 
years,  says  Ryan  Reid,  v/ho  over- 
sees student  housing  nationally 
for  CB  Richard  Ellis,  headquar- 
tered in  Dallas. 

While  investors  are  wading  in,  acqui- 
sition prices  haven't  gotten  out  of  hand- 
yet.  The  buildings  often  churn  out  decent 
yields,  called  "capitalization  rates"  in  real 
estate  lingo,  of  6%  to  7%.  This  is  the  net 
rental  income  (rent  minus  property  taxes 
and  other  operating  costs)  divided  by 
property  value.  Cap  rates  on  prime  Man- 


hattan office  space  are  around  5.5%. 

Student  rentals,  which  run  $500  to 
$600  per  unit  at  the  midrange,  aren't 
spartan  boxes  with  cinder  block  walls. 
Most  of  Paradigm  Properties'  34  student 
complexes  in  Florida,  Oklahoma  and 
North  Carolina  have  swimming  pools, 
fitness  centers  and  wireless  Internet. 


Another  popular  feature,  says  Paradigm's 
founder,  Nathan  S.  Collier:  a  tanning  bed. 

Here  are  ways  to  get  into  this  market. 
REITS.  Equity  real  estate  investment  trusts 
(the  kind  that  hold  buildings,  not  mortgages) 
are  liquid  and  average  a  so-so  3.7%  yield. 
Campus  REITs  do  a  bit  better  than  that. 
Among  campus  pure  plays  are  American 
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Whether  you  operate  a  plane  or  a  company,  you  need  to  know  what's  true.  At  Rockwell  Collins, 
we  provide  information  that  helps  you  not  only  know  but  fully  understand  your  situation.  To 
ensure  things  go  smoothly.  Thanks  to  the  integrity  of  our  people  and  our  products.  Giving  you 
faith  in  knowledge.  Knowledge  you  can  trust. 

Rockwell 
Collms 

www.rockwellcollins.com  Building  trust  every  day 


RealEstate 


2007  Investment  Guide 


Campus  Communities,  with  a 
4.8%  yield,  Education  Realty  at 
5.6%  and  GMH  Communities 
at  6.8%.  Caution:  Accounting- 
related  problems  have  bedev- 
iled Education  Realty  and  GMH. 
Education  Realty  cut  its  divi- 
dend in  August  because  it  had 
underestimated  expenses.  GMH 
announced  that  its  internal 
controls  were  shaky,  although 
a  restatement  of  2005  results 
didn't  show  much  of  a  change. 
Because  the  company  filed 
last  year's  financials  late,  it 
breached  agreements  with  lenders,  and 
conceivably  it  might  have  to  cut  the  dividend 
to  appease  them. 

That  makes  the  class  act  of  this 
bunch  American  Campus.  In  September 
investors  bought  $133  million  in  newly 
offered  shares,  which  the  REIT  used  in 
part  to  pay  off  all  variable-rate  debt.  It 
has  37  properties  that  are  98%  leased. 
Christopher  Lucas,  an  analyst  with 
Robert  W.  Baird  &  Co.,  projects  that  this 
company's  funds  from  operation  (roughly 
speaking,  net  income  plus  depreciation 
minus  maintenance-level  capital  expen- 
ditures) will  climb  5.8%  in  2007  and  12% 
in  2008. 


REITS  FOR  RESIDENCE  HALLS 

The  first  three  trusts  listed  below,  focused  on  the  college  market,  pay  slightly  better  yields  than 
the  other  apartment  REITs.  Note:  GMH  and  Education  Realty  have  gotten  into  accounting  jams. 


2-YEAR 


REIT 

RECENT 
PRICE 

DIVIDEND 
YIELD 

.  ANNUALIZED  GROWTH  i 
NAV1  FFO2 

AMERICAN  CAMPUS  COMMUNITIES 

$27.94 

4.8% 

22.6% 

4.0% 

EDUCATION  REALTY 

14.72 

5.6 

1.4 

NA 

GMH  COMMUNITIES 

13.32 

6.8 

7.8 

39.9 

HOME  PROPERTIES 

59.60 

4.4 

28.4 

10.4 

MID-AMERICA  APARTMENT  COMMUNITIES 

60.45 

3.9 

41.6 

5.6 

Prices  as  of  Nov.  13.  NA:  Not  available.  'Net  asset  value.  2Funds  from  operations.  Sources:  SNL  Financial;  Reuters 
Fundamentals  via  FactSet  Research  Systems. 

property  over  the  years,  your  proceeds  are 
taxed  federally  at  25%.)  Done  wrong,  it 
costs  you  more  in  fees  and  sales  commis- 
sions than  you  would  have  paid  in  taxes. 

Of  the  65  TIC  sponsors  nationwide, 
says  Mark  Kosanke,  a  registered  securities 
broker  and  principal  of  Concorde  Finan- 
cial Group  in  Troy,  Mich.,  four  offer  a  lot  of 
deals  with  college  apartments  as  the 
acquired  property:  Woodlark  Capital, 
Evergreen  Realty  Group,  SCI  Real  Estate 
Investments  and  U.S.  Advisors  LLC.  Of  the 
three  campus  housing  listings  out  this  fall, 
Kosanke  best  liked  a  two-year-old  property 
within  walking  distance  of  Middle  Ten- 
nessee State  promising  an  8%  payout  of 


COLLEGE  TENANTS  AREN'T  AS  WILD  AND  CRAZY  AS 
THEIR  REPUTATION  WOULD  SUGGEST. 


When  American  Campus  opened  its 
704-bed  Callaway  Villas  in  College  Sta- 
tion, Tex.  in  August  to  serve  Texas  A&M 
students,  the  building  was  fully  leased  at 
$525  to  $625  a  month.  That  includes 
access  to  a  swimming  pool,  fitness  center, 
clubhouse  and  movie  theater  and  to  bas- 
ketball and  sand  volleyball  courts.  Parking 
and  electricity  are  extra. 
TICS.  You  have  some  appreciated  income- 
producing  real  estate  you  want  to  sell.  You 
roll  the  proceeds  into  a  share  in  a  building 
or  collection  of  buildings  held  through  a 
"tenancy  in  common."  Done  right,  the 
transaction  postpones  the  capital  gains  tax 
due  on  the  property  you're  selling.  (To  the 
extent  you've  claimed  depreciation  on  this 


investors'  capital  and  offered  by  Woodlark. 
Minimum  investment:  $208,000. 

Still,  control  freaks  beware.  With  tenancy 
in  common  you  often  can't  legally  transfer 
ownership  to  another  person  without  other 
owners'  and  lenders'  okay,  which  usually  re- 
quires paperwork  If  you  need  to  unload  your 
stake  before  the  group  decides  to  sell  the  prop- 
erty, no  established  secondary  market  exists. 
BECOME  A  LANDLORD.  Paradigm's  Collier 
grew  up  near  the  Gainesville,  Fla.  campus 
of  the  University  of  Florida,  where  his 
father  taught  civil  engineering.  "We  had 
some  noisy  student  neighbors  next  door 
who  kept  waking  us  up  at  3  a.m.,"  he 
recalls.  "Finally,  my  dad  bought  the  house 
to  ensure  he  had  quieter  neighbors."  The 


tenants  were  still  students,  but  the  elder 
Collier  screened  them. 

Collier  Jr.  mowed  the  lawn  and  drew 
up  the  leases,  and  then  started  out  on  his 
own,  financing,  with  interest-only  mort- 
gages, a  duplex,  followed  by  a  4- unit  place 
and  then  a  16-unit  student  building. 
Today  he  employs  300  people  overseeing 
nearly  8,000  units,  half  of  them  having  at 
least  three  bedrooms.  He  builds  or  refur- 
bishes 200-unit  buildings  at  a  cost  of  $15 
million  to  $20  million. 

"A  lot  of  people  are  scared  off  by  college 
students  as  tenants,"  Collier  says.  "I  think  most 
kids  have  an  undeserved  reputation.  We  get 
a  lot  of  dirt,  but  very  little  damage."  Student 
leases  typically  come  with  a  parental  guar- 
antee, notes  Baird  analyst  Lucas. 

Before  you  buy  an  apartment  building, 
sketch  out  a  budget.  Even  if  you  keep  it  fully 
leased,  you  may  be  collecting  rent  only  10 
months  of  the  year,  although  a  number  of  de- 
velopers enforce  12-month  leases.  Property 
taxes,  painting,  cleaning  and  repairing  can 
run  to  40%  of  the  rent  roll.  Hiring  someone 
to  screen  applicants  and  collect  checks  (and 
hound  late  payers)  will  cost  10%.  And  even 
if  you  get  a  lot  of  hired  help,  plan  on  putting 
in  a  lot  of  your  own  hours.  Collier  visits  each 
of  his  34  properties  every  three  months. 

Schedule  walk-ins.  Inspecting  utilities 
in  an  apartment  on  a  regular  basis  will 
help  you  identify  renters  risking  property 
damage — and  keep  them  on  high  alert.  If 
you're  renting  exclusively  to  students,  state 
your  policies  clearly.  Prohibiting  parties 
that  spill  out  into  the  hallway  might  go 
over  easier  if  the  complex  offers  a  club- 
house that  stays  open  late.  F 
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jducing  the  HP  BladeSystem  c-Class,  powered  by  the  Dual-Core  Intel5  Xeon*'  Processor.  Give  your  IT  department  the  freedom 
pend  less  time  on  day-to-day  operations  so  they  can  focus  more  time  on  pursuing  innovations  for  the  company.  The  new  HP 
JeSystem  comes  equipped  with  features  like  Thermal  Logic  Technology,  which  manages  power  and  cooling  without  sacrificing 
ormance,  so  your  company  can  deliver  power  savings  of  up  to  40  percent  or  more  versus  rack-mount  servers'.  And  money  saved 
oney  that  can  be  reinvested  into  more  innovations  for  your  company.  Just  imagine  the  possibilities  when  you  set  IT  free. 


Call  1-866-356-6091 
Visit  hp.com/go/setlTfree5 
reseller:  hp.com/go/ reseller 


BL460c  and  BL480c  server  blades 


ore  is  a  new  technology  designed  to  improve  performance  ol  multithreaded  software  products  and  hardware-aware  multitasking  operating  systems  and  may  require  appropriate  operating  system  software  for  full  benefit; 
tvith  software  provider  to  determine  suitability;  not  all  customers  or  software  applications  will  necessarily  benefit  from  use  of  this  technology.  Intel's  numbering  is  not  a  measurement  of  higher  performance.  I .  Based  on  internal 
king  of  similarly  configured  rack  and  blade  servers  running  identical  tests.  Intel,  the  Intel  Logo.  Xeon  and  Xeon  Inside  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and 
ountries.  The  information  contained  herein  is  subject  to  change  without  notice.  ©  2006  Hewlett-Packard  Development  Company,  L  P. 
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Paradise,  Sort  Of 

Montenegro  is  the  new  magnet  for  people  seeking  picturesque 
villas  on  the  Mediterranean.  Property  comes  cheap,  but 
with  some  cautions  attached.  By  Bernard  Condon 


FIRST,  BORDER  GUARDS  SHOOK 
down  Mark  Baert  for  cigarettes  be- 
fore he  could  cross.  Next,  he  bought 
a  car — that  turned  out  to  be  stolen. 
Then,  a  half-dozen  of  his  new 
neighbors  cheated  him  by  refusing  to  help  pay 
for  a  pipe  to  bring  tunning  water  to  their  hill- 
side neighborhood  When  he  put  one  in  on 
his  own,  they  happily  tapped  into  it. 

Welcome  to  Montenegro,  the  latest  hot 
spot  for  foreigners  seeking  bucolic  charm, 
lovely  seaside  vistas  and  cheap  real  estate. 
"Bucolic"  also  means  putting  up  with  hassles. 
Raw  and  poor,  this  stretch  of  rocky  land  will 
not  be  mistaken  for  the  Cote  dA^ur.  The  elec- 


tricity is  frequently  off,  the  antiquated  sewage 
system  stinks  and  the  kitchen  tap  often  runs 
dry,  assuming  you're  hooked  up  at  all. 

Still,  to  Baert,  a  Belgian  retiree,  this  is 
all  worthwhile  because  he  now  owns  a  14- 
room  stone  mansion  overlooking  the  Adri- 
atic. And  he  paid  a  mere  $90,000  for  it. 
What's  more,  a  guy  down  the  road  makes 
a  wicked  grappa.  One  morning,  on  his  way 
to  get  bread  in  town,  Baert  found  the  man 
planted  in  the  middle  of  the  dirt  road,  block- 
ing his  passage  until  he  sampled  a  freshly 
brewed  batch.  One  hour  and  a  few  samples 
later,  Baert  finally  reached  the  bakery. 

"Once  you  get  the  know  the  people,"  says 


Baert,  "you  can't  get  angry  with  them." 

Montenegro  has  become  the  new  rustic 
Mediterranean  mecca  for  foreigners'  second 
homes,  a  distinction  previously  held  by 
Croatia,  up  the  Adriatic  coast.  A  haunt  of 
Venetian  merchants  for  centuries,  Montene- 
gro (population:  650,000)  is  now  drawing 
Brits,  Norwegians  and  Russians  by  the  thou- 
sands. The  tony  set  has  started  to  arrive,  too. 
Actor  Jeremy  Irons  and  rocker  Chrissie 
Hynde  are  each  said  to  have  bought  property 
recently.  Michael  Douglas  and  Catherine  Zeta- 
Jones  house-hunted  in  the  town  of  Perast  but 
left  without  buying.  No  paparazzi — yet 

Independent  from  Yugoslavia  since  June, 
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—      Do  something  big  — 

while  there's  still 
time  to  put  it 

in  your  autobiography. 


'etirement  is  being  revolutionized.  It's  no  longer  the  end  of  the  story.  It's 
mother  whole  volume.  At  Lincoln  Financial  Group,  we  provide  the  financial 
guidance  to  help  you  savor  it,  the  tools  to  combine  protection  with  flexibility, 
.tability  with  growth  opportunities.  In  short,  powerful  resources  to  help  you 
nanage  a  lifetime  of  income.  For  more  retirement  income  solutions,  see 
'our  financial  advisor,  visit  LFG.com/retire  or  call  1-877-ASK-UNCOLN. 

Retirement     Investments     Financial  Planning      Life  Insurance 


□  Lincoln 


Financial  Group® 

Hello  future: 


ecurities  distributed  by  Lincoln  Financial  Distributors,  Inc..  member  NASD,  SIPC.  Insurance  offered  through  Lincoln  affiliates.  Lincoln  Financial  Group  is  the  marketing  name  for  Lincoln  National  Corp.  and  its  affiliates.  ©2006  Lincoln  National  Corp. 
FD0503-0226 
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this  country  is  home  to  the  lone  fjord  on  the 
Mediterranean,  has  hillsides  of  olive  trees  bor- 
dering azure  waters  and  mountains  rising 
straight  up  to  6,000  feet.  Life  is  unhurried  In 
Perast  a  shirtless  man  paints  a  docked  boat 
one  afternoon.  That  night,  under  a  vast 
canopy  of  stars,  nary  a  sound  is  heard  save 
the  lapping  Adriatic.  Come  daybreak,  a  cock 
crows  in  an  abandoned  stone  ruin. 

While  Montenegro's  prices  are  on  the  rise, 
they  are  nowhere  near  the  heights  of  other  sea- 
side hot  spots.  Foreigners,  mostly  the  British, 
have  bought  up  three-quarters  of  the  centuries- 
old  stone  apartments  in  labyrmthine  Kotor. 
A  renovated  1,500-square-foot  flat  there  with 
a  water  view  will  cost  you  $500,000,  triple  what 
it  would  have  fetched  two  years  ago,  although 
a  bargain  next  to  the  $900,000  for  an  equiv- 
alent place  in  Dubrovnik,  Croatia.  Even 
Tivat,  a  sizable  Montenegrin  town  filled  with 
Soviet-style  concrete  apartment  houses,  is  get- 
ting in  on  the  action.  Canadian  mogul  Peter 
Munk  is  building  a  marina  there. 

A  surprise:  Taxes  in  this  former  Commu- 
nist country  are  very  low.  Home  buyers  pay 
a  transfer  tax  of  2%  on  the  value  of  a  purchase 
and  up  to  $25  per  square  foot  for  construc- 
tion. But  the  latter  is  waived  if  you  build  on 
one  of  the  numerous  stone  ruins  dotting  the 
coast.  Income  earned  in  the  country  is  taxed 
at  9%.  For  property  flippers,  capital  gains  is 
also  9%— if  you  pay  it.  A  real  estate  agent  in 
Kotor  says  he  doesn't  know  anyone  who  has. 


Alas,  a  government  too  lackadaisical  to 
collect  taxes  is  not  very  meticulous  about 
deeds,  either.  Bureaucrats  can't  keep  up  with 
all  the  land  sales  in  this  booming  market. 
David  Perrault,  an  American  who  moved 
here  two  years  ago,  put  down  a  $20,000  de- 
posit on  two  acres  outside  Kotor  when  he  first 
arrived,  then  discovered  that  zoning  laws  for- 
bade development  on  half  of  it  and  that  a 
planned  road  would  split  the  property  in  two. 

Records  on  who  owns  what  can  be 
spotty.  This  is  no  small  matter  when  buying 
in  a  country  that  still  tends  to  divide  a  single 
property  among  surviving  male  heirs,  leav- 
ing it  with  several  owners.  A  British  firm 
recently  bought  land  near  the  island  of  Sveti 
Stefan  from  more  than  200  relatives,  appar- 


ently without  a  hitch.  Not  so  lucky 
was  a  British  couple  who,  on  a  re- 
turn visit  to  their  new  Kotor  home, 
were  met  by  two  growling  German 
shepherds  obstructing  the  way  to 
their  door.  Turned  out  a  neighbor 
owned  the  courtyard  in  front  of  it 
Anthony  Rowan  and  his  wife, 
farmers  in  Tanzania,  in  April  paid 
$160,000  for  a  two-bedroom,  180- 
year-old  home  with  3-foot-thick 
walls.  The  deal  also  included  a  ter- 
race overlooking  Kotor  Bay.  Or  so 
they  thought  Then  a  neighbor  told 
a  stone  mason  fixing  up  the  terrace 
that  it  was  held  in  common  with 
several  neighbors,  a  detail  the  pre- 
vious owner  hadn't  disclosed. 

But  Rowan  shrugs  it  off.  "It's  a 
backward  country,  but  I  love  it,"  he 
says.  "The  women  herding  goats  at 
the  edge  of  the  road,  the  men  getting  drunk 
at  the  pub.  It  makes  life  interesting." 

Montenegro  has  yet  to  tear  down  those 
cement  apartment  blocks  and  Communist- 
kitsch  hotels  so  common  in  eastern  Europe. 
Earlier  this  year  Richard  Bannister  paid 
$450,000  for  a  five-bedroom  stone  house  with 
a  view  of  both  the  water  and  the  drab  Hotel 
Fjord.  "This  told  me  I  was  getting  in  early'  he 
says  cheerily. 

If  you  want  to  get  in  even  earlier,  drive 
down  the  coast  to  the  ethnic  Albanian,  and 
mostly  Muslim,  city  of  Ulcinj  (pronounced 
"Ol-sen").  Once  the  pirating  capital  of  the 
Mediterranean,  Ulcinj  was  where  Miguel  de 
Cervantes  supposedly  was  held  captive  for  five 
years.  Legend  has  it  he  fell  in  love  with  a 
woman  who  was  the  inspiration  for  Don 
Quixote's  lady  love,  Dulcinea.  The  Russians 
now  are  buying  vacation  homes  here:  22  in 
one  neighborhood  in  September,  says  a  real 
estate  investor  over  a  dinner  of  endangered 
and,  appropriately  enough,  illegal  mussels. 

The  Russians  may  be  on  to  something. 
The  beach  stretches  unbroken  for  8  miles 
along  water  warm  enough  to  swim  in  for  two- 
thirds  of  the  year.  In  the  old  stone  city  over- 
looking the  sea  you  can  buy  a  three-bedroom 
stone  home  near  Cervantes'  cell  for 
$250,000.  So  what  if  the  central  heat- 
ing is  broken. 

If  you  fall  in  love  with  the  coun- 
try, get  a  broker  experienced  in  the  re- 
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Residents  and  visitors  enjoy  a  sunny 
climate,  stunning  floral  spectacles  and 
Socializing  in  the  many  new  cafes  that 
have  opened  in  Midtown. 

Low-cost  housing  and  a  wealth  of 
opportunities  in  everything  from  agriculture 

rhigh  technology  continue  to  attract  many 
•  t    »*"  new  workers  to 


Sacramento.  In  turn, 
these  workers  con- 
>f46fi»>  -^'V      tribute  to  a  dynamic 

BIB      >        business  environ- 
I  ■✓■t'  ment,  providing 

I  fi/WT'  local  companies 

<i\  m  -      '    with  the  skilled 

labor  they  need  to 
»  M  grow  and  thrive  in 

^flBE  j   .  &  the  21st  century. 

In  the  next  few  pages,  you  will  learn  about 
some  of  Sacramento's  leading  companies 
)roviding  top-quality  products  and  services 
o  Californians.  Whether  you  are  just  stali- 
ng your  career  or  are  already  enjoying  the 
ewards  of  a  job  well  done,  these  experts 
;an  help  you  make  the  most  of  the  present 
and  plan  for  the  future. 

Fpatnrpd  fnmnanips 


Diepenbrock  Harrison 

www.diepenbrock.com 
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ABD  Insurance  and  Financial  Services 


Answers.  Not  Excuses. 


When  two  large  medical  groups  merged,  the  resulting  organi- 
zation wound  up  with  a  confusing  welter  of  nine  different  insurance 
plans  and  three  third-party  administrators.  As  a  result,  costs  quickly 
spiraled  out  of  control.  The  hospital  turned  to  ABD  Insurance  and 
Financial  Services  for  help. 

"They  had  different  folks  making  decisions  about  what  was 
best  for  their  particular  facility,  without  looking  at  the  whole  picture," 
says  Linda  Hunter,  practice  leader  of  ABD's  Sacramento  Employee 
Benefits  Division. 

ABD  eliminated  redundant  coverage  and  consolidated  the 
hospital's  insurance  plans  into  three  core  programs  -  medical,  dental 
and  vision  -  saving  $2  million  in  just  the  first  year.  That's  just  one 
example  of  the  many  ways  in  which  ABD  finds  creative,  cost-effec- 
tive solutions  for  its  clients. 

As  the  14th  largest  retail  insurance  broker  in  the  nation  and  the 
number  one  broker  of  Directors  and  Officers  Liability  Insurance 
(Tillinghast  Towers  Perrin  Survey),  ABD  enjoys  solid  relationships 
with  all  major  insurance  carriers,  as  well  as  many  smaller,  highly 
specialized  ones.  But  as  a  locally  managed  company,  ABD  offers 
a  more  personal  approach  to  insurance  and  risk  management  than 
the  large  "institutional"  brokers,  delivering  customized  programs 
designed  to  meet  each  client's  unique  needs. 


Best  Place  to  Work,  Bay  Area 
(2004, 2005,  2006) 

—  San  Francisco  Business  Times 

Best  Place  to  Work  (2006) 

—  Seattle  Business  Monthly 


Hot  Technology  Award  for 
CyberSure  Web  Site  (2001) 

—  San  Francisco  Business  Times 

Employer  of  Excellence  (2005) 

—  San  Francisco  Chronicle 


Sacramento's  A+  Employers  (2006) 

—  Sacramento  Business  Journal 

"We  bring  a  lot  of  resources  quickly  and  efficiently  to  our 
clients,"  says  John  Ring,  managing  director  of  ABD's  Sacramento 
P&C  Division.  "They  get  the  benefits  of  a  larger  broker  without  the 
bureaucracy  and  the  overhead  -  'Global  reach  with  local  respon- 
siveness,' as  we  like  to  say." 

ABD  offers  aggressive  advocacy,  including  direct  access  to  the 
highest  levels  of  its  management  team.  The  firm's  insurance  and 
benefits  experts  are  empowered  to  make  important  decisions,  without 
wasting  time  going  through  a  top-heavy  chain  of  command. 
That's  one  reason  staff  turnover  is  lower  than  the  industry 
average,  and  why  ABD's  slogan  is  Answers.  Not  Excuses. 

"Our  brokers  average  over  15  years  of  industry 
experience,"  Ring  says.  "They  know  the  problems  and 
challenges  a  business  faces  and  how  to  deliver  practical, 
cost-effective  answers." 


ABD's  consultative  approach  provides  clients  with  truly  objective 
advice  about  what  plans  and  products  make  the  most  sense.  Although 
primarily  a  business  insurance  broker,  ABD  also  offers  a  complete 
line  of  personal  insurance  services,  such  as  homeowners,  life 
and  automobile. 

But  ABD  is  not  just  in  the  insurance  business;  it  is  in  the  risk 
management  and  information  business.  The  firm  regularly  conducts 
seminars  to  educate  clients  about  such  far-reaching  risk  issues  as 
terrorism  and  the  avian  flu,  as  well  as  privacy  issues,  workers' 
compensation  fraud  and  more.  The  company's  award-winning 
CyberSure  Web  site  offers  exclusive  online  tools  and  resources, 
helping  ABD  customers  save  both  time  and  money  in  the  organi- 
zation, administration  and  management  of  their  insurance  programs. 

ABD  is  also  in  the  people  business.  From  across  California 
and  Nevada,  and  through  the  Pacific  Northwest,  the  company 
proudly  supports  and  participates  in  a  wide  range  of  charitable  and 
outreach  organizations. 

"We  are  absolutely  committed  to  being  good  corporate  citizens 
in  every  place  we  live  and  do  business."  Hunter  says.  "It's  just  one 
important  part  of  what  we  proudly  point  to  as  the  ABD  difference." 


4*  abd 


services 


For  more  information,  call  800-426-6592 
or  visit  www.cy be  sure.com. 


©  2006  EMI  Networt 


i/uiiicoiib  emu  1 1 1 id  i  id ii wi  id i  riupciiy  cx  Odoudiiy  iiicj 

Health,  Welfare  and  International  Benefits  Plans 
Workers'  Compensation  Cost  Control 
Directors  and  Officers  Liability 
Compliance  Consulting  Services  ^X^k 
Disease  Management  Programs 
Claims  Management  and  \Jy 
Risk  Control  Programs 

Qualified  and  Non-qualified  ^L^^H 


Retirement  Plans 

•  Enterprise  Risk  Management 

•  Surety  Bonds 

•  Employment  Practices  and  Fiduciary  Liability 

•  Personal  Insurance  and  Wealth  Management  Services 

i  Inc.  •  800-999-1950  •  www.eminetwork.com 


Diepenbrock  Harrison 

California  Law  Firm  Moves  Businesses  Forward 


One  of  the  most  ambitious  redevelopment  plans  currently 
ictive  in  the  United  States  is  the  Sacramento  Downtown  Railyard 
project.  The  site  of  the  future  mixed-use  retail,  entertainment,  office 
ind  housing  complex  was  formerly  the  largest  active  rail  yard  west 
)f  the  Mississippi  and  is  now  largely  abandoned.  It  poses  multiple 
;omplex  legal  issues  relating  to  zoning  and  land-use  entitlements; 
environmental  remediation;  and  real  estate  acquisition,  leasing  and 
inancing.  To  work  through  all  these  issues  in  a  coordinated  manner, 
he  developer  turned  to  the  law  firm  of  Diepenbrock  Harrison. 

"The  developer  used  to  have  several  large  national  law  firms, 
;ach  handling  different  components,"  says  Bradley  Elkin,  one  of  the 
ounding  principals  and  President  of  Diepenbrock  Harrison.  "To  really 
advance  a  project  like  this,  you  need  coordination  and  focus.  The 
«M  nnr.»;M«  developer  consolidated 

We  nave  an  ongoing  respon- 
sibility to  bring  value  to  our  clients. 
There's  no  sense  of  entitlement. 
We  feel  that  we  need  to  prove  our- 
selves in  every  representation." 


—  Mark  Harrison,  Chairman 


and  transferred  much 
of  the  legal  work  over 
to  our  house,  and  the 
project  is  now  being 
handled  energetically, 
more  efficiently  and 
at  less  cost." 

Indeed,  Diepen- 


brock Harrison  is 
ecognized  as  one  of  the  leading  law  firms  in  California  with  an 
;mphasis  on  land-use  and  environmental  law,  real  estate  and  busi- 
less  transactions,  and  construction  and  business  litigation.  Other 
irms  may  be  bigger,  but  none  is  better  qualified  to  help  clients  with 
he  acquisition,  development  and  protection  of  properties,  assets 
and  business  opportunities. 


3ene  Cheever,  Mike  Brady  and  Joel  Erb,  department  heads 
at  Diepenbrock  Harrison 

Whether  addressing  a  city  council  or  the  California  Supreme 
k>urt,  or  sitting  at  the  smallest  or  largest  negotiating  table,  Diepen- 
)rock  Harrison  represents  companies  of  all  sizes  throughout  California, 
Nevada  and  the  Pacific  Northwest.  Being  based  in  Sacramento 
)ffers  several  advantages  over  bigger-city  firms  —  more  personal 
ittention;  lower  overhead,  which  translates  to  more  attractive  fee 
;tructures;  and  proximity  to  the  heart  of  state  government. 

"One  of  the  things  that  makes  our  land-use  and  environmental 
jroup  one  of  the  best  is  that  we  leverage  our  position  in  the  state 


Bradley  Elkin,  firm  President,  and  Mark  Harrison, 
firm  Chairman 

capital  to  have  access  to  policy  makers  and  regulators  who  affect 
projects  all  over  California,"  says  Chairman  Mark  Harrison,  land- 
use  and  environmental  attorney. 

Diepenbrock  Harrison  boasts  30  of  the  most  highly-qualified  and 
responsive  lawyers  representing  a  synergy  of  disciplines.  The  firm 
brings  an  effective  team  approach  whenever  needed,  assigning 
the  right  combination  of  legal  experts  to  find  solutions  to  complex 
problems  or  transactions. 

"We  make  sure  that  the  lawyers  needed  to  meet  the  needs 
and  goals  of  every  client  are  working  together  and  keeping  each 
other  informed," 
Elkin  says. 

Formed  in 
1994,  Diepen- 
brock Harrison  is 
an  offshoot  of  the 
former  law  firm  Devlin,  Devlin  and  Diepenbrock,  dating  back  to 
the  1800s.  As  such,  it  has  a  long  history  of  service  not  just  to  its 
clients,  but  to  the  community.  Whether  providing  pro  bono  services 
to  a  nonprofit  organization  or  representing  a  Fortune  500  corpora- 
tion or  a  small  family-owned  business,  the  people  at  Diepenbrock 
Harrison  make  it  their  mission  to  achieve  successful  outcomes  for 
every  client. 

"We  have  an  ongoing  responsibility  to  bring  value  to  our  clients," 
Harrison  says.  "There's  no  sense  of  entitlement.  We  feel  we  need 
to  prove  ourselves  in  every  representation." 

For  more  information,  call  916.492.5000 
or  visit  www.diepenbrock.com 


•  Land-Use  and  Environmental  Law 

•  Real  Estate  and  Business  Law 

•  Construction  and  Public  Contract  Law 

•  Business  and  Employment  Litigation 
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400  Capitol  Mall,  Suite  1800 
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begins  January  2007  with 
Mercedes  Benz  Championship 
on  The  Golf  Channel. 

UR.com/Fe 

£2006  PGA  TOUR,  Inc. 


Q:  Why 
the  Big  Grin? 


A:  He's  Decided 
Never  to  Fly 
the  Airlines 
Again. 
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Mobile  web  edition  can  be  accessed  through  any 
web-enab!ed  mobile  device  providing  real-time  access  to... 

-  Business  &  Finance  News  -  Instant  Quote  Lookups   -  Search 
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Just  type  www.forbes.com  into  your  web-enabled  mobile  device  and  go! 


We  all  want  the  same  thing. 

And  the  1.2  million  members  of  Rotary  around  the  world  are  making  it  happen. 
Rotary's  educational  programs  and  scholarships  are  dedicated  solely  to  promoting  peace. 
Together  we  can  create  a  more  peaceful  world. 


Rotary.  Humanity  in  motion. 
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Singapore 

Media  Fusion 


made  it  in  Singapore 


writer,  director,  producer,  cinematographer 
s  latest  film,  One  Last  Dance,  premiered  at  the 
nee  Film  Festival  2006  to  rave  reviews.  That 
n  internationally  acclaimed  film  director  like 
Aakowski  chose  Singapore  to  do  One  Last 
is  testament  to  the  country's  growing 
tion  as  a  creative  and  media  hub. 


Shot  in  Singapore.  Served  worldwide. 

One  Last  Dance  was  the  first  film  from  Singapore 
to  be  selected  for  Sundance,  and  to  have  a  world 
premiere  in  the  US.  Max  hopes  it'll  turn  more  attention 
to  Singapore.  "Singapore  has  a  lot  to  offer  producers 
and  directors.  The  country  is  an  amazing  backdrop. 
Any  art  director  would  be  hard-pressed  to  create  a 


more  imaginative  set!"  Now  that  you've  heard  it 
from  the  experts,  see  it  for  yourself.  To  view  Max's 
work,  visit  www.singapore  media  fusion.com 

Come  to  the  Singapore  Pavilion  at  the  Asia 
Television  Forum  (ATF)  &  Asia  Film  Market 
Conference  (AFMC)  2006. 


Over  Expectations    Over  Value 


A  national-level  development  zone  enjoying  special  benefits 
beyond  any  provincial  or  municipal  development  zone, 
Hangzhou  Economic  and  Technological  Development  Area  (HEOA) 

Legislative  area  :  104.7  km2 

Foreign  companies:By  the  end  of  2005,  a  total  of  436  foreign  companies  had  established  in  HEDA. 
Overall  project  investment  :  US$  6.9  billion 

Mam  Industries:  IT,  BT,  home  electrical  appliances,  automotive  components  and  special  vehicles,  light  industry  and  food 
HEDA  offers  high-quality  human  resources,  with  2  I  schools,  Including  14  universities,  and  1 20,000  students. 
The  Zhejiang  Hangzhou  Export  Processing  Zone  with  special  import  and  export  tax-refund  policies  is  located  in  HEDA. 
HEDA  pays  more  attention  to  the  natural  environment  and  is  certificated  by  ISO  1 400 1 


Rea  Estate 


gion.  Like  Dream  Property  Montenegro 
(www.dreammontenegro.com)  or  Sveti  Stefan 
Real  Estate  (www.svetistefan-realestate.com). 
When  you  are  ready  to  buy,  hire  a  good  Mon- 
tenegrin lawyer  to  get  the  latest  cadastre  pa- 
pers, government  documents  showing  the  size 
of  properties,  owners  and  liens.  If  the  records 
are  sketchy,  get  a  surveyor  at  the  land  registry 
to  track  down  old  owners  by  digging  through 
property  archives  stretching  back  to  when  the 
Austro-Hungarian  emperor  ruled  here. 

A  final  step:  Before  signing  the  purchase 
agreement  make  sure  utility  and  other  home- 
related  bills  have  been  paid.  Under  Mon- 
tenegrin law,  one  apparently  enforced,  new 
owners  have  to  pay  the  old  owners  unpaid 
bills.  And  these  can  add  up.  Derek  Dewar,  a 
63-year-old  Scotsman,  bought  a  two-bed- 
room apartment  in  Kotor — then  discovered 
the  previous  owner  had  neglected  to  pay 
$13,000  in  municipal  bills  over  several  years. 
"I'm  going  to  get  the  money  from  the  man," 
says  Dewar,  "now  that  I've  found  him." 

Finding  people,  even  those  you  are  pay- 
ing, requires  patience.  Ask  Tanya  Nikolic,  an 
Australian  who  last  year  bought  a  home  in 
Herceg  Novi,  150  feet  from  the  water.  It's  10 
a.m.  and  the  carpenter  who  promised  to  sand 
her  floors  is  two  hours  late.  Giving  up,  she 
jumps  into  her  car  to  deliver  a  botde  of  Scotch 
to  a  surveyor  at  the  land  registry  office  who 
had  sped  through  a  review  of  her  property, 
a  month  after  someone  else  in  the  office  prom- 
ised to  do  that.  But  the  government  offices 
are  now  closed  for  the  daily  half-hour  break, 
which  sometimes  lasts  an  hour  and  a  half. 

Eight  hours  and  several  phone  calls  later, 
Tanya  is  digging  into  stuffed  peppers  at  a 
nearby  restaurant,  the  Scotch  still  in  her  trunk, 
and  she's  heard  no  word  from  the  carpenter. 
The  builder  who  put  in  new  bathrooms,  as 
well  as  the  electrician,  disappeared  for  days. 

'"On  Friday,  we  go  to  the  beach,'"  Tanya 
says,  paraphrasing  a  popular  Montenegrin 
saying.  '"On  Monday,  we  recover.'"  Problem 
is,  today  is  Thursday. 

But  the  people  are  so  damned  friendly. 
A  merchant  helped  her  get  connected  to  the 
Internet  without  charging  her.  One  night  she 
drove  her  Volkswagen  into  a  ditch,  and  peo- 
ple came  out  of  their  houses  without  her  ask- 
ing and  pulled  the  car  out.  And  the  food  is 
cheap.  Those  peppers,  stuffed  with  succulent 
lamb,  cost  three  euros.  F 
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QUOTESTREAM  WIRELESS 


We  know  how  important  it  is  to  have 
quick  access  to  real-time  quotes,  real-time 
alerts,  level  2  market  depth,  time  and 
sales,  dynamic  charts,  historical  research, 
company  press  releases,  and  more- 
no  matter  where  you  are. 

That's  why  we  created  the  award-winning 
Quotestream™  Wireless.  Loaded  with 
features,  it  is  essential  for  anyone  who 
wants  to  stay  on  top  of  what's  happening 
in  the  markets. 


Quotestream™  Wireless  supports  over 
100  PDAs  and  mobile  phones,  including 
Motorola,  BlackBerry,  PalmOne,  Sony 
Ericsson,  Nokia,  MS  Mobile  5.0,  and  many 
others. 

QuoteMedia,  creator  of  Quotestream™ 
Wireless,  also  specializes  in  market  data 
feeds,  financial  content  delivery,  and 
complete  corporate  wireless  solutions 
ensuring  your  entire  company  is  always 
connected. 


Try  it  for  free  at  www.quotestream.com,  or  call  us  toll-free  at  1  877  31 1-991 1. 


Charity  Case 

Roger  Chapin  is  a  man  with  a  cause.  A  whole 
bunch  of  them.  By  William  P.  Barrett 


YOU  MAIL  YOUR  $1,000  DONA- 
tion  to  what  sounds  like  a 
worthy  cause.  What's  at  the 
receiving  end?  Sometimes  a 
tightly  run  organization  that 
puts  almost  every  dollar  spent  to  work 
curing  disease  or  feeding  kids— one  like 
Juvenile  Diabetes  Research  Foundation  or 
Children's  Hunger  Fund.  Sometimes  an 
outfit  that  is  not  so  efficient.  To  get  a 
glimpse  of  what  goes  on  in  the  latter  kind 
of  charity,  let's  drop  in  on  Roger  Chapin,  a 
74-year-old  businessman  turned  fund- 
raiser in  San  Diego. 

Chapin  calls  himself  a  "nonprofit 


entrepreneur."  In  the  world  of  charity 
that  normally  would  be  an  oxymoron, 
but  for  him  it  is  a  considerable  under- 
statement. Over  four  decades  Chapin  has 
launched  upwards  of  30  nonprofit  char- 
itable or  advocacy  endeavors,  which 
have,  collectively,  raised  $400  million. 
His  causes  have  gone  all  over  the  board — 
disabled  veterans,  assorted  illnesses, 
decisive  action  in  Vietnam,  afterschool 
programs,  government  deficit  reduction 
and  antidrug  efforts.  Most  have  been  IRS- 
certified  nonprofits,  but  some  have  been 
little  more  than  a  letterhead  or  a  trade- 
mark application. 


Despite  obvious  passion  that  Chapin 
brings  to  his  cause  of  the  moment,  all  but 
two  have  faded  away  or  merged  into  oth- 
ers, usually  after  no  more  than  a  few  years 
of  existence  and  modest  fundraising.  "I 
shut  it  down  when  I  believe  that  I  am  not 
having  the  impact  I  hoped  for,  or  it  is  not 
economically  viable,"  Chapin  says,  sound- 
ing like  the  for-profit  entrepreneur  he 
once  was. 

Chapin's  biggest  venture  is  Help 
Hospitalized  Veterans,  a  Winchester, 
Calif,  charity  that  hauled  in  donations  of 
$71  million  for  the  year  ended  in  July 
HHV's  primary  mission,  as  stated  on  its 
Web  home  page:  providing  free  therapeu- 
tic arts-and-crafts  kits  to  GIs  recovering 
from  injuries.  The  hobby  sets  are  evi- 
dently much  appreciated  by  these  veter- 
ans. But  of  every  dollar  spent  in  the  fiscal 
year  only  nine  cents  went  for  the  kits,  plus 
another  five  cents  for  associated  overhead 
and  for  counselors  to  visit  hospitals  and 
nursing  homes.  Forty-seven  cents  of  every 
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Chari 


dollar  of  spending  went  toward  mailings. 

Is  sending  out  junk  mail  a  charitable 
activity?  Up  to  a  point,  yes.  At  least, 
accounting  rules  allow  Chapin  to  classify 
much  of  his  direct-mail  operation  as  fur- 
thering "awareness,"  so  that  the  expense 
can  be  chalked  up  to  the  charitable  mis- 
sion, as  opposed  to  management  or 
fundraising.  This  educational  mission- 
costing  considerably  more  than  the  kits, 
overhead  and  counselors  combined— is 
not  mentioned  at  all  on  HHV's  home  page, 
although  it  is  listed  elsewhere  on  the  site 
and  in  filings. 

After  inquiries  by  FORBES  and  before 
the  latest  financials  were  issued,  HHV  paid 
for  an  outside  study  of  other  patriotic- 
themed  nonprofits  that  con- 
cluded HHV  could  allocate  a  lot 
more  of  its  direct-mail  costs 
away  from  fundraising.  Chapins 
outside  accountant  agreed.  The 
efficiency  numbers  also  got  a 
boost  from  a  one-time  in-kind 
donation  of  communication 
services.  This  donation  allowed  GIs  in  the 
Middle  East  to  check  via  telephone  on 
sports  scores.  The  donation  is  valued — 
using  retail  prices — in  HHV's  financial 
statements  at  $20  million.  Not  exactly 
assistance  to  the  wounded  but  still  counted 
as  both  gift  revenue  and  charitable-purpose 
expense. 

Result:  Thanks  significantly  to  ac- 
counting, HHVs  fundraising  efficiency — 
the  percent  of  donations  remaining  after 
fundraising — jumped  from  59%  two  years 
ago  to  73%  in  fiscal  2006.  That's  still  the 
sixth  lowest  on  the  FORBES  list,  starting  on 
page  202,  of  the  200  largest  nonprofits 
(overall  average:  90%)  but  finally  above  the 
65%  minimum  acceptable  to  the  Better 
Business  Bureau.  HHVs  ratio  does  top  those 
of  other  veterans  groups:  Disabled  Amer- 
ican Veterans  (72%),  Paralyzed  Veterans  of 
America  (69%)  and  Veterans  of  Foreign 
Wars  (63%). 

At  the  same  time,  and  for  much  the 
same  paperwork  reasons,  HHV  elevated  its 
charitable  commitment  ratio— the  share 
of  total  expenses  spent  on  the  charitable 
purpose  as  opposed  to  what  it  spends  on 
management  and  fundraising.  A  dismal 
53%  in  2004  has  become  68%  now,  still 


the  fourth-lowest  ratio  on  our  list. 

The  energetic  Chapin  says  HHV  puts 
its  financials  and  full  mission  on  its  Web 
site  with  no  effort  to  hide  anything.  Its  not 
fair,  he  goes  on,  to  highlight  HHV  on  char- 
itable efficiency  when  its  donor  base  is 
small  givers,  when  expensive  direct  mail  is 
the  only  approach  that  has  worked  and 
the  charity  spends  in  one  way  or  another 
nearly  every  dime  that  comes  in.  "We're 
just  doing  what  everyone  else  does,"  he 
declares,  adding  that  he  hopes  his  new 
spruced-up  financials  will  finally  earn 
HHV  a  favorable  rating  from  charity 
watchdogs. 

Scrutiny  is  nothing  new  to  Chapin. 
In  1989  his  Citizens  for  a  Drug  Free 


MUCH  OF  JUNK  MAIL  COST 
CAN  BE  CLASSIFIED  AS 
A  CHARITABLE  ACTIVITY 
RATHER  THAN  FUNDRAISING. 


America  (one  of  several  he  has  had 
sporting  the  words  "drug  free")  got  some 
bad  press  for  spending  $6.8  million  of 
the  $7.1  million  it  raised  on  direct  mail. 
(Chapin  says  it  was  an  advocacy  group 
and  not  a  charity.)  He  also  drew  frowns 
for  moving  $1  million  from  HHV  to  two 
of  his  drug-free  units.  (Chapin  says  drug 
use  was  a  problem  for  injured  soldiers, 
too.)  Other  accounts  suggested  that  a 
well-publicized  program  to  send  gift 
packs  to  Desert  Storm  personnel  charged 
donors  too  big  a  markup,  coverage 
Chapin  calls  unfair. 

His  only  other  active  nonprofit  now  is 
the  two-year-old  Coalition  to  Salute 
America's  Heroes  Foundation,  in  Ossin- 
ing,  N.Y.  Its  stated  mission  is  to  raise 
awareness  of  the  plight  of  injured  veterans 
returning  from  the  Middle  East  and  to 
muster  resources.  Originally  this  group 
said  it  would  give  houses  to  needy  veter- 
ans but,  finding  real  estate  expensive, 
stopped  after  five  and  shifted  toward  more 
efforts  to  find  jobs. 

Unlike  HHV  the  coalition  doesn't  rely 
on  mailed  appeals.  Most  of  the  $17  million 
it  raised  last  year  came  from  corporations 
and  large  donors,  including  $2.4  million 
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cash  from  Chapins  HHV.  In  the  curious 
accounting  of  nonprofits  this  money 
counted  toward  HHV's  charitable  cause 
and  then,  handed  to  the  sister  organiza- 
tion, boosted  the  latter's  efficiency.  The 
coalition  also  owes  Chapin  $600,000  on  a 
personal  loan  he  made  to  get  it  going.  Still, 
that  doesn't  make  the  transfer  into  self- 
dealing,  he  says. 

At  least  HHV  seems  alone  in  its  arts- 
and-crafts-kits  niche.  But  Chapin  has 
started  causes  with  names  like  Conquer 
Cancer  and  Alzheimer's  Now  Foundation 
(drawing  a  warning  to  the  public  from  the 
long-established  Alzheimer's  Association 
about  "sound-alike  organizations"),  War 
on  Cancer,  Americans  United  to  Conquer 
Disease,  Fix  America's  Schools,  Rescue 
America's  Disadvantaged  Children,  Basic 
Skills  Learning  Program  and  Let's  Beat 
Deficits.  Why  jump  into  fields  that  have 
well-established  (and  more  efficient)  enti- 
ties? "I  get  stirred  up  about  things,"  he  says, 
adding  that  in  some  cases  he  is  hoping 
increased  awareness  will  generate  govern- 
ment support. 

Raised  in  the  New  York  City  area, 
Chapin  graduated  from  Middlebury 
College  in  Vermont  and  spent  two  years 
rising  to  corporal  in  the  Army  Finance 
Corps.  Ironic,  given  his  veterans'  causes:  "I 
didn't  get  along  very  well  with  the  Army," 
he  recalls.  One  duty  was  processing  GIs 
returning  from  abroad;  he  moonlighted 
selling  them  vacuum  cleaners. 

After  mustering  out,  Chapin  moved  to 
San  Diego  in  1958.  He  has  been  at  various 
times  a  land  developer,  an  insurance  mar- 
keter, a  seller  of  bulk  long-distance  service 
and  a  toy  manufacturer.  (Chapin  is  still  an 
officer  of  board  game  maker  USAopoly, 
run  by  his  son.) 

His  first  cause:  a  grassroots  campaign  in 
1967  pushing  a  bomb-them-to-hell-or-get- 
out-of- Vietnam  strategy.  Chapin  started  HHV 
in  1971  after  visiting  wounded  Vietnam  vets 
in  a  San  Diego  military  hospital.  He  figures 
he's  been  working  full-time  in  nonprofits  since 
the  1980s.  Its  a  living.  Last  year  HHV  paid 
Chapin  $385,000  in  total  pay  plus  another 
$110,000  to  his  wife  of  50  years,  Elizabeth, 
who  edits  an  HHV  newsletter.  Meanwhile,  he 
is  planning  his  newest  nonprofit,  Citizens  to 
Win  the  War  on  Terror.  F 
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Humana  Saw  the  Future  of  Healthcare. 

Citrix  Provided  Access. 


A  man's  diabetes  is  not  well  controlled,  but  he  doesn't  know  it  yet.  Yesterday's  healthcare 
system  would  have  waited  for  him  to  call. 

Today,  as  a  member  of  Humana,  he  may  be  proactively  contacted  by  a  specially  trained  nurse 
who  will  guide  him  to  resources  that  will  help  him  better  understand  his  illness  and  improve  his 
self-management  skills.  It's  called  the  Personal  Nurse-  Service — a  new  preventive  approach  to 
healthcare  for  participating  Humana  members*  powered  by  the  Citrix  Access  Platform. 

"Our  nurses  have  the  critical  information  they  need  at  their  fingertips  wherever  they  are, 
thanks  to  Citrix  software.  They've  already  helped  130,000  members  be  proactive  with 
their  healthcare,  which  means  greater  member  satisfaction. " 

BRUCE  J.  GOODMAN 

Senior  Vice  President, 
Chief  Service  and  Information  Officer 
Humana  Inc. 


Access  your  future  today  at 
citrix.com 


I006  Citrix  Systems.  Inc.  All  fights  reserved.  Citrix*  is  a  trademark  of  Citrix  Systems, 
and/or  one  or  more  ot  its  subsidiaries,  and  may  be  registered  in  the  United  States 
lent  and  Trademark  Office  and  in  other  countries.  All  other  trademarks  and  registered 
ilemarks  are  the  property  of  their  respective  owners 


CITRIX 


It  all  Humana  members  may  be  eligible  for  the  Personal  Nurse*  service.  This  service 
not  immediately  activated  upon  enrollment  in  a  Humana  plan. 
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Rating  Nonprofits 


By  William  P.  Barrett 


OUR  SURVEY  OF  CHARITIES 
covers  the  country's  200 
largest  (in  revenue  from  pri- 
vate gifts).  It  excludes  aca- 
demic institutions,  charities 
with  only  a  few  donors,  community  foun- 
dations and  religious  institutions  not 


reporting  numbers.  The  top  80  are  listed 
here.  The  others,  plus  expanded  data  for 
all  200,  including  top  pay,  are  online  at 
www.forbes.com/charities. 

For  the  efficiency  ratios,  higher  is  bet- 
ter, but  be  careful  when  comparing  numbers 
of  different  kinds  of  nonprofits.  The  symbol 
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shows  a  comparison  with  the  number  from 
a  prior  year.  Charitable  commitment  meas- 
ures how  much  of  total  expense  went  direcdy 
to  the  charitable  purpose  and  not  to  man- 
agement, overhead  and  fundraising.  Average 
this  year:  86%,  up  1  point.  Fundraising  effi- 
ciency shows  the  share  of  gifts  left  after  the 
cost  of  getting  them.  Average:  90%,  also  up 
1  point.  Donor  dependency,  down  4  points 
this  year  to  69%,  calculates  the  fraction  of 
the  gifts  needed  to  break  even.  A  number 
above  100%  means  the  nonprofit  ran  a  deficit; 
a  negative  number  indicates  that  nongift  rev- 
enue (investment  income,  usually)  exceeded 
expenses.  F 
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FUNDRAISING 
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(SMIL) 

(SMIL) 

COMMITMENT' 

EFFICIENCY2 

DEPENDENCY3 

ALZHEIMER'S  ASSOCIATION/Chicago  IL 

$173 

$153 

75  Y 

82  A 

90  A 

AMERICAN  CANCER  SOCIETY/Atlanta  GA 

938 

906 

70  ▼ 

79  Y 

92  A 

AMERICAN  DIABETES  ASSOCIATION/Alexandria  VA 

208 

160 

78  • 

77  Y 

100  A 

AMERICAN  HEART  ASSOCIATION/DallasTX 

593 

488 

76  Y 

83  • 

90  A 

AMERICAN  JEWISH  JOINT  DISTRIBUTION  COMMITTEE/New  York  NY 

234 

203 

92  Y 

99  A 

88  A 

AMERICAN  LUNG  ASSOCIATION  New  York  NY 

160 

120 

84  A 

85  A 

120  A 

AMERICAN  NATIONAL  RED  CROSS/Washington  DC 

3,842 

1,313 

92  A 

91  A 

66  Y 

AMERICARES/Stamford  CT 

1,320 

1,315 

99  • 

100  A 

81  Y 

AMERICA'S  SECOND  HARVEST/Chicago  IL 

654 

644 

98  • 

99  • 

98  Y 

BIG  BROTHERS  BIG  SISTERS  OF  AMERICA  !     i  |  a  PA 

252 

177 

78  Y 

84  Y 

99  Y 

BOY  SCOUTS  OF  AMERICA  NATIONAL  COUNCIL/lrving  TX 

836 

301 

88  A 

85  • 

90  A 

BOYS  &  GIRLS  CLUBS  OF  AMERICA/ Atlanta  GA 

1,329 

631 

80  Y 

90  A 

76  Y 

BROTHER'S  BROTHER  FOUNDATION/Pittsburgh  PA 

283 

282 

100  • 

100  • 

102  A 

CAMPUS  CRUSADE  FOR  CHRIST;  Orlando  FL 

437 

439 

84  A 

92  A 

100  A 

CARE  USA/ Atlanta  GA 

631 

263 

91  Y 

91  A 

75  Y 

CARTER  CENTER/Atlanta  GA 

183 

146 

86  Y 

95  • 

42  Y 

CATHOLIC  CHARITIES  USA/Alexandria  VA 

3,385 

646 

89  Y 

94  A 

90  A 

CATHOLIC  MEDICAL  MISSION  BOARD/New  York  NY 

196 

194 

97  A 

98  A 

96  Y 

CATHOLIC  RELIEF  SERVICES/Baltimore  MD 

708 

343 

94  Y 

94  A 

l     59  Y 

CHRISTIAN  AID  MINISTRIES  Berlin  OH 

192 

192 

99  • 

99  Y 

107  A 

CHRISTIAN  BROADCASTING  NETWORK/Virginla  Beach  VA 

249 

166 

81  A 

83  • 

93  A 

CHRISTIAN  CHILDREN'S  FUND/Richmond  VA 

191 

176 

81  • 

88  • 

96  • 

CLEVELAND  CLINIC  FOUNDATION/Cleveland  OH 

4,004 

119 

90  Y 

93  Y 

-154  A 

COMPASSION  INTERNATIONAL  Colorado  Springs  CO 

217 

216 

83  • 

91  • 

96  • 

CYSTIC  FIBROSIS  FOUNDATION/ Bethesda  MD 

203 

130 

78  Y 

87  Y 

83  Y 

DANA-FARBER  CANCER  INSTITUTE/Boston  MA 

614 

169 

91  Y 

93  • 

46  Y 

DIRECT  RELIEF  INTERNATIONAL  Santa  Barbara  CA 

137 

136 

.  99  • 

100  • 

154  A 

DOCTORS  WITHOUT  BORDERS  USA/New  York  NY 

126 

124 

86  A 

91  A 

71  A 

DUCKS  UNLIMITED/MemphisTN 

200 

123 

86  • 

81  Y 

100  A 

EASTER  SEALS/Chicago  IL 

845 

128 

86  a 

75  ▼ 

78  • 

FEED  THE  CHILDREN/Oklahoma  City  OK 

855 

803 

90  Y 

92  Y 

97  A 

FOCUS  ON  THE  FAMILY/Colorado  Springs  CO 

137 

126 

84  A 

91  • 

109  A 

FOOD  FOR  THE  POOR/Deertield  Beach  FL 

782 

733 

96  • 

97  A 

102  A 
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Global  companies  have  teams  everywhere. 
To  help  them  share  ideas,  Xerox  multifunction  systems 
and  software  put  everyone  on  the  same  playing  field. 
There's  a  new  way  to  look  at  it. 


Running  a  global  company  requires  secure  worldwide 
riformation  sharing.  Luckily,  Xerox  has  a  solution  for 
veryone  on  your  team.  Using  Xerox  multifunction 
ystems  and  Xerox  DocuShare®  software,  documents 
an  be  securely  scanned  to  the  Web.  This  way  people 
liroughout  your  global  network  can  share  them.  This 


keeps  documents  current,  can  eliminate  warehousing 
needs  by  70%  and  can  reduce  order  fulfillment  time  by 
80%.  Whatever  Xerox  Wo rkCentre®  multifunction  system 
you  choose,  you'll  reduce  costs  by  printing,  copying, 
scanning  and  faxing  from  one  convenient  network  device. 
Now  that's  a  game  plan.  To  learn  more,  contact  us  today. 


XEROX 

erox.com/office/team  |  Technology  |  Document  Management  I  Consulting  Services  I 

-800-ASK-XEROX  ext.  753 

2005  Xerox  Corporation  All  rights  reserved  XEROX."  WorkCentre."  DocuShare."  and  There's  a  new  way  to  look  at  it*  are  trademarks  of  Xerox  Corporation  in  the  United  States  and/or  other  countries 
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(SMIL) 
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GIFTS  IN  KIND  INTERNATIONAL/Aiexandria  VA 

uir  ■  J  in  mill/  ii m  ■  tmm  i  iwiinunicAai  iui  >q  vn 

860 

856 

99  ▼ 

100  • 

101  A 

GIRL  SCOUTS  OF  THE  USAIMpw  York  NY 

741 

129 

84* 

70  • 

66  • 

GOODWILL  INDUSTRIES  INTERNATIONAL/Rockville  MD 

2,653 

422 

83  Y 

97  A 

66  Y 

HABITAT  FOR  HUMANITY  INTERNATIONAL/Americus  GA 

1,022 

506 

82  Y 

86  ▲ 

56  Y 

JUNIOR  ACHIEVEMENT/Colorado  Sorinas  CO 

/UlllUll   nVI  llkl  bit  Ikll  1                    UUU       r          J       ^  W 

165 

121 

73  A 

84  A 

79  Y 

JUVENILE  DIABETES  RESEARCH  FOUNDATION/New  York  NY 

197 

181 

86  A 

92  • 

100  A 

KING  BENEVOLENT  ASSOCIATION/Bristol  VA 

252 

249 

100  • 

100  • 

104  Y 

LEUKEMIA  &  LYMPHOMA  SOCIETY AA/hite  Plains  NY 

211 

204 

75  A 

83  • 

94  Y 

MAKE-A-WISH  FOUNDATION  OF  AMERICA/Phoenix  AZ 

176 

167 

77  A 

86  A 

88  Y 

MAP  INTERNATIONAL/Brunswick  GA 

349 

347 

99  • 

99  • 

91  ▼ 

MARCH  OF  DIMES  BIRTH  DEFECTS  FOUNDATION/White  Plains  NY 

228 

208 

76  A 

83  A 

94  Y 

MARINE  TOYS  FOR  TOTS  FOUNDATION/Quantico  VA 

234 

234 

98  • 

98  • 

99  A 

MAYO  CLINIC/Rochester  MN 

6,118 

266 

94  • 

91  A 

-92  A 

MEMORIAL  SLOAN-KETTERING  CANCER  CENTER/New  York  NY 

1,973 

206 

94  • 

86  T 

-79  Y 

MUSCULAR  DYSTROPHY  ASSOCIATION/Tucson  AZ 

187 

176 

77  ▲ 

83  A 

100  A 

MUSEUM  OF  FINE  ARTS,  HOUSTON/Houston  TX 

292 

210 

88  Y 

99  • 

-3  Y 

MUSEUM  OF  MODERN  ART/New  York  NY 

347 

239 

73  ▼ 

95  A 

30  A 

NATL  ASSN  FOR  THE  EXCHANGE  OF  INDUSTRIAL  RESOURCES/Galesburg  IL 

142 

129 

98  • 

99  • 

110  A 

NATIONAL  MULTIPLE  SCLEROSIS  SOCIETY/New  York  NY 

207 

194 

78  • 

84  • 

96  Y 

NATURE  CONSERVANCY/Arlington  VA 

936 

476 

79 

88  • 

30  A 

NEW  YORK-PRESBYTERIAN  HOSPITAL/New  York  NY 

2,858 

135 

77  ▼ 

93  Y 

-116  Y 

NORTHWEST  MEDICAL  TEAMS/Portland  OR 

240 

237 

98  • 

99  A 

94  Y 

OPERATION  BLESSING  INTERNATIONAL  RELIEF/Virginia  Beach  VA 

211 

207 

99  • 

100  • 

95  Y 

PATH/Seattle  WA 

188 

155 

87  A 

100  • 

46  Y 

PLANNED  PARENTHOOD  FEDERATION  OF  AMERICA  t.  ..  York  NY 

902 

217 

83  • 

80  Y 

75  A 

PROJECT  HOPE/Millwood  VA 

141 

124 

92  Y 

95  • 

94  Y 

PUBLIC  BROADCASTING  SERVICE/Alexandria  VA 

512 

233 

96  Y 

100  • 

93  Y 

ST.  JUDE  CHILDREN'S  RESEARCH  HOSPITAL/Memphis  TN 

538 

437 

76  • 

83  • 

75  • 

SALVATION  ARMY/Alexandria  VA 

5,300 

3,596 

83  • 

96  A 

30  Y 

SAMARITAN'S  PURSE/Boone  NC 

330 

317 

89  Y 

95  Y 

79  Y 

SAVE  THE  CHILDREN  FEDERATION/Westport  CT 

406 

239 

91  A 

92  A 

65  Y 

SCHOLARSHIP  AMERICA/St.  Peter  MN 

147 

136 

93  ▲ 

97  A 

93 

SHRINERS  HOSPITALS  FOR  CHILDREN  Tampa  FL 

854 

262 

93  Y 

98  Y 

-6  A 

SMITHSONIAN  INSTITUTION/Washington  DC 

497 

123 

83  Y 

80  Y 

35  A 

SPECIAL  OLYMPICSA/Vashington  DC 

202 

166 

74 

79  A 

85  Y 

SUSAN  G.  KOMEN  BREAST  CANCER  FOUNDATION/Dallas  TX 

175 

145 

79  ▲ 

88  • 

94  Y 

TRINITY  BROADCASTING  NETWORK/Santa  Ana  CA 

222 

147 

71  Y 

87  Y 

53  Y 

TRUST  FOR  PUBLIC  LAND  San  Francisco  CA 

156 

120 

88  • 

96  • 

89  A 

UJA/FEDERATION  OF  NEW  YORK/New  York  NY 

254 

197 

78  A 

86  A 

65  Y 

UNITED  NEGRO  COLLEGE  FUND/Fairfax  VA 

196 

166 

85  A 

92 

73  Y 

UNITED  STATES  FUND  FOR  UNICEF/New  York  NY 

462 

452 

92  A 

94  A 

100  A 

UNITED  WAY/Alexandria  VA 

4,175 

4036 

82  Y 

91  • 

100  • 

WGBH  EDUCATIONAL  FOUNDATION/Boston  MA 

166 

118 

87  A 

86  A 

113  Y 

WORLD  VISION/Federal  Way  WA 

905 

649 

.  86  Y 

89  A 

95  Y 

YMCAS  IN  THE  UNITED  STATES/Chicago  IL 

5,104 

826 

81  Y 

89  Y 

64  A 

YOUNG  LIFE/Colorado  Springs  CO 

190 

154 

85  ▲ 

94  A 

84  Y 

YWCA  OF  THE  USA/Washington  DC 

551 

150 

83  Y 

88  A 

103  A 

AVERAGE  FOR  ALL  200  (including  those  listed  at  www.forbes.com/charities) 

86  A 

90  A 

69  Y 

Figures  are  for  the  latest  available  fiscal  year.  Results  may  be  skewed  flue  to  unconsolidated  data  of  national  and  affiliate  groups,  rounding  or  incomplete  information  'Charitable 
services  as  percent  of  total  expenses.  'Percent  of  private  support  remaining  after  fundraising  expenses.  'Percent  of  private  support  remaining  after  surplus  or  deficit  ARatio  increased 
from  previous  available  period.  YRatio  decreaseo  from  previous  available  period.  *No  change  or  no  comparable  data.  Sources:  IRS  Form  990;  annual  report  or  statement  of  individual 
nonprofits;  www.guidestar.org;  Chronicle  of  Philanthropy;  Minnesota  Attorney  General's  Office. 
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Earn  Flights  Fast 

Over450  Worldwide  Destinations 

Complimentary 
Companion  Certificate 

American  Express'  Service 

Two  fly  for  the  price  of  one.  That's 
an  annual  reward,  one  of  many 
benefits  that  come  with  the 
Platinum  Delta  SkyMiles®  Business 
Credit  Card  from  American  Express. 
Visit  farbeyondmiles.com  or  call 
1-800-SKY-MILES  to  apply  now. 

Rewards  that  go  far  beyond  miles™ 
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Japan 
Value 
Play 

The  world's  second- 
largest  economic 

power  hasn't  roared 
back — yet.  But 
that  means  good 
buys  are  available. 
By  Alex  Davidson 


p 


ROSPERTTY  S  RETURN  TO  JAPAN, 
|  after  15  years  of  economic  woe, 
is  coming  in  fits  and  starts. 
Growth  hasn't  been  as  robust 
this  year  as  many  had  expected, 
with  a  projected  2006  expansion  of  only 
around  2%.  The  Nikkei  225  is  up  a  mere 
0.65%  as  of  mid-November,  amid  worries 
about  a  slowdown  in  the  U.S.,  export- 
dependent  Japans  biggest  market. 

But  there  are  opportunities  to  be  had 
in  Japan.  Among  the  least  risky:  The 
$13  billion  iShares  MSCI  Japan  Index  Fund 
is  the  largest  single-country  exchange-traded 
fund  in  terms  of  assets.  With  a  track  record 
of  ten  years,  it  is  also  one  of  the 
oldest  single-country  funds. 
It  has  eked  out  a  0.5%  annual 
total  return  in  that  decade; 
its  three-year  performance  of 
13.6%  a  year  mirrors  Japans 
nascent  recovery. 

This  ETF  aims  to  mimic 
the  Japanese  market  by  invest- 
ing in  large  companies  like 
Toyota,  Honda  and  Canon. 
Expenses  come  to  0.59%  of 
assets  yearly,  compared  with 
the  average  of  0.52%  for  all 
global  and  international  ETFs. 


Method  two,  for  the  hands-on  investor: 
Buy  Japanese  blue  chips  available  in  the 
U.S.  as  American  Depositary  Receipts. 
Honda  (see  Kenneth  Fisher's  column,  p.  232) 
and  Toyota  are  obvious  candidates.  Two 
others,  somewhat  less  well  known:  Kyocera, 
which  makes  telecom  gear  and  various 
electronic  components,  and  Nidec,  which 
manufactures  things  like  spindle  motors 
for  computer  hard  drives.  ADRs  are  trad- 
able at  low  transaction  costs  and  spare  you 
currency  headaches. 

Method  three,  for  the  truly  adventure- 
some, is  to  dive  into  the  Japanese  market 
in  search  of  yen-denominated  shares. 


THE  BIGGEST  OUTCASTS 


Proposed  administrative  rules  are  slamming  these  consumer 
lenders,  for  now. 

PRICE 

COMPANY 

RECENT 

52-WEEK 
HIGH 

PRICE/ 
BOOK 

ACOM 

$39.79 

$70.69 

0.8 

AIFUL 

32.26 

93.17 

0.8 

PROMISE 

35.47 

74.89 

0.7 

SANYO  SHINPAN  FINANCE 

35.22 

78.21 

0.6 

TAKEFUJI 

36.74 

73.66 

0.6 

Prices  as  of  Nov.  13.  Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 

Peter  Boardman,  managing 
director  at  money  manager 
Tradewinds  NWQ  Global 
Investors,  has  a  favorite  sec- 
tor: consumer  finance.  It's  a 
contrarian  bet  for  a  nation 
that  abhors  personal  debt. 
But  Boardman  finds  a  good 
value  opportunity  in  these 
lenders  to  consumers  who 
are  poor  credit  risks.  The 
lenders  sport  strong  balance 
sheets  and  should  benefit 
from  industry  consolidation. 

Economic  turbulence  has 
created  20  million  customers 
for  subprime  lenders.  Big 
Japanese  banks  won't  lend  to 
them.  "A  clear  area  where 
there's  a  lot  of  value  and  a  lot 
of  fear,"  says  Boardman. 

Japanese  consumer  finance 
stocks  have  had  a  terrible 
stretch  since  the  country's 
Supreme  Court  ruled  in  January  that  lenders 
were  exacting  kobarai — usury,  that  is.  Admin- 
istrative rules  likely  will  cap  interest  rates  at 
20%,  down  from  the  current  29%. 

So  stocks  in  lenders  like  Acorn  and 
Aiful  have  plunged  between  44%  and 
65%  from  their  yearly  highs.  Investors 
fear  a  drag  on  earnings  from  kitties  the 
lenders  have  had  to  set  up  for  any  legal 
judgments.  But  Boardman  looks  at  the 
lenders'  balance  sheets  and  thinks  the 
alarm  is  overblown.  Even  at  20%  the 
lenders  can  make  a  good  spread,  borrow- 
ing at  2%.  The  larger  consumer  lenders 
have  a  low  price-to-book  of  around  0.8 
for  fiscal  2006  (see  table). 

Charles  Schwab  &  Co. 
will  handle  trades  in  foreign- 
currency  shares  without 
assessing  a  fee  for  the  con- 
version (and  will  give  you 
the  yen-dollar  rate  without 
markup).  But  commissions 
and  other  fees  are  stiff,  a 
minimum  of  $200  combined 
on  a  $20,000  trade.  The  7% 
Japanese  withholding  tax 
on  tiny  dividends  can  be 
recouped  as  a  credit  against 
U.S.  taxes.  F 
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ach  .92  power  tool. 


Dls  once  separated  us  from  the  animals.  Today,  they  connect  us  with  each  other.  And  no  other  tool  does  it 
powerfully  as  the  Mach  .92  Citation  X.  With  the  world's  fastest  business  aircraft  in  your  hands,  you  can  depart 
7:00  a.m.,  hammer  out  three  different  deals  in  three  different  cities,  and  be  home  in  time  to  nail  down  one 
ire  opportunity  before  dinner.  You  have  so  many  jobs.  Give  yourself  the  right  tool  for  every  last  one  of  them. 
II  1-800-4-CESSNA.  Outside  the.  U.S.,  call  +1-316-517-6056.  Or  visit  CitationX.Cessna.com. 


Cessna 

A  Textron  Company 


80  years:  One  Sure  Thing5 


inow  stanaar 

MGM  i 

lOD.ODOMILE  I 

WARRANT V  ^  ^ 

—  OfcStar 

5-YEAR  POWERTRAIN  t 


THE  SIMPLEST  WAY  FROM  POINT  A  TO  POINT  B. 

Buick  introduces  the  world's  simplest  and  smartest  navigation  system.  With  OnStar® 
voice-guided  Turn-by-Turn  Navigation*  just  tell  us  where  you  want  to  go  and  we'll  take  you  there. 
Now  standard  for  one  year  on  the  2007  Lucerne.  Starting  at  $26,265.  CXL  as  shown  s30,030.** 

Navigate  to  buick.com  for  a  virtual  demonstration. 


BEYOND  PRECISION 


*Turn-by-Turn  not  available  in  certain  markets.  See  your  Buick  dealer  for  details.  Call  1  -E 
**MSRP.  Tax,  title,  license,  dealer  fees  and  optional  equipment  extra. 
t2007  models.  Whichever  comes  first.  See  dealer  for  limited  warranty  details. 
©2006  GM  Corp.  All  rights  reserved.  Lucerne  is  a  registered  trademark  of  General  Motors  Corp. 


-466-7827  for  system  limitations  and  details. 
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Funds 


IN  THE  OLDEN  DAYS  BALANCED  FUNDS  WERE  BIG 
sellers.  Blending  stocks  and  bonds,  they  offered  stability, 
along  with  returns  that  fell  between  these  two  categories. 
If  a  recession  sent  stocks  into  a  tumble,  at  least  bonds 
would  hold  up,  went  the  thinking.  Yet  this  conservative 
lix  would  also  do  a  lot  better  over  the  long  pull  than  a  pure 
md  portfolio. 

To  todays  fund  investors  the  balanced  category  seems  a 
it  dowdy.  But  the  concept  is  making  a  comeback  in  a  new 
.rise:  the  asset  allocation  fund.  These  typically  buy  a  mix  of 
ocks  and  bonds,  domestic  and  foreign,  often  along  with  some 
)mmodities.  Just  like  the  balanced  funds  of  a  half-century 
»o,  they  hold  out  the  promise  of  more  stability  than  youd 
rt  from  an  all-stock  fund  and  yet  more  protection  from  in 
ition  than  youd  get  from  a  pure  bond  fund.  The  table  (see 
212)  lists  the  best  of  the  breed.  Tops  is  Permanent  Portfo 
d,  a  24-year-old  fund  offered  by  Pacific  Heights  Asset  Man 
*ement,  a  privately  held  firm  in  San  Francisco. 

We  selected  these  funds  using  three  criteria.  First,  they 


A  New 
Balance 


Balanced  funds  mix 
stocks  and  bonds.  The  new  breed, 
asset  allocation  funds,  goes 
one  step  beyond. 

By  Megan  Johnston 
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had  to  have  good  returns  over  the  past  six  years,  a  period  en- 
compassing most  of  the  2000-02  market  crash.  Next,  they  had 
to  have  annual  expense  ratios  below  the  1.5%  average  for  stock 
funds  and  not  be  burdened  with  upfront  loads.  Finally,  they  had 
to  have  an  R-squared  below  0.85. 

That  last  statistic  needs  some  explaining.  The  "R"  in  ques- 
tion is  the  correlation  between  monthly  returns  on  the  fund  and 
monthly  returns  on  the  stock  market.  An  S&P  500  index  fund 
has  a  correlation  of  1.  A  portfolio  whose  returns  have  no  con- 
nection to  market  movements  would  have  a  correlation  of  0.  A 
fund  consisting  of  nothing  but  short  positions  in  S&P  500  fu- 
tures (yes,  there  is  such  a  thing:  the  Rydex  Inverse  S&P  500  Fund) 
would  have  returns  that  are  the  mirror  image  of  those  on  the 
market  and  would  display  a  correlation  approaching  -1. 

Multiply  this  correlation  number  by  itself  and  you  have  R- 
squared,  a  number  published  for  long-term  funds  by  such 
fund-rating  services  as  Lipper  and  Morningstar.  R-squared 
measures  the  fraction  of  a  fund's  movements  up  and  down 
that  can  be  explained  by  movements  in  the  stock  market. 
Both  the  Vanguard  Index  500  Fund  and  the  Rydex  Dynamic 

money,"  says  manager  Michael  Cuggino,  who  has  run  the 
fund  since  1991  and  owns  Pacific  Heights.  Permanent  Port- 
folios philosophy  is  that  only  a  diverse  array  of  holdings  can 
shield  against  fickle  fortune. 

At  Permanent  Portfolio,  now  with  $690  million  under 
management,  the  smorgasbord  of  assets  includes  U.S.  bonds 
(35%),  such  as  Treasurys  and  high-grade  corporate;  gold  and 
silver  bullion  (25%),  perennial  hedges  against  grim  times;  U.S. 
and  foreign  real  estate  and  natural  resources  stocks  (15%); 
U.S.  nonproperty  equities  (15%);  and  Swiss  government 
bonds  (10%),  a  classic  hedge  against  the  dollar. 

Permanent  Portfolio's  defensive  mix  shines  when  the 
broader  market  is  headed  south,  and  FORBES  gives  the  fund 
an  A+  for  performance  in  down  markets.  Over  the  two  calen- 
dar years  2001  and  2002  the  market  lost  31%,  but  Permanent 
was  up  18%.  Since  the  funds  inception  it  has  lost  money  in 
just  three  years:  1984, 1990  and  1994. 

Lately  Cuggino,  a  Boston  native  and  former  certified  pub- 
lic accountant,  has  been  bullish  on  gold.  The  metal's  spot  price 
has  risen  22%  this  year  to  $627,  though  it  is  off  its  May  high  of 

ZIGGING  WHILE  THE  MARKET  ZAGS 

These  funds  have  R-squared  scores  of  less  than  1,  meaning  they  don't  track  the  S&P  500.  They  also  beat  it  over  six  years. 

TOTAL  RETURN 

ANNUAL 

FUND 

LATEST  6-YEAR 
12-MONTH  ANNUALIZED 

EXPENSES 
R-SQUARED1        PER  $100 

BERWYN  INCOME  FUND 

9.2%  9.7% 

0.20  $0.72 

I  FIDELITY  ASSET  MANAGER  20% 

9.1  5.6 

0.73  0.60 

|  PERMANENT  PORTFOLIO 

15.4  12.4 

0.09  1.35 

T  ROWE  PRICE  PERSONAL  STRATEGY  INCOME  FUND 

10.4  6.5 

0.81  0.78 

f  VANGUARD  WELLESLEY  INCOME  FUND 

10.9  7.8 

0.21  0.24 

|  S&P  500 

16.3  1.1 

1.0  NA 

Performance  through  Oct.  31.  'Over  six  years.  NA:  Not  applicable.  Source:  Upper. 

 1 

S&P  500  Fund  have  R-squareds  of  1 . 

Now,  unless  you  are  buying  a  cheap  index  fund,  you  want 
to  avoid  funds  that  have  very  high  R-squareds.  Reason:  These 
are  closet  index  funds,  portfolios  closely  equivalent  to  index 
funds  but  without  the  low  cost  that  index  funds  offer.  An 
example  among  stock  funds  is  Pioneer  Research,  which 
Morningstar  calls  a  large-cap  blend  fund.  This  fund  has  the 
embarrassingly  high  R-squared  of  0.96.  It  rarely  strays  from 
the  S&P's  flight  path,  and  yet  it  charges  you  1.25%  yearly  plus 
a  5.75%  sales  load.  Trying  to  beat  the  market  long  term  with  a 
fund  like  this  is  an  exercise  in  futility. 

If  you  are  looking  for  a  fund  that  zigs  when  the  market 
zags,  Permanent  Portfolio  is  it.  Measured  over  the  last  six 
years  its  R-squared  is  a  minuscule  0.09. 

Permanent  Portfolio  opened  its  doors  at  the  tail  end  of  the 
stagflation  era,  when  inflation  was  running  rampant,  eco- 
nomic growth  blah  and  short-term  interest  rates  in  the  teens. 
"Regardless  of  where  investors  turned,  they  were  losing 

$714.  He  is  also  sanguine  on  real  estate  investment  trusts, 
despite  U.S.  real  estate  values  being  on  the  high  side.  In  this 
category  he  likes  BRE  Properties,  owner  of  apartment  build- 
ings in  large  West  Coast  cities.  Apartment  REITs  are  doing 
well  these  days,  as  buying  houses  loses  favor. 

On  the  equity  side  Cuggino  has  64  stocks,  tilted  to  favor 
growth  over  value.  His  largest  such  holding  is  in  Symantec,  a 
provider  of  security  technology  for  Internet  transactions. 
Cuggino  reasons  that  Symantec  will  reap  the  rewards  of  the 
growing  number  of  financial  transactions  over  the  Internet. 

Another  fund  on  our  list,  Berwyn  Income,  has  a  six-year  an- 
nual return  of  9.7%  and  an  R-squared  of  0.2.  The  majority  of  the 
portfolio  falls  into  the  fixed-income  category,  including  invest- 
ments in  corporate  bonds,  preferred  stocks,  convertible  securi- 
ties and  Treasurys.  Berwyn  holds  27%  in  equities,  where  it  favors 
mid-  and  large-cap  value.  Comanager  Edward  Killen  looks  for 
rich  yields  (fund  average:  4.8%),  meaning  that  on  the  stock  side 
he  wants  high-dividend  payers,  especially  pharmaceuticals.  F 
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Make  it  Last 


Across  market  cycles.  Over  generations.  Beyond  expectations. 
The  Practice  of  Wealth  Management.® 


@  Mellon 

Wealth  Planning  •  Investment  Management  •  Private  Banking  •  Family  Office  Sen  ices  •  Business  Banking  •  Charitable  Gift  Services 
Please  contact  1  homas  Hurlbrink,  National  Director,  at  888-553-6726.  mellonprivatewealth.com 


faxes 


Give  Now 

The  estate  tax  is  here  to  stay.  But  you  might 
not  have  to  worry  about  it,  if  you  dish  out 
assets  ahead  of  time.  By  Ashlea  Ebeling 


WITH  DEMOCRATS  SET 
to  take  control  of  Con- 
gress in  January,  the 
estate  tax  isn't  going 
away.  That  reality — and 
the  approach  of  Dec.  31 — makes  now  a 
good  time  to  consider  reducing  your 
estate  by  passing  some  wealth  on  to  your 
kids  or  grandkids  while  you're  alive. 

There's  a  simple  way  to  do  this:  the  an- 
nual gift  exclusion.  Any  individual  can  give 
$12,000  (in  cash,  stock,  property,  whatever) 
a  year  to  any  other  person,  free  of  gift  tax. 
That  means  a  husband  and  wife  could  give 
their  two  grown  children,  and  their  kids' 


spouses,  $96,000  a  year.  Cut  in  four  grand- 
children and  $192,000  in  wealth  can  be 
passed  between  the  generations  each  year. 
Since  gifts  are  counted  by  calendar  year,  if 
you  start  now  you  can  make  one  set  of  an- 
nual gifts  by  Dec.  31  and  another  on  Jan.  1, 
2007.  (Note  that  noncash  gifts — say  a  fam- 
ily trip  to  the  Bahamas  you  paid  for — count 
against  the  $12,000  limit.) 

Do  you  want  to  transfer  wealth  even 
faster?  In  addition  to  the  $12,000  freebie, 
which  can  be  repeated  every  year  and  for 
as  many  recipients  as  you  want,  you  get  a 
single  lifetime  gift  tax  exclusion  of  $1  mil- 
lion. (You  can  also  make  unlimited  tax- 
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free  gifts  to  a  spouse,  provided  he  or  she  is 
a  U.S.  citizen.)  The  $1  million  exclusion 
covers  all  recipients;  if  you  give  $500,000 
to  each  of  two  kids  you  will  have  used  it 
up.  Every  dollar  of  it  you  use  reduces  the 
amount — now  $2  million — you  can  pass 
to  heirs  free  of  federal  estate  tax.  Don't  let 
that  stop  you  from  giving  now. 

Lifetime  gifts  above  $1  million? 
They're  taxed  at  rates  of  up  to  46%  and  up 
to  a  confiscatory  1 13%  if  the  wealth  skips 
a  living  generation  and  is  passed  to  grand- 
kids.  That  means  to  get  $1  million  of 
assets  to  your  grandkids,  you  would  have 
to  pay  $1.13  million  to  Uncle  Sam. 

Which  is  cheaper  for  megamillion- 
dollar  transfers,  gift  tax  or  estate  tax?  That 
depends  on  your  assumptions  about  when 
you  die  and  what  tax  law  is  in  effect. 
Assuming  that  you're  in  the  top  bracket 
for  these  transfer  taxes  no  matter  what 
and  that  the  law  doesn't  change,  the  gift 
tax  is  the  cheaper  of  the  two.  Suppose,  for 
example,  that  your  gift/estate  rate  is  46% 
and  that  you  have  $1.46  million  to  give  to 
your  daughter,  Caitlin.  If  you  make  a  gift 
today,  you  write  a  check  for  $1  million  to 


Asia's  No.1  Gateway 


Incheon  Landing  Operation ! 

Multinational  Companies  Around  The  World  Turning  Toward  Incheon 

Multinational  allies  reversed  the  course  of  the  Korean  War 
through  the  Incheon  Landing  Operation  of  September,  1950. 

While  the  economic  war  is  intensifying  in  the  21  st  century, 
the  world  economy  is  being  reorganized  in  Northeast  Asia. 

Incheon  has  traditionally  played  a  strategic  role  in  the  past, 
but  now  is  becoming  the  economic  hub  of  Northeast  Asia 
for  the  future. 


The  heart  of  the  World  economy! 
The  hub  of  Northeast  Asia! 
INCHEON- 

IFEZ  is  located  in  the  center  of  the  world. 


Mill 


faxes 
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Caitlin  and  $460,000  to  the  Internal  Rev- 
enue Service.  But  if  you  leave  the  money 
in  your  estate  the  IRS  gets  $671,600  (46% 
of  $1.46  million)  and  Caitlin  only 
$788,400.  Note:  If  you  die  within  three 
years  of  making  a  taxable  gift,  the  original 
value  of  the  gift  and  the  gift  tax  get  added 
back  to  your  estate  and  the  gift  tax  paid  is 
credited  toward  your  estate's  tax  bill. 

Given  the  math,  why  don't  rich  people 
give  rather  than  bequeath  millions  to  their 
kids?  Partly  because  the  tax  law  might 
change.  "You  don't  want  to  write  a  check 
to  the  IRS,  especially  in  this  time  of  uncer- 
tainty," says  Jonathan  Forster,  a  tax  lawyer 
at  Greenberg  Traurig  in  McLean,  Va. 

The  $12,000  annual  gifts  are  easier  to  jus- 
tify on  a  tax  basis,  but  there  remains  the  issue 
of  whether  you  feel  secure  parting  with  as- 
sets and  whether  you  believe  your  heirs  are 
ready  to  handle  the  money.  Bryn  Mawr,  Pa. 
estate  planning  lawyer  Stephan  Leimberg 
says:  "If  you're  not  going  to  lose  any  sleep, 
why  wait?  They'll  appreciate  it,  and  you  get 
the  pleasure  of  seeing  them  enjoy  it." 

Others  base  their  advice  on  what  they 
guess  the  politicians  will  do.  Under  the 
current  wacky  law,  in  2009  the  estate  tax 
exemption  rises  to  $3.5  million;  in  2010 
the  estate  tax  disappears;  and  in  2011  the 
tax  springs  back  to  life,  with  an  exemption 
of  only  $1  million.  Presumably,  sometime 
before  2010  the  pols  will  reach  a  deal  that 
keeps  the  estate  tax  but  with  an  exemption 
better  than  $1  million.  CPA  Douglas  Stives 
of  Red  Bank,  N.J.  guesses  $3  million.  "It 
would  be  foolish  not  to  do  gifting  if  you 
have  an  estate  of  $3  million  as  a  single,  or 
$6  million  as  a  couple,"  he  concludes. 
(Couples  can  usually  arrange  to  leave  the 
kids,  free  of  federal  tax,  an  amount  equal 
to  double  the  estate  tax  exemption.) 

For  flexibility,  make  sure  your  durable 
power  of  attorney — that  is,  the  power  that 
kicks  in  if  you're  not  physically  or  mentally 
able  to  make  decisions— allows  the  person 
holding  the  power  to  make  gifts  on  your 
behalf.  This  can  be  particularly  important 
if  you  live  in  one  of  the  26  states  that 
imposes  its  own  estate  tax.  New  Jersey,  for 
example,  taxes  estates  larger  than 
$675,000.  Yet  only  Connecticut,  Louisiana, 
North  Carolina  and  Tennessee  impose  gift 
taxes.  That  can  make  deathbed  gifts  a  use- 


ful tactic  for  saving  on  state  death  taxes. 

If  you  have  two  children  and  want 
each  to  share  equally  in  your  wealth,  you 
could  simply  make  equal  gifts  to  each 
child  and  his  family  each  year.  But  what  if 
one  needs  a  lump  of  cash  now  and  the 
other  doesn't?  If  you  want  to  keep  things 
equal  and  count  any  prior  gifts  against 
each  child's  share,  spell  that  out  in  your 
will  and  attach  a  current  list  of  all  the  gifts 
you've  made.  If  you  don't  want  prior  gifts 
to  count,  put  that  in  your  will.  Either  way, 
let  both  kids  know  your  intentions,  says 
Mary  Lee  Turk,  a  trusts  lawyer  in  Chicago. 

A  common  reason  many  folks  with 
smaller  estates  start  making  gifts  is  to  help 
pay  for  their  grandkids'  education.  Conve- 
niently, the  law  allows  you  to  put  five  years 
of  annual  $12,000  gifts  at  once— meaning 
$60,000  from  one  donor  or  $120,000  from 


ANY  INDIVIDUAL  CAN  GIVE  $12,000 
A  YEAR  TO  ANY  OTHER  PERSON 
FREE  OF  GIFT  TAX.  YOU  CAN  MAKE 
ONE  SET  OF  GIFTS  IN  DECEMBER 
AND  ANOTHER  IN  JANUARY. 


a  couple — into  a  Section  529  state  college 
savings  account  for  each  grandchild  or  child 
Then  all  withdrawals  are  federally  tax  free 
as  long  as  the  money  is  used  for  college  or 
graduate  school  expenses,  including  tuition, 
fees  and  room  and  board.  In  most  cases 
withdrawals  will  be  free  from  state  tax,  too. 
Contributing  to  a  529  might  even  get  you 
a  state  income  tax  break.  (Comparisons  of 
the  plans  and  links  to  state  offerings  and 
rules  are  at  www.savingforcollege.com.) 

If  your  grandchild  is  young,  you  may 
want  to  put  $2,000  of  your  annual  gift  into 
a  Coverdell  Education  Savings  Account. 
These  accounts,  which  also  grow  tax  free, 
can  be  used  to  cover  not  only  college  but 
also  precollege  expenses  such  as  private 
school,  tutoring  or  the  purchase  of  a  com- 
puter. Watch  out  for  some  restrictions  on 
Coverdells:  Only  $2,000  per  child  can  go 
into  an  account  per  year,  making  coordi- 
nation with  other  potential  donors  essen- 
tial. High-income  folks  can't  contribute 
directly— eligibility  begins  to  phase  out 
when  adjusted  gross  income  hits  $190,000 


for  a  couple  or  $95,000  for  a  single. 

Finally,  you  can  pay  unlimited  current 
education  and  medical  expenses  for  any- 
one else  without  it  even  eating  into  your 
annual  $12,000  gift  limit — so  long  as  the 
check  is  made  out  to  the  prep  school,  col- 
lege or  orthodontist. 

What  about  giving  money  to  minors 
for  purposes  other  than  education?  The 
simplest  way  to  do  this  is  by  setting  up  a 
Uniform  Transfers  to  Minors  Act  account 
at  a  brokerage,  mutual  fund  company  or 
bank.  Unfortunately,  when  a  child  turns 
18  or  21  (depending  on  the  state),  he 
gains  unfettered  access  to  the  money.  If 
you  plan  to  give  grandchildren  substantial 
amounts,  it  makes  sense  to  pay  a  lawyer  to 
draw  up  a  trust  with  restrictions  on  how 
and  when  that  money  can  be  used. 

Also,  take  care  that  any  gifts  you 
make  don't  jeopardize  a 
child's  eligibility  for  col- 
lege financial  aid.  Even 
a  couple  with  $150,000  a 
year  of  income  might 
qualify  for  aid  if  they're 
sending  two  kids  to  pricey 
private  colleges.  Odd  as  it 
sounds,  money  held  for  a 
child  in  a  529  college  account  affects  his  aid 
eligibility  far  less  than  money  in  his  name  in 
a  noncollege  account. 

If  your  college  student/grandchild 
doesn't  qualify  for  aid,  however,  you  may 
be  able  to  save  income  taxes  by  giving  him 
gifts,  rather  than  paying  his  tuition 
directly  or  through  a  529.  Say  you  want  to 
contribute  $10,000  a  year  toward  his  cur- 
rent tuition  bill.  If  you  give  him  $10,000  in 
highly  appreciated  stock,  he  can  sell  it  and 
pay  taxes  on  the  gain  at  just  a  5%  federal 
rate — versus  the  1 5%  you'd  likely  have  to 
pay  if  you  sold  the  stock  first  and  then 
paid  the  bursar.  And,  under  current  law, 
in  2008,  2009  and  2010  he  will  be  able  to 
sell  at  a  0%  capital  gains  rate. 

Giving  appreciated  assets  isn't  so  use- 
ful a  strategy,  however,  if  your  grandkids 
are  younger.  This  year  Congress  extended 
the  "kiddie  tax"  to  apply  to  children 
through  age  17,  up  from  13.  Under  this 
provision,  any  dividend,  interest  or  capital 
gains  income  over  $1,700  a  year  per  child 
is  taxed  at  the  parents'  rate.  F 
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TOSS  A  $20  BILL  INTO  THE 
church  collection  basket  this 
Sunday  and  you  can  still  claim 
a  charitable  deduction  for  it. 
But  come  January  2007  you'll 
have  to  write  out  a  check  or  get  a  receipt  if 
you  want  to  deduct  your  weekly  offering. 

That  beat-up  dining  room  table  you 
gave  to  the  thrift  shop?  If  you  made  the 


donation  on  Aug.  18  or  later  you  can't 
claim  a  deduction— unless  it  was  worth 
more  than  $500  and  you  get  a  professional 
appraisal  attesting  to  that  fact  before  filing 
your  2006  tax  return. 

This  summer  Congress  passed  the 
broadest  revisions  in  the  charitable  tax  laws 
since  1969.  "The  changes  will  have  a  very 
large  impact  on  a  low  number  of  taxpayers 


The  New  Rules 
Of  Giving 

Bill  Clinton  took  a  deduction  for  his  underwear, 
and  now  we're  all  paying  the  price.  Read  this 

story  before  you  make  any  more 
charitable  contributions.  By  Ashlea  Ebeling 


and  are  a  low-level  annoyance  for  every- 
body else,"  says  Laura  Peebles,  a  director  at 
Deloitte  Tax  in  Washington,  D.C.  To  add 
to  the  annoyance  and  confusion,  some  of 
the  new  rules  were  effective  last  January, 
some  Aug.  18  (the  day  after  the  changes 
were  signed  into  law)  and  some  won't  kick 
in  until  next  year.  These  changes  are  in 
addition  to  the  congressional  crackdown, 
effective  in  2005,  on  inflated 
deductions  for  car  donations.  And 
there  could  be  another  round  of 
legislation  next  year.  Here's  what 
you  need  to  know  now: 
HOUSEHOLD  GOODS.  Lower-value 
stuff  donated  after  Aug.  17  must 
generally  be  in  good  condition  or 
better  to  qualify  for  a  tax  break. 
(Take  pictures  to  prove  it  is.)  You 
can  claim  a  tax  break  for  an  item 
that  isn't  in  good  condition  if  it's 
worth  more  than  $500  and  if  you 
get  an  appraisal  of  its  value  before 
filing  your  tax  return.  (Under  the 
pre- Aug.  18  rules  you  needed  an 
appraisal  only  if  an  item  was  worth 
$5,000  or  more.)  Given  the  $50  to 
$250  an  hour  appraisers  charge, 
and  new,  tougher  penalties  for 
overvaluing  items,  you  might  be 
better  off  selling  used  furniture  at 
a  tag  sale  and  donating  the  result- 
ing cash  to  a  good  cause. 

But  note:  There  are  items 
worth  neither  selling  nor  deduct- 
ing that  might  be  useful  to  the 
right  charity.  The  Salvation  Army 
wants  used  clothing,  regardless  of 
condition.  If  clothes  aren't  nice 
enough  to  go  to  needy  families, 
the  Army  bales  and  sells  them  as 
rags  at  6  to  10  cents  a  pound. 

Congress  also  gave  the  IRS 
authority  to  deny  deductions  for 
items  of  "minimal  monetary 
value"— such  as  socks  and  under- 
wear— donated  after  Aug.  17,  even 
■  if  they're  in  good  condition.  (On 
his  1986  return,  Bill  Clinton 
deducted  $6  for  three  pairs  of 
underwear  and  $75  for  a  suit  with 
ripped  pants  given  to  the  Salva- 
tion Army.)  The  IRS  is  promising 
guidance  on  these  provisions  by 
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year-end.  It's  possible  that  even  new  items 
of  small  value  won't  qualify  for  a  deduc- 
tion, warns  Akin  Gump  partner  Donald 
Alexander,  a  former  IRS  commissioner 
who  represents  Goodwill  Industries.  So 
bypass  the  Boy  Scout  collections  of  toys 
and  canned  food.  Send  a  check  instead. 
CASH  CONTRIBUTIONS.  You'll  need  either 
a  bank  record  (meaning  a  copy  of  your 
canceled  check  or  a  credit  card  statement) 
or  a  receipt  from  the  charity  to  deduct  any 
cash  gifts  you  make,  no  matter  the  size, 
after  Dec.  31.  In  the  past  the  IRS  simply 
required  a  contemporaneous  log  of  indi- 
vidual donations  under  $250.  In  practice, 
if  you  were  a  regular  churchgoer,  you 
could  usually  get  away  with  estimating 
you  put  $10  in  the  collection  plate  every 
Sunday — even  if  you  didn't  write  it  down 
each  and  every  week.  No  more. 

For  donations  of  $250  or  more  the 
rules  stay  the  same:  You  must  have  a 
receipt  from  the  charity  (a  canceled  check 
won't  do),  and  that  receipt  must  state 
whether  you  got  anything  of  value  in 
return  for  your  donation.  (If  you  gave 
$500  and  got  a  $60  set  of  music  CDs,  you 
can  deduct  only  $440.)  What  if  you  write  a 
check  for  a  $300  donation  and  the  charity 
never  sends  you  a  receipt  or  you  lose  it? 
Gan  you  claim  a  deduction  of  $249,  using 
your  canceled  check  as  proof?  Sorry.  "You 
need  a  receipt,"  says  Conrad  Teitell,  a 
charity  lawyer  in  Stamford,  Conn. 

Nit-picking?  The  IRS  and  the  courts 
have  traditionally  taken  substantiation 
requirements  mandated  by  Congress 
seriously,  and  there's  no  reason  to  expect 
the  new  rules  will  be  treated  any  differ- 
ently. The  founder  of  the  Jackson  Hewitt 
tax  prep  chain  wasn't  allowed  to  claim  a 
$121,000  market  value  deduction  for 
donating  closely  held  Jackson  Hewitt 
stock  because  he  didn't  get  the  required 
appraisal  and  instead  used  the  value 
at  which  the  stock  had  been  privately 
trading. 

APPRECIATED  PERSONAL  PROPERTY. 

Under  current  law,  when  you  donate  tan- 
gible personal  property,  such  as  art  or  fur- 
niture, you  can  deduct  only  the  lesser  of 
what  you  paid  for  it  or  what  it's  currently 
worth — unless  the  charity  keeps  and  uses 
the  item  for  an  activity  related  to  its  chari- 


table work.  Say  you  bought  a  violin  for 
$10,000  and  it's  now  worth  $30,000.  If  you 
give  it  to  a  not-for-profit  music  school  and 
the  school  uses  it  to  teach  students,  you 
get  to  deduct  $30,000.  (Provided  you  have 
it  appraised.)  But  if  the  school  sells  the 
violin  for  $30,000,  you  deduct  only  your 
$10,000  cost. 

What's  new:  Charities  must  track  for 
three  years  any  item  worth  more  than  $5,000 
that  is  donated  after  Sept.  1, 2006  and  must 
notify  both  the  IRS  and  the  donor  if  it's  sold 
and  for  how  much.  If  the  music  school  sells 
the  violin  in  the  same  calendar  year  as  your 
donation,  you  (usually)  can  deduct  only  your 
cost.  If  the  music  school  sells  the  violin 
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2006  returns,  penalties  climb  for  charita- 
ble-deduction puffery.  If  your  claimed 
value  turns  out  to  be  50%  or  more  above 
what  the  IRS  decides  it  should  have  been, 
you  can  be  hit  with  a  penalty  equal  to  20% 
of  your  underpaid  tax.  If  you  claim  a  value 
that's  double  or  more  the  IRS  number, 
you're  subject  to  a  40%  penalty.  Before,  it 
took  a  double  overstatement  to  warrant 
even  a  20%  penalty. 

Under  the  August  law,  any  appraiser 
you  rely  on  to  claim  a  deduction  must  be 
"qualified"  under  new  IRS  standards,  and 
you  must  attach  a  statement  of  his  or  her 
qualifications  to  your  appraisal.  According 
to  preliminary  guidance  from  the  IRS,  for 


GOT  PROOF?  IF  YOU  DONATE  CASH  ON  JAN.  1 
OR  LATER,  MAKE  SURE  TO  GET  A  RECEIPT. 


within  three  years  of  your  gift  (but  not  dur- 
ing the  same  calendar  year),  you  (usually) 
must  include  the  amount  your  initial  deduc- 
tion exceeded  your  cost  as  income,  in  the 
year  of  the  sale.  We  say  usually  because  the 
charities  lobbied  for  and  won  an  important 
out:  If  the  charity  certifies  to  the  IRS  that  it 
really  planned  to  use  the  violin  when  it  ac- 
cepted it  and  then  for  some  unforeseen  rea- 
son sold  it  instead,  you're  still  entitled  to  the 
larger,  market  value  deduction. 

So  if  you're  donating  art  or  other 
appreciated  personal  property,  ask  for  a 
letter  from  the  charity  indicating  it 
intends  to  use  the  item.  Why  not  just 
restrict  what  the  charity  does  with  your 
gift  for  the  next  three  years?  That  restric- 
tion, in  itself,  could  reduce  the  value  of 
your  deduction,  says  Richard  L.  Fox,  a 
Philadelphia  tax  lawyer.  (In  other  words, 
a  violin  with  a  market  value  of  $30,000 
isn't  worth  $30,000  if  you  tell  the  music 
school  it  can't  be  sold.  But  you  can  claim 
the  $30,000  market  value  deduction 
only  if  the  music  school  plans  to  use  it. 
Got  that?) 

What  if  you  paid  $10,000  for  the 
instrument,  claimed  only  the  $10,000  as  a 
deduction,  then  were  informed  that  the 
charity  sold  it  for  $2,000?  You'll  likely  have 
to  argue  with  the  IRS. 
INFLATED  DEDUCTIONS.  Beginning  with 


tax  returns  filed  after  next  Feb.  16  an 
appraiser  of  personal  property  needs  both 
some  sort  of  related  formal  education  and 
at  least  two  years  of  related  experience. 
DONOR-ADVISED  FUNDS  AND  MORE. 
Congress  took  a  first  swing  at  donor- 
advised  funds — those  intermediary  char- 
ities that  allow  you  to  claim  a  donation 
now,  then  dribble  out  your  money  to 
your  favorites  causes  over  time.  The  new 
law  bars  these  funds  from  giving  any 
money  directly  to  individuals;  some 
fringe  operators  (but  not  the  big  funds 
affiliated  with  Vanguard  and  Fidelity) 
had  let  donors  use  the  money  to  pay  fam- 
ily members'  salaries  or  expenses  for 
their  charity  work.  Congress  held  off  on 
some  other  changes  it  considered  for  the 
funds  and  ordered  Treasury  to  study 
them  instead.  "This  was  just  the  first 
salvo,"  says  Teitell. 

Penalties  for  self-dealing  by  private 
foundations  were  doubled.  A  popular 
strategy,  where  a  collector  donates  shares 
of  a  valuable  artwork  to  a  museum  over 
time,  was  curtailed.  And  hunters  took  a 
hit.  Now  the  donation  of  a  stuffed  tro- 
phy gets  a  deduction  equal  to  the  lesser 
of  the  object's  fair  market  value  or  the 
cost  of  mounting  it.  Previously,  some 
hunters  had  been  writing  off  the  whole 
safari.  F 
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■HERRY  L  WOODARD  HAD  JUST  GRADUATED  FROM  MOREHOUSE  COLLEGE.  A  CLASSMATE 
I  named  Shelton  Lee  asked  him  to  pony  up  a  few  thousand  bucks  for  Lees  film  project.  Short 
|  on  cash,  Woodard  turned  Lee  down.  What  a  mistake.  You  know  the  young  filmmaker  as 
K  Spike  Lee.  He  scraped  up  enough  money  to  make  the  1986  hit  She's  Gotta  Have  It.  A  triumph 
■     for  a  film  not  made  by  a  big  studio  and  costing  only  $175,000,  the  flick  grossed  $7.1  mil- 
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Presented  in  association  with  Amdocs,  The  Forbes 
Customer  Experience  Innovation  Forum  will  gather 
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communications  and  media  industries  to  explore  how 
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consistently  simple,  uniquely  personal,  and  immediately 
valuable  at  every  point  of  service. 
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Flings 


After  getting  rich  in  real 
estate.  Bob  Yari  now 
finances  independent  films. 

lion  at  the  domestic  box 
office,  and  its  investors  con- 
tinue to  receive  profit 
checks.  A  20th-anniversary 
DVD  of  the  sex  comedy  has 
been  planned,  but  no 
release  date  is  set.  Along  the 
way  Lee  has  produced  22 
other  films  that  did  a  com- 
bined $433  million  at  U.S. 
box  offices. 

That's  why  Woodard, 
now  a  New  York  City  bank 
executive,  is  playing  angel  to 
another  fledgling  filmmaker, 
29-year-old  Pete  Chatmon. 
"I  missed  my  chance  with 
Spike  and  now  I'm  in  a  posi- 
tion to  help  Pete's  career," 
says  Woodard,  who  paid 
$5,000  for  a  stake  in  Chatmon's  $520,000 
romantic  comedy,  Premium.  "From  a 
return  per  spective,  I'll  be  happy  if  I  get  my 
$5,000  back." 

The  idea  of  owning  part  of  a  motion 
picture  has  fascinated  outside  investors 
since  as  early  as  1915,  when  director  D.W. 
Griffith  convinced  business  leaders  to 
finance  his  $100,000  ($2  million  in  cur- 
rent dollars)  silent  epic,  The  Birth  of  a 
Nation.  An  explicitly  racist  movie,  it 
became  the  industry's  first  blockbuster, 
earning  over  $60  million  (adjusted  to  cur- 
rent dollars)  during  the  next  25  years. 

Today's  film  investors,  certainly  a  well- 
heeled  bunch,  could  easily  find  much 
smarter  things  to  do  with  their  capital.  But 
Tinseltown's  allure  is  intoxicating.  "People 
love  the  idea  of  rubbing  up  against  the 
film  business,"  says  John  Pierson,  one  of 
the  fortunate  investors  in  She's  Gotta  Have 
It  and  a  University  of  Texas  film  instruc- 
tor. "And  if  the  film  clicks,  you  get  some- 
thing in  return." 

The  odds,  of  course,  are  steep.  Multi 
million-dollar  movies,  with  all  the  power 
of  a  Paramount  or  a  Disney  behind  them, 
blossom  at  the  box  office  on  Friday  and 
wither  by  Sunday  night.  Indie  films  usu- 
ally go  before  the  public  without  the  stu- 
dios' muscle.  For  every  She's  Gotta  Have  It 


or  Blair  Witch  Project — the  spooky  1999 
phenomenon  that  cost  $35,000  and 
grossed  $240  million  worldwide — thou- 
sands of  other  nonstudio  films  never 
recoup  their  initial  investment.  Many 
never  even  make  it  into  distribution. 

The  Sundance  Film  Festival,  one  of 
the  primary  markets  for  selling  to  distrib- 
utors, this  year  received  3,148  feature-film 
submissions.  Of  those,  120  were  accepted 


for  screening  at  the  festival,  which  was 
founded  23  years  ago  by  a  group  includ- 
ing screen  idol  Robert  Redford  and  is 
held  each  year  in  Park  City,  Utah.  In  the 
end  only  a  handful  of  films  left  Sundance 
with  a  distribution  deal  this  year.  Among 
the  ones  that  get  shown  in  a  theater,  prob- 
ably fewer  than  half  will  make  back  their 
production  costs. 

While  all  filmmakers  naturally  would 

love  to  strike  cinematic 
Former  money  ld  the      fit  motiye 

manager  James      °  r 
Stern  built  a  's  not  necessarily  their 

profitable  film  first  priority.  Maybe  the 
main  point  is  to  make 
an  artistic  or  political 
statement.  Maybe  they  want  to  showcase 
their  ability  to  complete  a  film,  thereby 
earning  a  credential  for  larger  things  later. 
"Even  if  unprofitable,"  says  Roy  A.  Salter, 
a  film  finance  adviser,  "to  the  filmmaker, 
it's  still  not  a  failure." 

Certainly,  films  that  lack  theatrical 
distribution  can  always  try  the  straight-to- 
videc  market,  or,  all  else  failing,  get  onto 
YouTube  or  the  like  and  hope  to  drum  up  a 
following.  Yet  these  must  be  viewed 
as  fallback  positions.  "Despite  the  new 
models,  the  theatrical  distributor  is  still 
vital,"  says  Robert  E.  Berney,  whose  New- 
market Films  distributed  nonstudio  block- 


fund  over  the 
last  few  years 
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busters  such  as  The  Passion  of  the  Christ. 
Berney  now  runs  a  separate  distribution 
business  for  Time  Warner. 

If  you  invest  in  a  film  partnership, 
you'll  need  a  lot  of  faith.  Hollywood 
accounting,  whether  by  the  big  boys  or 
the  small  boys,  always  has  been  a 
miasma  of  funky  amortization  schedules 
and  expense  shifting  from  one  project 
to  another.  "Hollywood  has  a  history  of 
fleecing,"  says  Bob  Yari,  who  made  a  for- 
tune in  real  estate  before  becoming  a  fi- 
nancier and  producer  of  independent 
films,  including  Crash,  the  2006  Acad- 
emy Award  winner  for  Best  Picture. 

As  a  limited  partner,  of  course,  you 
have  no  say  in  how  the  film  is  made.  Typ- 
ically a  film's  profit  (if  any)  is  not  distrib- 
uted until  at  least  the  third  year.  That 
means  it  receives  favorable  capital  gains 
tax  treatment  (15%). 

How  do  you  find  out  about  film  invest- 
ments? The  usual  method  is  word  of  mouth. 
Nascent  movie  people  typically  pass  the  hat 


to  friends  and  relatives  first.  No  central  clear- 
inghouse for  film  investing  exists.  You  can 
always  contact  university  film  schools, 
which  keep  tabs  on  hungry  students.  Some- 
one who  went  to  one  of  these  places  has,  one 
hopes,  a  modicum  of  training.  An  alterna- 
tive: visiting  some  of  the  film  festivals  that 
have  sprouted  across  the  land,  at  least  150 


of  them.  Tap  the  words  "film  festival"  into 
a  search  engine  like  Google,  and  they  will 
pop  up. 

Ambitious  auteurs  prowl  these 
forums  in  search  of  financing.  They 
should  come  equipped  with  a  business 
plan,  a  partnership  agreement,  refer- 
ences— and  most  important,  samples  of 


their  work,  often  short  student  films.  You 
will  want  to  interview  the  various  people 
involved  in  the  project  to  get  a  feel  for  it. 
One  solace:  With  digital  technology  the 
cost  of  shooting  and  editing  a  film  has 
gone  way  down. 

To  be  sure,  not  all  films  made  outside  the 
mainstream  studios  are  by  beginners.  A 
whole  stable  of  seasoned  pro- 
ducers and  directors  like  Ang 
Lee,  Terry  George  and  William 
H.  Macy  make  independent 
works  with  sizable  budgets. 
Several  recent  hits — from  this 
year's  Best  Picture  runner-up, 
Brokeback  Mountain,  to  the 
critically  acclaimed  2004  docudrama  Hotel 
Rwanda — were  indie  projects  financed  by 
large  investment  pools.  Since  pros  are  run- 
ning these  outfits,  they  stand  a  better  chance 
of  preselling  rights  and  locking  up  distribu- 
tion deals  ahead  of  time,  usually  in  partner- 
ship with  a  large  studio. 

The  intricacies  of  the  film  industry 
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are  daunting.  And  the  bigger  the  project, 
the  more  daunting  they  get:  who  gets 
paid  (actors,  directors,  etc.),  when  and 
how,  union  rules,  copyrights,  foreign 
rights,  merchandise  (T  shirts,  action  fig- 
ures) and  on  and  on.  To  John  Sloss,  who 
runs  Cinetic  Media,  a  consulting  firm 
that  specializes  in  locating  financing  for 
independent  filmmakers,  the  investment 
pools  are  the  best  way  for  individuals 
to  survive  Hollywood's  many  pitfalls: 
"People  gain  the  scale  to  invest  in  these 
projects." 

Like  any  good  investment  fund,  the 
pools  seek  diversification,  here  meaning 
that  they  back  a  slate  of  disparate  movies 
to  enhance  their  chances  for  success. 
"I'm  not  a  big  proponent  of  investing  on 
a  one-off  basis,"  says  James  Stern,  a  for- 
mer money  manager  who  three  years 
ago  launched  Endgame  Entertainment 
to  finance  movies.  "You  need  to  invest 
in  a  portfolio  of  films  and  invest  with  a 
company  that  has  a  strategy  for  how 
they're  going  to  be  profitable." 

Stern's  many  film  credits  include 


THE  FILM  INDUSTRY'S 
INTRICACIES  ARE 
DAUNTING.  THE 
BIGGER  THE  PROJECT  IS, 
THE  MORE  DAUNTING 
THEY  GET.  UNION 
RULES?  COPYRIGHTS? 
FOREIGN  RIGHTS? 


Harold  and  Kumar  Go  to  White  Castle, 
as  well  as  Hotel  Rwanda.  Thanks  to  those 
hits,  he  says,  his  Endgame  Fund  has 
increased  in  value  by  50%  over  the  past 
three  years.  Stern  recently  rolled  the 
fund's  assets  into  an  operating  company 
that  will  be  four  times  the  size  of  the 
original  fund.  He  put  in  only  a  small 
amount  of  Endgame's  initial  capital  him- 
self. Stern  says  his  analysis  is  designed 
to  make  sure  that  a  percentage  of  his 
films  are  making  money  on  a  consistent 
basis.  "No  one  is  okay  with  losing 
money,"  he  says. 

The  minimum  investment  for  new 


Endgame  partners  was  $1  million.  But 
some  investors  were  able  to  combine 
their  money  to  reach  the  minimum. 
(The  fund  now  is  closed  to  new  money.) 

The  film  studios  have  always  used 
some  off-balance-sheet  financing,  yet 
over  the  last  several  years  the  practice 
has  increased.  The  big  studios,  such  as 
Warner,  Sony,  Disney,  Universal  and 
Paramount,  have  become  more  content 
to  earn  only  distribution  fees  from 
smaller  films,  leaving  those  productions 
to  independent  filmmakers.  Thus,  these 
studios  increasingly  reserve  their  pro- 
duction dollars  for  huge  franchises  like 
Warner's  Harry  Potter  films  or  Sony's 
Spider-Man  series.  They  sometimes 
partner  with  outside  companies  to  share 
the  financing  of  productions  on  smaller 
projects. 

New  investment  pools  are  available. 
Disney  lately  formed  an  alliance  with  King- 
dom Films,  which  was  set  up  by  Credit 
Suisse  First  Boston  and  partially  backed  by 
hedge  funds;  Kingdom  is  raising  $505  mil- 
lion. Relativity  Media  agreed  earlier  this 

year  to  invest  $400  mil- 
A  distributor  of  lion  in  j  j  Son  Pictures 
independent         „.  ,  ' 

films  Robert         rums,  and  another  $200 

Berney  says  that    million  in  9  films  from 

a  theatrical  run      Universal.  In  each  case 
remains  vital  for      .  , 
success  tne  studios  and  outside 

financiers  will  share  in 

the  cost  and  profits.  You  can  get  in  on 

these,  too,  by  linking  up  with  others  to 

buy  partial  shares. 

The  expansion  of  such  large  institu- 
tional investments,  along  with  the  increas- 
ing transparency  of  Hollywood's  notorious 
accounting  methods,  is  turning  the  tradi- 
tionally untamed  world  of  film  investment 
into  more  of  a  viable,  albeit  still  risky, 
alternative-asset  class.  "There  is  a  way  to 
make  money,  but  you  have  to  take  your 
gloves  off  and  try  to  understand  a  very 
complicated  business,"  says  Yari,  whose 
Yari  Film  Group  has  financed  29  movies 
in  addition  to  Crash,  including  Hostage 
and  The  Matador. 

Some  film  investment  pools  have  had 
rocky  roads.  Silver  Screen  Partners, 
which  raised  $1  billion  for  70  Disney 
films  during  the  late  1980s,  including 
Down  and  Out  in  Beverly  Hills  and  Ruth- 
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John  Sloss  helps  filmmakers  find 
funding  for  their  projects. 

less  People,  was  created  to  pro- 
vide a  vehicle  for  small  invest- 
ments, at  $500  per  partnership 
unit.  Silver  Screen  scored  some 
hits  but  had  a  spotty  record 
and  a  rep  for  high  fees  that  left 
a  bad  taste  with  a  number  of 
investors. 

Hey,  let's  face  facts.  The 
main  motivation  of  amateur 
film  financiers  is  to  have  fun. 
It's  akin  to  visiting  a  casino  or 
a  racetrack:  Although  you  are  unlikely 
to  score,  you'll  have  a  hell  of  a  time  los- 
ing your  money.  If  this  is  your  outlook, 
then  rolling  the  dice  on  a  single  film 
makes  more  sense.  You  will  be  a  big  shot 
in  the  production,  not  another  face  in 
the  crowd,  as  you'd  be  with  an  invest- 
ment pool. 

That's  the  spirit  of  the  35  people  who 
each  invested  at  least  $5,000  in  Pete 


Chatmon's  Premium.  Last  spring  they 
attended  a  screening  at  the  Miami  Inter- 
national Film  Festival,  where  they  were 
treated  like  VIPs.  When  the  credits  rolled, 
they  could  read  their  names. 

After  the  screening  they  dined  and 
partied  with  the  film's  cast,  which  includes 
the  stunning  Zoe  Saldana,  heartthrob  Hill 
Harper  and  rising  star  Dorian  Missick. 
"Everyone  was  impressed  with  the  tinsel 


and  the  stars,  but  they  were 
more  impressed  by  the 
stealth  players  and  moguls  in 
the  room,"  says  Craig  A. 
Woolridge,  a  New  York  City 
corporate  bond  salesman 
who  helped  Chatmon  raise 
financing  for  the  film  and 
attended  the  festival. 

The  evening  was  a  mem- 
orable success,  save  for  one 
vital  detail:  Chatmon  left  the 
festival  without  a  distribution 
deal.  But  shortly  thereafter  he 
agreed  to  link  up  with  Codeblack  Enter- 
tainment, which  is  planning  a  limited 
theatrical  showing  of  Premium  in  2007, 
followed  by  a  DVD  release. 

Chatmon,  who  has  started  prepro- 
duction  on  a  second  film,  believes  that 
he  will  recoup  the  money  that  investors 
have  bet  on  Premium.  And  if  he  doesn't, 
he  knows  his  investors  had  a  great  time 
on  the  red  carpet.  F 
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Getting  Hip 


Just  in  time  for  baby  boomers  to  enter  their  creaky;  years,  a 
revolution  in  hip  replacements  is  going  on,  with  new 
materials  and  a  less  invasive  surgery  technique  called 
"resurfacing."  This  preserves  more  of  a  patients  natural 
bone— and  gives  sporty  types  their  best  shot  at  returning 
to  peak  athletic  form. 

In  September  cyclist  Floyd  Landis,  31,  got  this  new  hip 
replacement.  It's  uncertain  if  Landis  will  make  a  racing 
comeback  like  cancer  patient  Lance  Armstrong.  Also  uncer- 
tain is  whether  the  2006  Tour  de  France  winner  can  clear  his 
name  after  officials  accused  him  of  allegedly  using  a  per- 
formance-enhancing drug — a  charge  he  denies. 

But  what's  far  more  certain  is  that  the  British  company 
pioneering  the  new  artificial  hips,  SMITH  &  NEPHEW  (47,  SNN), 
is  in  great  shape.  Smith's  "Birmingham  hips,"  named  after 
their  creators'  hometown,  have  sold  well  in  Europe  and,  with 
federal  approval  earlier  this  year,  stand  to  sell  well  in  the  U.S.  Bear 
Stearns  analyst  Milton  Hsu  notes  that  Birmingham  hips  go  for 
$1 1,500  here,  a  big  premium  to  ordinary  hip  replacements. 

By  sales,  Smith  is  half  the  size  of  U.S.  rival  Stryker,  whose  gear 
went  into  golfer  Jack  Nicklaus  in  1999.  But  the  new  hips  mean 
Smith's  growth  should  be  faster.  Smith,  which  has  American 


Depositary  Receipts,  is  in  talks  to  acquire  another 
stateside  competitor,  Biomet,  which  would  enhance  its  clout. 

For  2006's  first  three  quarters  Smith's  revenue  rose  7%  to 
$2  billion.  Factoring  out  a  one-time  gain  for  the  sale  of  a  joint 
venture,  the  company's  earnings  climbed  23%  to  $280  million. 
Shares  trade  at  22  times  trailing  earnings,  well  below  Stryker's  29 
multiple.  — Stephane  Fitch 


Humbled  Colossus 

It  emerged  from  the  smoking  ruins  of  World 
War  II  to  dominate  consumer  electronics. 


Today  SONY  (40,  SNE)  has 

shorted  out.  Things  are  so 
bad  that  last  year  the 
Japanese  firm  took  the 
desperate  step  of  import- 
ing a  foreigner  as  chief 
executive.  Sir  Howard 
Stringer,  a  Welsh-born 
American  citizen,  faces 
an  enormous  challenge 
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turning  Sony  around.  The  company's  insu- 
lar, compartmentalized  style  of  management 
has  let  it  fall  behind  in  too  many  vital  areas. 

The  inventor  of  the  Walkman,  for 
instance,  has  been  eclipsed  in  portable 
music  players  by  Apple  Computer's  iPod. 
The  high  point  of  Sony's  year  was  the  release 
of  The  Da  Vinci  Code,  from  the  company's 
film  division.  Despite  deservedly  lacklus- 
ter reviews,  this  blockbuster  ($755  million 


worldwide  to  date)  owes  its  success  to  the 
cultlike  popularity  of  the  book. 

Elsewhere  problems  keep  coming. 
Last  summer  the  company  suffered  an 
embarrassing  setback  as  overheated  com- 
puters erupted  in  flames,  with  the  blame 
placed  squarely  on  Sony  batteries.  Result- 
ing recalls  of  Apple  and  Dell  batteries 
amounted  to  a  $250  million  charge.  For 
Lenovo  computers,  Sony  is  slapped  with 
another  one,  worth  $200  million.  Sony, 
for  all  three  companies,  is  replacing  up  to 
9.6  million  battery  packs.  Given  Sony's 
reputation  for  manufacturing  excellence, 
this  news  is  dismaying. 

That  is  only  the  beginning.  Merrill 
Lynch  analyst  Hitoshi  Kuriyama  says 
there  is  also  a  greater-than-expected  dete- 
rioration in  Sony's  other  business  lines. 

Another  saga  of  screwups  revolves 
around  the  delayed  PlayStation  3,  finally 
launched  in  mid-November  but  probably 
too  late  to  make  a  mark  on  the  holiday 
season.  Consumers  may  also  be  turned 


off  by  the  higher  retail  price  of  $599  com- 
pared with  Microsoft's  Xbox  360  and 
Nintendo's  Wii,  each  costing  $200  less. 
And  Sony  has  announced  that  the  new 
console  can't  play  previous  versions  of 
many  of  its  games.  To  stay  competitive 
Sony  has  cut  prices  on  its  PS2  hardware, 
further  straining  results. 

In  Sony's  fiscal  first  quarter  it  outper- 
formed the  year-before  period,  which 
wasn't  hard  since  that  one  was  unprof- 
itable. In  this  year's  second  quarter,  ended 
Sept.  30,  the  company's  battery-related 
earnings  hits  sent  net  income  tumbling  by 
94%  to  $14  million,  while  sales  advanced  a 
meager  4%.  Value  Line  says  PS3  may  not 
turn  a  profit  until  2008. 

Critics  are  concerned  that  Sony  has  no 
hot  products  in  the  pipeline  to  lift  the 
company  out  of  this  funk.  Sony  trades  at 
37  times  trailing  earnings  compared  with 
the  industry's  28.  Merrill's  Kuriyama 
maintains  a  sell  recommendation.  We  say 
short  the  stock.  — Tatiana  Serafin 
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WHEN 

TURKEYS  FLY 


I  N  MY  SEPT.  18  COLUMN  I  PREDICTED  THAT  THE  REPUBLI- 
I  cans  would  lose  3  seats  in  the  Senate  and  6  in  the  House, 
I  and  that  the  stock  market  would  move  up  in  anticipation  of 
I  this  outcome.  I  have  to  eat  some  crow  on  the  political 
I  soothsaying  (actual  losses:  6  and  29),  but  I'm  not  backing 
down  on  my  bullish  forecast.  The  S&P  500  has  climbed  6.2% 
since  that  column  came  out  and  is  on  its  way  to  a  double-digit 
gain  next  year.  Reason:  2007  is  the  third  year  of  the  presidential 
term,  and  third  years  tend  to  be  bullish. 

In  not  a  single  one  of  the  16  third  years  beginning  in  1943  did 
stocks  fall.  While  the  market  rose  only  5%  or  so  in  2  of  these 
years  (1947  and  1987),  all  other  third  years  saw  double-digit 
gains.  Interestingly,  foreign  markets  did  well  in  these  years,  too. 
Beginning  in  1943  third  years  of  U.S.  presidential  terms  all 
showed  gains  for  the  Morgan  Stanley  World  Index,  gains  that 
averaged  20.5%. 

Since  this  rally  is  getting  a  little  old  (it  started  in  March  2003), 
2007  may  be  the  year  that  scrapes  the  bottom  of  the  quality  bar- 
rel. Turkeys  will  fly.  This  will  be  a  change  from  recent  years,  when 
the  trend  favored  quality  value — prestigious  companies  trading 
at  affordable  multiples  (like  ExxonMobil  and  Altria). 

If  the  market  is  up  big,  as  I  expect,  market  leadership  will 
shift  away  from  these  recognizable  names.  Many  of  the  best- 
performing  stocks  will  be  those  that  folks  haven't  bid  up  yet 
because  they  can't  fathom  one  single  reason  to  do  so.  The  bottom 
of  the  barrel!  Boring  becomes  best.  Bad  becomes  beautiful. 

But  I'm  not  going  to  recommend  genuine  turkeys  on  some 
theory  that  you  can  make  money  from  a  greater  fool  in  the  late 
stages  of  a  bull  market.  No,  here  are  five  companies  that,  however 
boring,  are  anything  but  turkeys. 

Let's  start  with  the  auto  industry.  I  have  faith  in  Ford  and 
General  Motors.  All  my  adult  life  they  have  been  trying  hard  to 
go  bankrupt.  They  are  not  adept  at  this  task  so  it  takes  them  a 
long  time.  But  I  have  faith.  Eventually  they  will  succeed.  So  these 
are  not  the  stocks  to  buy.  But  their  contraction  is  good  news  for 


certain  other  companies.  One  beneficiary  is  Honda  Motor  Ltd., 
(36,  HMC),  which  has  been  growing  at  a  moderate  but  steady  pace. 
I  see  Hondas  earnings  improving  by  more  than  20%  a  year  for 
the  next  three  years.  While  not  of  Toyota's  quality,  Honda  is 
cheaper.  Honda  costs  70%  of  revenue  (to  Toyota's  120%)  and  12 
times  2007  earnings  (to  Toyota's  17  times). 

France  Telecom  (26,  fte)  sold  at  207  in  early  2000.  (We're 
again  talking  dollars  for  an  American  Depositary  Receipt.)  That 
was  crazy.  But  the  current  price  is  just  as  crazy  on  the  other  side. 
Crazy  happens  in  France.  The  firm  is  big  and  solid,  has  nice 
European  positions  outside  France,  and  is  cheaper  than  most 
peers  at  1 1  times  earnings  for  2007.  Also:  It's  going  for  one  times 
revenue  (compared  with  two  times  for  Telefonica)  and  will  likely 
pay  a  2007  dividend  equal  to  5%  of  today's  stock  price.  Ameri- 
cans ignore  this  stock.  They'll  stop  ignoring  it  next  year  if  the 
company  adds  an  English  option  to  its  Web  site. 

The  Swiss  firm  Ciba  Specialty  Chemicals  (31,  CSB)  develops 
chemicals  and  technologies  for  the  plastics,  coatings  and  water- 
and  paper-treatment  markets.  Despite  patents  and  other  intellec- 
tual property  it  has  been  a  dog 
for  years.  Now  debt  is  down.  Its 
shares  are  cheap  at  70%  of  annual 
revenue  and  ten  times  plausible 
2007  earnings.  The  company's 
$4  billion  market  value  makes  it 
easily  acquirable. 

Home  Depot  (38,  hd)  is  just 
over  half  of  its  1999  peak  price. 
Despite  expansion  and  strong 
earnings  the  stock  hasn't  gone 
anywhere  ever  since  everyone 
outside  the  upper  Amazon  Basin 
has  lived  in  dread  of  a  bursting 
of  the  housing  bubble.  The  firm 
is  well  managed  and  has  grown  slowly.  I  think  housing,  and  in  par- 
ticular this  firm,  will  fare  far  better  than  the  bubble-bursters  want 
to  believe.  The  baby  boomers  aren't  going  to  stop  upgrading  their 
homes.  Home  Depot  goes  for  90%  of  revenue  and  12  times  trailing 
earnings.  On  page  236  fellow  columnist  John  Rogers  makes  the 
case  that  this  company  is  cheap  enough  to  be  acquired. 

Goodrich  (46,  GR)  is  neither  good  nor  rich.  The  reason  to  buy 
it  is  that  it's  so  boring  you  can't  think  of  a  reason  why.  And  no 
one  else  can  think  of  one  either,  which  is  the  bullish  part. 
Goodrich  got  out  of  tires  and  into  aviation  in  1988,  just  in  time  to 
learn  it's  a  lousy  business  selling  to  the  very  few  planemakers  who 
sell  to  the  many  lousy  airlines  and  a  few  lousy  governments.  The 
stock  is  where  it  was  ten  years  ago.  Revenue  is  below  the  1998 
level,  so  in  inflation-adjusted  terms  it's  a  fair  amount  lower.  But  it 
has  a  decent  profit  margin  and  sells  at  one  times  revenue  and  12 
times  earnings.  It  has  no  defense  against  a  takeover  bid,  friendly 
or  hostile,  and  should  be  a  division  of  a  bigger  firm.  F 


The  best- 
performing 
stocks  will  be 
those  that  folks 
haven't  bid  up 
yet  because 
they  saw  no 
reason  to. 
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Kenneth  L.  Fisher  is  a  Woodside,  Calif. -based  money 
manager.  Visit  his  home  page  at  www.forbes.com/fisher. 
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Point  of  View 


OVERSTEERING 


CENTRAL  BANKERS  RARELY  ADMIT  MISTAKES  UNLESS 
they  are  discussing  events  long  lost  in  the  fog  of  his- 
tory. That's  what  makes  the  Nov.  2  remarks  by 
Richard  Fisher,  president  of  the  Federal  Reserve 
Bank  of  Dallas,  so  remarkable.  Fisher  candidly  told 
a  gathering  of  the  New  York  Association  for  Business  Econom- 
ics that  an  inflation  gauge  relied  on  by  the  Fed  (the  index  for 
core  personal  consumption  expenditures)  was  malfunctioning 
four  years  ago. 

Back  in  those  days  the  annual  increase  in  the  core  PCE  was 
drifting  below  1%,  signaling  an  approaching  deflation.  This 
moved  then  Fed  governor  Ben  S.  Bernanke  (now  chairman)  to 
deliver  a  dense  and  noteworthy  speech,  "Deflation:  Making  Sure 
'It'  Doesn't  Happen  Here,"  on  Nov.  21,  2002.  The  most  memo- 
rable line:  a  semiserious  reference  to  the  possibility  that  the  Fed, 
in  a  real  pinch,  could  increase  the  money  supply  by  dropping 
bills  from  helicopters. 

The  Fed  did  not,  in  any  event,  employ  aircraft  in  its  open- 
market  operations.  But  it  did  manage  to  work  the  Fed  funds 
rate  down  to  1%,  providing  considerable  fuel  to  the  inflation  in 
commodity  and  home  prices  over  the  past  four  years.  Fisher 
concluded  that  this  looseness  in  the  money  supply  was  a  mistake 
and  that  it  was  caused  by  faulty  statistics.  The  Fed's  favorite 
measure  was  underreporting  inflation. 

If  nothing  else,  Fishers  diagnosis  of  the  recent  past  is  yet 
another  good  reason  to  dust  off  the  works  of  economists  from 
the  Austrian  School,  particularly  Friedrich  Hayek's.  The  main 
lesson  from  the  Austrians  was  their  extreme  skepticism  about 
the  exclusive  reliance  on  one  magic  index— the  price  level — to 
guide  central  bank  policy.  Indeed,  Hayek  stressed  that  changes 
in  general  price  indexes  don't  contain  much  useful  information. 
He  demonstrated  that  it  was  the  divergent  movements  of  differ- 
ent market  prices  during  the  business  cycle  that  counted.  Even 
a  casual  review  of  prices  for  different  commodities,  goods  and 
services,  as  well  as  assets  and  the  value  of  the  dollar,  would  have 
enabled  the  Fed  to  avoid  its  mistake.  This,  of  course, 
doesn't  provide  much  comfort  for  those  who  are  now 
trying  to  unload  real  estate  after  being  enveloped  in 


Steve  H.  Hanke 


the  Fed's  liquidity-driven  housing  bubble. 

To  get  a  handle  on  where  we  are  and  where  the  Fed  may  be 
going,  let's  look  at  the  entire  Greenspan  era:  Were  there  other 
mistakes  or  perverse  policy  patterns  between  August  1987  and 
January  2006?  The  easiest  way  to  do  this  is  to  measure  the 
trend  rate  of  growth  in  nominal  final  sales  to  U.S.  purchasers 
and  then  examine  deviations  from  that  trend.  During 
Greenspan's  tenure  nominal  final  sales  grew  at  a  5.4%  annual 
rate.  This  reflects  a  combination  of  real  sales  growth  of  3%  and 
inflation  of  2.4%. 

The  first  deviation  from  the  trend  began  shortly  after  Alan 
Greenspan  became  chairman.  In  response  to  the  October  1987 
stock  market  crash,  the  Fed  turned  on  its  money  pump,  and 
over  the  next  year  final  sales  shot  up  by  7.5%,  well  above  the 
trend  line.  Having  gone  too  far,  the  Fed  then  lurched  back  in  the 
other  direction.  The  ensuing  Fed  tightening  produced  a  mild 

recession  in  1991. 

From  1992  through  1997 
growth  in  the  nominal  value 
of  final  sales  was  quite  stable. 
But  successive  collapses  in 
certain  Asian  currencies,  the 
Russian  ruble,  the  Long  Term 
Capital  hedge  fund  and  finally 
the  Brazilian  real  triggered 
another  excessive  Fed  liquid- 
ity injection  and  a  boom  in 
nominal  final  sales.  This  was 
followed  by  another  round  of 
Fed  tightening,  which  coin- 
cided with  the  bursting  of  the  equity  bubble  in  2000  and  then  a 
near  recession  in  2001. 

The  last  big  jump  in  nominal  final  sales  was  set  off  by  the 
Fed's  liquidity  injection  to  fend  off  the  false  deflation  scare  in 
2002.  And  as  night  follows  day  the  Fed  started  putting  on  the 
brakes  in  2004,  and  final  sales  are  rapidly  slowing,  with  growth 
over  the  past  year  at  5.6%. 

The  Fed's  zigzag  pattern  is  clear:  an  overreaction  to  a  so- 
called  crisis,  resulting  in  the  excessive  injection  of  liquidity  (a 
sales  boom),  followed  by  a  slow  draining  of  liquidity  and  a  mild 
recession  (sales  slump). 

The  problem  for  investors  this  time  around  is  that  the  econ- 
omy is  only  starting  to  search  for  a  bottom.  But  you  wouldn't 
know  it  by  looking  at  the  way  risks  are  priced.  Risk  is  cheap. 
Specifically,  the  cost  of  purchasing  credit  protection  against 
the  nonpayment  of  corporate  debt  (with  a  credit  default  swap) 
has  recently  reached  an  alltime  low.  The  best  way  for  investors 
to  protect  themselves  from  the  Fed's  oversteering  is  to  build  a 
core  position  in  Treasury  Inflation-Protected  Securities.  TIPS 
generate  a  real  yield  of  2.3%  at  the  10-year  maturity  and  2.2% 
at  20  years.  F 


The  Federal 
Reserve's  zigzag 
pattern  is  clear: 
Overreact  to  a 
so-called  crisis, 
create  a  boom, 
then  a  bust. 
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BIG  MONEY 


■  T  SEEMS  LIKE  THE  1980S  ALL  OVER  AGAIN,  AS  THE  VOLUME 
I  of  takeover  deals  explodes.  Two  decades  ago  Michael  Milken 
I  and  his  innovative  junk  bonds  shook  up  corporate  America. 
I  The  signature  deal  then  was  the  Kohlberg  Kravis  Roberts' 
I  takeover  of  food-cigarette  behemoth  RJR  Nabisco.  The  1988 
R)R  transaction,  at  $31  billion  including  debt,  was  then  the  largest 
leveraged  buyout  in  history.  Today  it  would  be  just  another  deal.  There 
once  was  such  a  thing  as  a  company  too  large  to  LBO.  At  this  point 
the  sky's  the  limit. 

For  the  current  group  of  private  equity  titans,  which  includes 
KKR,  what  were  previously  considered  large  war  chests — $2  bil- 
lion to  $10  billion — now  look  scrawny.  The  Blackstone  Group, 
for  instance,  just  announced  its  most  recent  fund  would  expand. 
Blackstone  had  raised  $15.6  billion  from  investors  and  wants  to 
boost  that  to  $20  billion. 

Private  equity  firms  are  now  acting  in  concert.  The  biggest  of 
these  so-called  club  deals  has  beaten  the  RJR  record:  KKR,  fit- 
tingly, cobbled  together  this  summer's  buyout  of  health  care  giant 
HCA,  for  $33  billion.  Its  partners  in  the  HCA  deal  are  Bain  Capi- 
tal and  Merrill  Lynch.  Watch  for  this  record  to  be  broken.  Trans- 
actions in  the  near  future  of  $50  billion,  even  $100  billion, 
wouldn't  surprise  me. 

By  working  together  former  competitors  can  put  more 
equity  (and,  correspondingly,  more  debt)  into  a  single  deal. 
Junk  offerings  are  still  very  much  a  part  of  the  picture,  but 
lately  the  LBO  bunch  is  turning  to  hedge  funds  to  borrow  cap- 
ital. Hedge  funds  are  willing  to  lend  more  money  with  fewer 
restrictions  and  debt  covenants  than  banks  or  high-yield  bond 
underwriters. 

How  will  all  these  deals  work  out  for  private  equity  funds  and 
their  investors?  That's  too  early  to  tell.  Bigger  may  not  be  better. 
Moreover,  if  bidding  wars  erupt  between  private  equity  consor- 
tiums, deal  prices  could  rise  and  returns  could  fall.  Still,  a  clear 
beneficiary  of  the  new  deal  mania  should  be  the  shareholders  of 
midcap  to  large  public  companies,  with  enormous  size  no  longer 
outside  the  realm  of  private  equity  targets. 

Several  of  my  portfolio  holdings  could  find  them- 
selves on  dealmakers'  watch  lists. 


A  big  fish  to  catch  would  be  Home  Depot  (38,  HD),  the  world's 
largest  home  improvement  retailer,  with  $81  billion  in  revenue, 
345,000  employees  and  2,000  stores  that  average  125,000  square 
feet.  The  shares  have  been  depressed  lately  on  concerns  that  the 
deflating  housing  market  will  translate  into  a  sales  slowdown. 
Chief  Executive  Robert  Nardelli  has  taken  heat  for  $225  million 
in  compensation  over  the  past  six  years  while  the  stock  has 
dropped  by  half.  The  stock  is  trading  at  1 3  times  trailing  earnings, 
two-thirds  the  average  ratio  over  the  past  five  years. 

A  bid  for  Home  Depot  would  be  a  bit  far-fetched  but  no 
more  so  than  Edward  S.  Lampert's  buyout  of  Sears,  Roebuck  in 
2005.  Home  Depot's  expansive  real  estate  portfolio  is  a  treasure 
trove  of  deal  collateral  with  real  appeal  to  private  equity  firms. 
The  stock  changes  hands  at  a  19%  discount  to  my  private  market 
value  estimate  of  $47. 

Takeover  speculation  also  swirls  around  H&R  Block  (24,  HRB). 
Beyond  its  trophy  tax  business  the  company  also  owns  a  prime  port- 
folio of  operations,  like  tax-prep  software,  stock  brokerage  and  mort- 
gages. Last  quarter  the  company's  share  price  slid  on  concerns  over 

higher-than-anticipated  mortgage 
delinquencies,  prompting  the 
company  to  book  a  bigger  loss 
provision.  In  the  past  few  weeks 
the  company  announced  it  will 
put  its  mortgage  business  on  the 
block,  which  makes  sense  to  me. 
Meanwhile,  as  the  tax  code  gets 
ever  more  baffling,  H&R  Block 
remains  the  clear  leader  in  help- 
ing people  do  their  returns:  19.5 
million  clients  last  year.  Today 
the  stock  changes  hands  at  a  13% 
discount  to  my  $27  estimate  of 
intrinsic  worth. 
Newspapers  have  attracted  significant  interest  of  late. 
Recently  wealthy  and  civic-minded  individuals  have  joined 
private  equity  firms  in  forming  buyout  groups  to  buy  these 
trophy  assets.  General  Electrics  onetime  chief  Jack  Welch  is 
eyeing  The  Boston  Globe  of  the  New  York  Times  Co.  Real  estate 
mogul  Eli  Broad  is  one  of  several  interested  in  the  Tribune 
Co.,  owner  of  the  troubled  Los  Angeles  Times. 

I  make  no  secret  about  my  bullish  views  on  this  industry, 
whose  entrenched  franchise  value  is  little  appreciated  on  Wall 
Street  (see  my  Apr.  24  column).  One  of  my  newer  holdings  is 
Gannett  (60,  GCl),  the  nation's  largest  newspaper  company  in 
terms  of  circulation.  Best  known  for  its  popular  flagship,  USA 
Today,  the  company  owns  90  daily  papers,  23  TV  stations  and 
130  Web  sites.  Gannett  has  tremendous  cash  flow  and  boasts  an 
operating  margin  of  27%.  It  just  repurchased  2.6  million  shares. 
Gannett  stock  sells  at  a  35%  discount  to  my  private  market  value 
estimate  of  $93.  F 


Buyout  fever 
is  in  the  air. 
Shareholders 
of  mid-  to 
large-cap 
companies 
could  be  the 
winners. 
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Funds.  Visit  his  home  page  at  www.forbes.com/rogers. 
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Visit  The  World's  Largest  Luxury  Showroom 


rmd  the  right  luxury 
ehicle  at  the  best  price 
nd  buy  your  new  car 
vith  confidence. 

New  shopping  tools  to  help  you  find 
your  next  car  at  the  lowest  price 

Enhanced  "Build  Your  Own"  tool  allowing 
for  customized  vehicle  creation 

Unparalleled  luxury  vehicle  showrooms 

Comprehensive  model  research  pages 

New  multimedia  pages  with  360° 
views  and  zoom  capabilities 
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Build  Your  Own 


Search  by: 
Showroom  Category 


Modai  Price 


SUV  Buyer's  Guide 


Mmftai  nu  n  I  star  i  ta  ■•  ■  W09  Mtig 
I  Knury ,  youTI  fw1  wfial  yro 
I  f  onwsAufcn  com  guile 


Quick  Start  Guide 

Most  Popular  Revi 

Luxury 
Defined 

Learn  More  About 

O  LamborgftirH 
O  Rcrt»»--*c*fhantom 
O  SaiumSfcy 

Reviews  This  Week 

2006  W.i ,  i. ...  h  57 
Even  More  Special 
May  bach's  entry-JeveT  cv 
garni  a  new  S  model  toi 
2006  Cat  adds  power  and  ennanced 
handling  acuities 

2006  Morendaa-Beni  aW* 
SL-Claae 

TL'i?  Ijei  rWf>  Ti«llf| 
The  performance  Ot 
Mercedes-Benz's  exotic  SL  -Class  ranges 
from  to  absohjtery  unbeiievaW 


Car-Buying  Advice 


2.007  ^aturp  S>y  Red  L.no 
This  tan  Satum  launches  a 
.">■-.-  lurboctiarged  Red  I. me 
version  ot  its  Sky  roadster  with 
mo>e  aggressive  styling 
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Visit  ForbesAutos.com  today! 
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Toyota 

For  more  information  on  Toyota's 
investment  in  America  and  our 
commitment  to  the  communities  in  which 
we  do  business,  visit  us  at 
www.toyota.com/usa 

Area  Development 

I  Lmgzhou  Economic  and  Technological 
Development  Area  (HEDA) 
Visit  www.heda.gov.cn 
^  Incheon  Free  Economic  Zone 
Visit  www.ifez.go.kr 

Automotive 

Buick  Lucerne 
Visit  www.buick.com 
^  Chrysler  300C 
Visit  www.chrysler.com/300C 
^  Hyundai  Motor  America 
Visit  www.thenewAZERA.com 

Aviation 

^  Avantair 

Visit  www.avantair.com 

Flight  Options 
Visit  www.flightoptions.com 
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^  1-888  Be  First 

Visit  www.BEFIRST.com 

^  ADV  -  Ross  Erskine 

Visit  www.advlend.com 

"tl  American  Diagnostic  Centers 

Visit  www.americandiagnosticcenters.com 

American  Royal  Arts 
Call  1-800-888-9449  or  visit 
www.americanroyalarts.com 
^  ARBOC,  Inc. 
Call  1-561-621-7110 
^  Blind  Shack  Franchises 
Call  1-888-624-1718  or  visit 
www.blindshack.com 
^  Capital  Asset  Management 
Call  1-800-710-0002 
^  Capstone  Business  Credit,  LLC 
Call  1-212-755-3636  or  visit 
www.capstonetrade.com 
^  E-Chair  USA 
Call  1-618-407-3575  or  visit 
www.e-chair.com 


Gallery  Art 
Call  1-888-932-6166  or  visit 
www.gallart.com 

^  Grand  Estates  Auction  Company 
Call  1-800-552-8120  or  visit 
www.grandestatesauction.com 

GW  Equity 
Call  1-877-213-1792  or  visit 
www.gwequity.com 
^b  Holiday  Timeshares  Resales 
Call  1-800-704-0307  or  visit 
www.holidaygroup.com 

Insure.com,  Inc. 
Visit  www.insure.com 

fohn  Christian  Designers 
Call  1-888-646-6466  or  visit 
www.ringbox.com 
^  Lloyd  Weaver 
Call  1-605-343-5694 
^  Magnatag  Visible  Systems 
Visit  www.magnatag.com 
^b  National  Watch  &  Diamond  Exchange 
Call  1-215-627-5626  or  visit 
www.nationalwatch.com 
^  NY  Mail.com 
Visit  www.NYmail.com 

Resource  Associates  Corporation 
Visit  www.resourceassociatescorp.com 
^  Rosetta  Stone 
Call  1-888-232-8823  or  visit 
www.rosettastone.com/fbsl26 
^  Sierra  Traditions  For  Men 
Visit  www.SierraTradingPost.com 

The  Saint  Hart  Gallery,  LTD 
Call  1-800-833-GEMS  (4367)  or  visit 
www.SaintHart.com 
^E)  Valef  Yachts 
Call  1-800-223-3845  or  visit 
www.VALEFYACHTS.com 
^  Worldwide  Business  Consultants 
Call  1-800-733-2191  or  visit 
www.corbettandkish.com 

Business  Services 

^  Ensemble  Workforce  Solutions,  An 
Axium  International  Company 
Call  1-888-828-2750  or  visit 
www.ensemblemsp.com 

Business  to  Business 

^b  Port  of  Tanjung  Pelepas 
Visit  www.ptp.com.my/freezone 


Computer/Technology 

^  Tata  Consultancy  Services 
Visit  www.tcs.com 

Consumer  Products/Services 

"^b  LG  Electronics 

Call  1-800-243-0000  or  visit 

www.lge.com 

^b  The  Capital  Gold  Group 

Visit  www.thecapitalgoldgroup.com 

Exchange  Traded  Funds 

^  PowerShares  Capital 

Management  LLC 

Visit  www.powershares.com 

^  State  Street  Global  Advisors 

Call  1-877-521-4083  or  visit 

www.streettracks.com 

Financial  Services 

E*TRADE  Financial  Services 
Call  1-800-731-5220  or  visit 
www.etrade.com 
^  KeyBank 
Visit  www.key.com 
"^b  Resources  Global  Professionals 
Call  1-800-900-1131  or  visit 
www.ResourcesGlobal.com 

Investment  Promotion 

^  Multimedia  Development 
Corporation  Sdn  Bhd  (MDeC) 
Visit  www.msc.com.my 

Media 

Media  Development  Authority 
Visit  www.mda.gov.sg 

Property  Development 

^b  Kumar  Builders 

Visit  www.kumarbuilders.com 

Tourism 

^-Ministry  of  Tourism  &  Culture, 
Govt  of  India 

Visit  www.incredibleindia.org 

Wind  Energy  Solutions 

^  Suzlon  Energy  Ltd 
Visit  mvw.suzlon.com 
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Monthly  Wine  Clubs  ■  ;  ,rMa 

Discover  hand-picked  wines  from  around  the  world.  Each  month  enjoy  delightful 
selections  chosen  by  our  experts. .  .and  delivered  right  to  your  door  step. 

Shoo  Online  for  your  Holiday  Gifts 
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The  fastest  way 
to  learn  a  language. 
Guaranteed 


"Stupendous...  the  juxtaposition  of  text, 
sound  and  picture  was  masterful.  The 
quality  of  both  sound  and  graphics  was 
first  rate. " 

The  Boston  Globe 

More  Ways  to  Say 

HAPPY  HOLIDAYS! 


Award-winning  software  successfully  used  by  U.S.  State  Department 
diplomats,  Fortune  500*  executives  and  millions  of  people  worldwide. 

Finally,  a  different  approach  that  has  millions  of  people  talking.  Using  the 
award-winning  Dynamic  Immersion  "  method,  our  interactive  software  teaches 
without  translation,  memorization  or  grammar  drills. Combining  thousands 
of  real-life  images  and  the  voices  of  native  speakers  in  a  step-by-step  immersion 
process,  our  programs  successfully  replicate  the  experience  of  learning  your 
first  language.  Guaranteed  to  teach  faster  and  easier  than  any  other  language 
product  or  your  money  back.  No  questions  asked. 

Rosetta  Stone  is  available  for  learning: 

Arabic  •  Chinese  •  Danish  •  Dutch  •  English  •  Farsi  •  French  •  German  •  Greek  •  Hebrew  •  Hindi 
Indonesian  •  Italian  •  Japanese  •  Korean  •  Latin  •  Pashto  •  Polish  •  Portuguese  •  Russian 
Spanish  •  Swahili  •  Swedish  •  Tagalog  •  Thai  •  Turkish  ■  Vietnamese  •  Welsh 


SAVE 
10% 


Level  1  CD-ROM  ^X^r 

Level  2  CD-ROM  $22=r 

BEST  VALUE! 

Level  1  &  2  Set  Si&r 


Your  Price 


$175.50 
$202.50 


$296.10 

Personal  edition.  Solutions  for  organizations  also  available. 

Call  today  or  buy  online  for  a  1 0%  discount. 

RosettaStone.com/fbs1 26 
1-800-399-6162 

Use  promotional  code  fbsl  26  when  ordering. 

RosettaStone 


Language  Learning 


Success 


Why  do  You  Need 
to  Own  a 
Private  Bank? 

Free  Report 

800-733-2191 
WBC 

est.  1991 


CONSULTANTS/TRAINERS 

Independent  Consultants  Needed 
to  Represent  Our  Company 
{Strategic  Planning 
{People  Development 
{Process  Improvement 
{Life  Coaching 

{Youth  Leadership  and  Mentoring 

Consultative  Sales  Experience 

Helpful,  e-mail  resume  to: 

success@rac-tqi.com 

or  call  800-799-6227  Dept.  4BS-CT 

Very  High  Income  Potential 

Extensive  Training  and  Support 


Legal  Services 


BUSINESSES  FOR  SALE 


has  Middle  MarKet  Bus  ncsses  'or  Sale 


GW  EQUITY 

M«fjefi  A  Acquinoom 
877-213-1792 


www.GWEQUITY.com 


LAWSUIT  PROTECTION 


Neveda  Corps.  /  $10  plus  fees 
Domestic  or  Offshore  Solutions 
Asset  Protection  Trusts 

800-710-0002 

Visit  www.Assetprotection.com 


Precious  Gemstones 


GEMSTONES 


The  Saint  Hart  Gallery,  LTD. 
Precious  Gemstones 
and  Objets  d'  Art 
Serving  Our  Precious  Clients  Since  1926 
www.SaintHart.com 
1-800-833-GEMS  (4367) 

Investment  Gemstones. Museum  Qualrty.  Rare  Collector  Pieces 


You  can  charge  your  ad 


C 

Business  Opportunity 


American  Diagnostic  Centers 


Net  annual  income  of  $500,000 

Own  and  operate  a  Medical  Diagnostic  Center 
in  your  area.  Business  Management 
experience  is  a  must.  $800,000  Cash 
investment  required.  Can  reach  profitability 
in  6  months.  Partnership  also  available. 

(866)  862-1222 
info@americandiagnosticcenters.com 
www.americandiagnosticcenters.com 


Forbes 

Business  Classified 

For  Advertising  Information 
and  Rates  Contact: 
Media  Options 
1-800-442-6441 

mediopt@aol.com 


Forbes 

Subscriber  Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other   customer  service, 
visit  our  site  at .... 
www.forbes.com/customerservice 

or  call...800-888-9896 
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Life  insurance  prices 
drop  to  all-time  lows 

Call  or  visit  lnsure.com  today.  Compare  prices  in  seconds. 
Freedom  to  buy  from  the  company  of  your  choice. 
Also  quoting  auto,  health,  home  and  more! 


Monthly  Rates  for  Females 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$440 

40 

$116 

$240 

$617 

45 

$201 

$423 

$1,076 

50 

$328 

$652 

$1,623 

55 

$498 

$1,019 

$2,542 

60 

$755 

$1,536 

$3,833 

65 

$1,269 

$2,533 

$6,326 

70 

$2,069 

$4,134 

$10,329 

Monthly  Rates  for  Males 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$486 

40 

$123 

$240 

$661 

45 

$214 

$423 

$1,186 

50 

$353 

$701 

$1,973 

55 

$597 

$1,188 

$3,417 

60 

$967 

$1,928 

$5,909 

65 

$2,028 

$4,051 

$10,153 

70 

$3,233 

$6,461 

$16,214 

Also  available:  15,  20,  25  and  30  year  level  plans 


"The  premier  Web  site  in  terms  of  details  and  ease  of  use, 
(best  of  all,  it's  free)"  —  Yahoo! FINANCE 

"...we'd  recommend  you  do  your  insurance  shopping 

here..."  llanvn's 

"New  source  for  best  buys  in  insurance.  One  way  to  get 
to  know  the  market."  —  Kiplinger'x  Personal  Finance 

"...provides  rock-bottom  quotes  for  life  insurance... 
this  site  is  flush  with  useful  features."  Forbes.com 


"A  godsend  for  those  who  are  shopping  around  for  the 
best  deal  in  insurance."  —  Independent  Business 

"The  best  Web  site  I've  found..."  —  The  Dallas  Morning  News 

"...outstanding  -  as  good  as  a  Web  site  on  insurance  can 
possibly  be.  Hats  off  and  a  gold  star  to  the  top  insurance 
site  on  the  Web."  —  Insurance  for  Dummies 

"This...  solution  has  value  for  those  who  prize 
immediacy  and  privacy."     US  News  <v  World  Report 


visit  lnsure.com 

S  Or  call  1-80O441-0072  for  FREE  quotes  and  advice 

Ad  Code:  FORBS  12/06 


NOTE:  The  sample  10-year  term  life  Pennsylvania  rates  shown  above  are  not  specific  to  any  individual  person  or  insurer.  Please  call  1-800-441-0072 
or  visit  www.insure.com  to  obtain  personal  quotes  specific  to  your  health  history  profile.  Copyright©  1984-2006  Quotesmith.com.  Inc.,  8205  South  Cass 
Avenue,  Suite  102,  Darien.  Illinois,  60561.  All  rights  reserved.  CA  agent  #0A13858,  LA  agent  #200696,  MA  agent  #333509159.  Quotesmith.com,  Inc. 
dba  lnsure.com  Insurance  Services  in  CA  under  agent  #0827712,  in  LA  under  agent  #205078.  Quotesmith.com,  Inc.  dba  lnsure.com  Insurance 
Services.  Inc.  in  UT  under  agent  #90093.  Quotesmith.com  dba  Insure  oom  and  Life  Quotes,  Inc.  in  CO. 
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Luxury  Yachting 


if* 


Rent  A  Greek 
^^Cruising  Palace 


And  sail 
among  the 
4,000  Greek 
islands 


THEN  YOU  CAN  SELECT  YOUR  OWN 
ENVIRONMENT,  YOUR  OWN  SCENERY.  YOUR  OWN  ISLAND! 
Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  4  to  200  guests, 
from  60'  to  490'  and  S 1 ,500  to  $200,000  per  day  for  entire  yacht  with 
its  hill  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 
of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

BUT 

•  You  can  plan  your  own  itinerary  with  your  own  captain 
•  Your  food  with  your  own  chef 
•  Your  drinks  with  your  own  stew  ard,  or  leave  it  up  to  them 
to... pamper  you. 

VALEF  YACHTS  LTD. 

International  Headquarters:  7254  Fir  Rd.,  P.O.B.  385.  Ambler,  PA  19002  U.S.A. 
Tel:  (215)  641-0423  •  (800)  223-3845  •  Fax:  (215)  6414746 
E-mail:  INFOtfVALEFYACHTS.com  •  Website:  VALEFYACHTS.com 


Jewelry 


John  ±  Christian 


Designers  a  Craftsmen 


m 

9\[umeros  ■  Cotkction 

y  your  Anniversary 'Date 

in  Roman  Numerals! 

■Decem6erll,199/<  =  X.\l  XI  MCMXCVIII 

FROM  $590 


View  Our 'Entire  Cotkction  Online,  available  in  Sterling,  Gold  a  Platinum 


free  catalogue     RINGBOX.COM  1-888-646-6466 


Business  Planning 


ital  Available 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellent  manage- 
ment and  growth  potential. 
ARBOC  INC.  772-546-7813 


Business  Services 


NYC  BUSINESS  ADDRESS 


Use  our  prestigious  Fifth  Avenue 
address  as  your  own.  Get  your 
mail  &  packages.  Safe  &  Secure. 
Voicemail  &  Fax  #s  available. 

www.nymail.com 
244  Fifth  Avenue  212-679-0000 


Office  Furniture 


Premium  Ergonomic  Task  Seating 

s^c/o/'$3899o 

Full  features,  mesh 
back,  cradle  lumbar  support 
Free  shipping  for  a 
limited  time. 

www.e-chairusa.com 


©  ChairUSA  866-474-8748 


Real  Estate 


Opportunity  Of  A  Lifetime 

Buy  into  a  4.000,000  Acre 
Hunting  Camp  in  British 
Columbia  Salmon  Fishing, 
Grizzly,  Mt  Goat,  Sheep,  Moose, 
Black  Bear,  Wolf  &  Caribou. 
Fax  605-343-9485 


For  Advertising  Information 
and  Rates  Contact: 
Media  Options 
1-800-442-6441 

mediopt@aol.com 

You  can  charge  your  ad 


Organize  and  See  a  GiantYear 


Make  Instant 

Changes 
Write  on  it  &  I 
use  magnets 

FREE 
Catalog 


4x8'  t  #OYR48M  I 
with  full  magnet  kit 

Ships  fom  Macedon  NY  factory 
in  3  business  days 

Call  800  624  4154 


Order  online:  magnatag.com/year2 


mmsmm 


NATIONAL  WATCH  &  DIAMOND 
•  BUY  •  SELL  •  TRADE 


OV  ER  300  PRE-OWNED 

ROLEX  IN  STOCK 
also  Cartier.  Breitling  &  Tag 

Largest  Selection  of 
Certified  Diamonds 

I-8OO-8-WATCHES 

Visit  Our  Web  Site:  nationolwatch.com 

Mil  (hinitui  Stum,  Utile,  PA  »i.«>Mbn. 


Mortgages 


Luxury  Homes  Lender 


Ross  Erskine 

ADV  Lending  Nationwide  Lender 

1-800-618-1450 

RErskine@A  DVLend.  com 
Lending  to  $18,000,000 
Licensed  mortgage  lender  in  alt  50  states. 


■ 


Subscriber  Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other   customer  service, 
visit  our  site  at .... 
www.forbes.com/customerservice 

or  call...800-888-9896 


Google  Adwords=$$ 


3 


Are  you  looking  to  BE  FIRST  on 

Google  Adwords.  but  don't  know  how  to 
get  started?  I  will  personally  coach  you 
on  how  it  works.  $500.00  dollars  gets 
you  up  to  2"2  hrs.  of  consultation, 
satisfaction  guaranteed. 

Call  Now  1-888-BEFIRST 

www.1888BEFIRST.com 


Forbes 

Business  Classified 
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Luxury  Real  Estate  Auction 


TUESDAY,  DEC  1 9,  2006  •  2PM 


INDIAN  ROCKS  BEACH,  FL 

"Castello  Sabbia" —  Located  on  the  gorgeous  Sun 
Coast  of  the  Gulf  of  Mexico,  where  warm,  crystal  clear 
waters  expand  for  miles,  this  5BR  private  estate  boasts 
50  feet  of  beautiful  private  white  sand  beach  out  your 

backdoor  and  comes  fully  decorated  and  furnished. 

NO  MINIMUM!    GRAND  ESTATES 
NO  RESERVE!       „  *uc™™  c°MkPAN^ 

call  for  a  FREE  color  brochure 

1.800.552.8120 


www.G-E-A.eom  •  Robert  Kirk  FL  Auctioneer  AU3384  /  Broker  BK31 57296 


moen  and  mou 

HISTORY  FOR 

FREE  Catalog 
1-877-601-B8CK 


Rare  Signed  Art 
Released  to  the  Public 
Elvis 
Beatles 
Stones 
Zeppelin 


Hand-signed 
Paul  McCartney,  guitar 


All  NEW  WEB  SITE 

www.signedrock.com 


Capital  Available 


Timeshare 


Working  Capital 

P.O./  Trade  Finance/ 
Letters  of  Credit 
Domestic  and  International 
Accounts  Receivable  Factoring 
Capstone  Business  Credit,  LLC 


212-755-3636 


Timeshares 

+60-80% 

*skfor%ZgmrmcES! 
(800)  640-7639 


212-755-6833  (Fax)  |  holidaygroup.com/fm 


Franchise 


Art  Wholesale 


BL,NDSHACK:comBGal  lart.com 

Buy/Sell  Fine  Art 


Franchises  Available 

•  Proven  Business  Model 

•  Be  The  Boss  For  Once! 

•  Excellent  Training  Support 

•  Low  Overhead  »High  Margins 
Blinds- Shutters •  Solar  film 

BLINDSHACK.COM 
888-624-1718 


US  $676,200,000  IN 

verifiable  Assets 


for  investment/business.  A  much  greater 
potential  property  worth/income. 
Valuable  as  collateral  for  large  loan. 
Must  sell  now,  ill  health.  Deep  sacrifice. 


Full  information,  divest32@swbell.net 


305.932.6166 

20633  Biscay ne  Blvd.  Aventura,  FL  33180 


Forbe 

Subscriber  Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other   customer  service, 
visit  our  site  at .... 
www.forbes.com/customerservice 

or  call...800-888-9896 


ee  Catalog 


Traditions 


For 
Men 


Stvf 35-70% 


•  Famous  Brand  Closeouts! 
•Luxury  Clothes  and  Shoes! 

•100%  Return  Guarantee 
No  Time  Limit! 

SierraTradingPost.  com 
FREE  Catalog  800-7 13-4534 

Key  Code  FOI26 


Forbes 

Business  Classified 


For  Advertising  Information 
and  Rates  Contact: 
Media  Options 
1-800-442-6441 

mediopt@aol.com 


T  H  OUGHT S 

On  the  Business  of  Life 


year  ago  on  these  pages  we  wrote  about  "the  best  darn  seasoning  you've  ever  tasted."  Called 
Moondust,  it's  marketed  by  my  wife's  Tennessee  cousin,  Jim  Hudlow.  In  an  uncharacteristic 
outburst  from  a  Scotsman,  I  concluded,  "Try  it.  You'll  so  like  it  that  you,  too,  will  giftgive  it. 
If  your  taste  buds  turn  out  to  be  perverse,  just  mail  what's  left  in  the  jar  to  us,  and  we'll  pay  you  full  price." 
Fifty-five  thousand  jars  were  ordered  by  trusting  readers  and  fewer  than  100  were  returned  to  us— 
which  we,  in  turn,  have  used  or  given.  To  paraphrase  Kate  Smith,  when  your  Moondust  comes  through 
the  mail,  your  Merry  Season-ing  will  be  in  hand.  —MALCOLM  S.  FORBES  ( 1 984) 


I'm  in  favor  of  liberalized  immigration 
because  of  the  effect  it  would  have  on 
restaurants.  I'd  let  just  about  everybody  in 
except  the  English. 

—CALVIN  TRILLIN 


/  prefer  Hostess  fruit  pies  to  pop-up  toaster 
tarts  because  they  don't  require  so  much 
cooking. 

—CARRIE  SNOW 


You  are  where  you  eat. 

—ANONYMOUS 


Ask  not  what  you  can  do  for  your  country, 
ask  what's  for  lunch. 

—ORSON  WELLES 


Eating  well  gives  a  spec  tacular  joy  to  life 
and  contributes  to  goodwill  and  happy 
companionship.  It  is  of  great  importance  to 
the  morale. 

— ELSA  SCHIAPARELLI 


Sadder  than  destitution,  sadder  than 
a  beggar  is  the  man  who  eats  alone  in 
public. 

— JEAN  BAUDRILLARD 


How  long  would  we  remain  free 
in  a  daily,  desperate,  overpopulated 
scramble  for  bread? 

—DAVID  BRINKLEY 


A  hungry  man  is  not  a  free  man. 

— ADLAI  STEVENSON 


People  often  feed  the  hungry  so  that 
nothing  may  disturb  their  own  enjoyment 
of  a  good  meal. 

—SOMERSET  MAUGHAM 


A  fruit  is  a  vegetable  with  looks  and 
money.  Plus,  if  you  let  fruit  rot,  it  turns 
into  wine,  something  Brussels  sprouts 
never  do. 

—P.J.  O'ROURKE 


Be  content  to  remember  that  those 
who  can  make  omelettes  properly  can  do 
nothing  else. 

— HILLAIRE  BELLOC 


There  are  all  kinds  of  myths  going 
on  in  the  Italian  culture,  and  the  way 
they  celebrate  is  through  their  food. 
It's  the  tradition  of  the  table  where  the 
Italians  celebrate  most  of  their  triumphs 
and  successes. 

—MARIO  BATALI 


As  long  as  there's  pasta  and  Chinese  food 
in  the  world,  I'm  okay. 

—MICHAEL  CHANG 


Creole  is  New  Orleans  city  food. 
Communities  were  created  by  the  people 
who  wanted  to  stay  and  not  go  back 
to  Spain  or  France. 

—PAUL  PRUDHOMME 


You  can  tell  how  long  a  couple  has  been 
married  by  whether  they  are  on  their  first, 
second  or  third  bottle  of  Tabasco. 

—BRUCE  BYE 


A  Text ...  

In  all  things  I  am  instructed  to  be 
both  full  and  to  be  hungry,  both  to 
abound  and  to  suffer  need. 

— PHILIPPIANS  4:12 

Sent  in  by  Juanita  Disher,  Winston  Salem,  N.C. 
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It's  about  the  trip  you  want  to  take... 
not  the  plane  you  have  to  buy. 


Sentient  is  pleased  to  partner  with  American  Express",  a  world-class 
service  provider  that  shares  our  commitment  to  luxury  travel. 
At  Sentient,  we  understand  that  no  two  trips  are  alike.  So  we've 
pioneered  a  unique  Membership  program  that's  as  flexible  as  your 
lifestyle.  Each  time  you  fly,  we  provide  you  with  the  jet  solution  that 
best  meets  your  needs  — delivering  it  with  a  level  of  personalized 
service  designed  to  make  every  flight  an  extraordinary  experience. 


AMERICAN 


To  take  advantage  of  exclusive 
American  Express  Cardmember 
benefits  when  you  join  the 
Sentient  program,  visit 
www.sentient.com/fbs. 


Tin 
nn 

Tl 


sentient 

JET  MEMBERSHIP 
888-211-1227   I  sentient.com 


Because  every  trip  matters. 


2006  Sentient  Jet.  All  flights  are  operated  by  FAR  Part  135  carriers.  Operators  providing  service  for  the  Sentient  Private  Jet  Membership  program 
ust  meet  both  FAA  safety  requirements  and  additional  Sentient  safety  standards.  Some  flights  may  be  operated  by  Atlantic  Aviation  Flight  Services, 
hich  is  a  wholly  owned  subsidiary  of  Sentient  Jet,  Inc.  and  operates  in  full  compliance  with  all  FAA  and  Sentient  safety  standards. 


Every  part,  every  feature,  every  detail  of  the  Accord  is 
ingeniously  designed  to  bring  comfort,  safety  and  peace 
of  mind  to  the  driver.  From  the  standard  side  curtain 
airbags  to  the  available  navigation  system  to  the  highly 
efficient  engine^  every  piece  is  deeply  contemplated. 


•24  city/34  hwympg  for  AT.  26  city/34  hwy  for  MT.  honda.com  1-800-33-Honda 

Based  on  2007  KPA  mileage  estimates.  Use  for  comparison  purposes  only.  Actual  mileage  may  vary.  EX-L 
4-cylinder  model  shown.  ©2006  American  Honda  Motor  ( Inc. 


Pitney  Bowes  mailstream  solutions 
manage  the  flow  of  confidential 
medical  records,  making  customers 
feel  more  secure  -  even  the  smallest. 


His  medical  history  is  just  beginning.  But  should  this  information  ever 
into  the  wrong  hands,  it's  more  than  a  clerical  mix-up,  it's  a  legal  nightmq 
Using  our  file-based  processing  solutions,  healthcare  service  providj 
can  deliver  government-mandated  patient  communications  with  rigonj 


nnovations  for  the  mailstream 


What  will  we  put  our  stamp  on  next? 


bracy.  So  everyone  breathes  easier.  This  is  just  one  of  the  ways  Pitney 
/es  is  merging  the  boundaries  of  mail  and  data  into  mailstream  solutions 
are  helping  many  Fortune  500  companies  stay  compliant,  competitive 
profitable.  What's  next?  Visit  pb.com/whatsnext  and  see  for  yourself. 


ft  Pitney  Bowes 

Engineering  the  flow  of  communication' 


Software  for  the  security,  storage,  and  availability  of  your  mission-critical  information. 

These  days,  connections  have  never  been  so  vital.  Or  so  vulnerable.  At  Symantec,  we  have  the  solutions  and 
expertise  to  keep  your  information  secure  and  available  across  your  entire  operation.  From  backup  and  recovery 
to  information  security.  From  IT  policy  compliance  to  data  center  management.  We  bring  confidence  to  every 
connection.  Visit  symantec.com/confidence 


i  2006  Symantec  Corporation.  All  rights  reserved.  Symantec  and  the  Symantec  Logo  are  registered  trademarks  of  Symantec  Corporation. 


Confidence  in  a  connected  world,      m  Symantec 


^  symant* 


Meet  a  powerful  catalyst  for  change.  The  Human  Element.  When 


you  add  it  to  the  other  elements  like  hydrogen,  oxygen  and  carbon,  the  whole 


world  changes.  Suddenly,  the  power  of  chemistry  is  put  to  work  solving  human 


problems.  Whether  it's  putting  food  on  every  table  or  a  glass  of  clean  water 


in  every  hand,  the  powerful  catalyst  for  change  is  elemental.  The  Human  Element. 


©Trademark  of  The  Dow  Chemical  Company  www.dow.com 


BROADENING  PERSPECTIVES 


If  you  want  to  optimize  the  numbers  in  your  investment  portfolio  -  and  maximize  the  number  of  stamps  in  your 
passport  -  Northern  Trust  will  help  get  you  there.  Our  investment  approach  starts  with  strategic  asset  allocation  and 
includes  multifaceted  solutions  such  as  alternative  investments,  enhanced  indexing  and  multi-manager  programs. 
As  one  of  the  world's  largest  asset  managers,  our  clients  look  to  us  to  deliver  a  comprehensive  investment  program 
that  drives  their  overall  financial  plan.  So  you  can  expand  your  portfolio  as  well  as  your  horizons.  To  learn  more  about 
our  investment  solutions,  call  800-468-2352  or  visit  northerntrust.com. 

Northern  Trust 


Private  Banking    |    Asset  Management    |    Financial  Planning    |    Trust  Services    |    Estate  Planning  Services    |    Business  Banking 
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'Kids  thought  they 
were  creepy." 
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The  2007  Collectors  Guide 

78   What's  Hot  Weather  vanes,  glorified  piggy  banks, 
muscle  cars,  Latin  American  art,  comic  books  and  studio 
furniture:  our  look  at  what's  sizzling  in  the  collecting  world. 
By  Missy  Sullivan 

80   Billionaire  Envy  Why  the  man  who  controls 

Gucci  had  to  have  his  own  museum.  By  Susan  Adams 

90  Are  Your  Art  Treasures  Safe  From  The 

Repo  Man?  The  more  a  piece  of  art  is  worth,  the  more 
likely  it  is  that  someone  will  come  up  with  a  creative  theory 
about  why  you  don't  really  own  it.  Solution:  Take  out  an 
insurance  policy.  By  Carrie  Coolidge 

94    Patently  ObviOUS  Alan  Rothschild  has  lovingly 
collected  these  old  models— and  now  wants  to  share  his  passion 
with  others.  By  Monte  Burke 

102  Dolls  Only  a  Collector  Could  Love 

Nearly  35  years  after  the  Blythe  doll  failed  with  kids, 
adult  fashionistas  and  photographers  vie  to  own  her  and 
dress  her.  By  Helen  Coster 

112    Smoking  Gun  The  king  of  the  antique  firearms 

business,  Larry  Wilson,  sits  in  prison.  Is  he  a  con  artist — or  did 
he  just  shoot  himself  in  the  foot?  By  David  Armstrong 

ALSO 

56  |  The  Ultimate  Guide  to  HDTV 

What  to  buy  in  plasmas,  LCDs,  camcorders  and  games. 
By  Stephen  Manes 


'I  love  objects 
that  tell  a  story. 


94 
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When  businesses 
;et  serious  about 

INFORMATION 

MOBILITY 

they  get  Sybase. 


Ready  to  get  serious  about  mobilizing  your  enterprise?  Choose  the  company  that  81  of  Fortune  100  organizations 
rely  on  to  securely  deliver  decision-ready  information  to  the  point  of  action  while  giving  you  the  IT  control  you  need: 
Sybase.  Leveraging  proven,  industry-leading  software,  our  powerful,  new  Information  Anywhere®  Suite  provides 
modular  components  for  email/PIM,  heterogeneous  device  management  and  security,  and  enterprise  application 
enablement.  So  if  you're  ready  to  make  the  Unwired  Enterprise  a  reality,  Sybase  can  help  you  deliver  some  serious 
results. To  learn  more,  visit  www.sybase.com/getserious3 


Copyright  ©2006  Sybase,  Inc.  All  rights  reserved.  Sybase,  the  Sybase  logo,  and  Information  Anywhere  are  trademarks  of  Sybase.  Inc 
®  indicates  registration  in  the  United  States  of  America  All  product  and  company  names  are  trademarks  of  their  respective  owners. 
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Doomsday  Investing 

AS  AN  ANTIDOTE  TO  INVESTOR 
exuberance  that  sometimes  runs 
to  irrationality,  we  give  space  to 
James  Grant,  editor  of  Grant's 
Interest  Rate  Observer.  In  his 
FORBES  column  and  in  his  $850- 
a-year  newsletter  he  can  be  counted  on  to  say  something  skepti- 
cal about  weakening  greenbacks,  overconfident  hedge  funds  and 
the  use  of  steep  leverage  in  corporate  finance.  This  time  around 
(see  p.  142)  Grant  predicts  a  hard  landing  in  housing,  accompa- 
nied by  a  collapse  in  flaky  mortgages  and  a  desperate  move  by 
the  Fed  to  prevent  a  recession  by  gunning  the  money  supply. 

How  should  investors  bet  on  this  outcome?  Grant  suggests 
selling  home  builder  stocks  and  buying  short-term  Treasury 
notes.  But  maybe  you  want  a  stronger  dose  of  Tabasco  sauce  than 
this.  That  is,  you  want  a  way  to  bet  on  recession  and  bankruptcy. 

High-yield  bonds  are  ready  for  trouble.  In  their  scramble  for 
quick  returns,  hedge  funds  have  been  buying  junk  as  if  it  were 
going  out  of  style.  That  depresses  yields.  The  holder  of  a  bond 
rated  single-B  gets  scarcely  3.5  percentage  points  of  premium  to 
compensate  for  what  are  sure  to  be  nasty  losses  of  principal 
whenever  a  recession  hits.  Junk  guru  Martin  Fridson  calculates 
that  a  1990-91  recession  coupled  with  todays  lax  lending  stan- 
dards would  give  rise  to  a  17%  default  rate  in  junk  bonds.  He's 
not  predicting  a  recession,  just  questioning  whether  bond 
investors  are  being  adequately  compensated  for  the  possibility. 

Taking  a  short  position  in  junk  bonds  is  a  challenge  for  the 
retail  investor.  There  is,  however,  a  mutual  fund  that  makes  the 
bet  for  you:  Access  Flex  Bear 
High  Yield  Fund.  The  $96  mil- 
lion no-load  buys  credit  swaps 
that  would  pay  off  nicely  if  the 
economy  goes  to  hell.  The 
fund  has  one  strike  against 
it — a  steep  expense  ratio  ( 1 .6% 
a  year) — but  I  couldn't  find  a 
cheap  alternative  from  Van- 
guard. The  bearish  fund,  fight- 
ing a  bull  market  for  junk,  is 
off  4%  so  far  this  year.  All  the  better  reason  to  buy  now. 

Are  you  fearful  of  betting  against  the  geniuses  running  hedge 
funds?  Don't  be.  They  are  acting  quite  rationally,  pocketing  hand- 
some fees  for  the  gains  they  make  in  the  wild  bull  run  in  junk 
bonds.  If  a  recession  evaporates  all  those  gains,  the  hedge  fund 
operators  do  not  have  to  refund  these  fees.  No,  the  idiots  you  are 
betting  against  are  their  customers. 

EDITOR 
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Clean  Hit? 


Cintas  Chief  Executive 
Farmer  stands  his  ground. 


As  one  of  FORBES'  perennial  "Best-Managed" 
companies,  we  were  stunned  and  disappointed  by 
"Dirty  Laundry"  (Dec.  11,  p.  120)— a.  one-sided 
collection  of  allegations  and  innuendos  based  on 
the  claims  of  a  few  disgruntled  former  employees 
and  former  customers.  In  fact,  we  maintain  a 
93.5%  customer  satisfaction  rating— our  indus- 
try's highest.  We  invite  FORBES  to  take  another 
look  at  Cintas  and  our  commitments  to  honesty 
and  ethics  in  all  we  do.  We  strive  to  do  our  best, 
and,  if  there's  a  problem,  we  fix  it. 

With  more  than  700,000  loyal  customers  and  the  highest  customer-satis- 
faction scores  in  our  industry,  we  don't  dispute  the  fact  that  we  have  parted 
ways  with  a  fraction  of  customers  on  less-than-perfect  terms.  And  we  don't 
dispute  the  fact  that,  out  of  the  tens  of  thousands  of  individuals  who  have 
worked  for  us  over  the  years,  we  have  had  a  small  number  who  have  periodi- 
cally violated  our  business  principles — and  were  often  terminated  in  the 
process.  But  to  base  an  entire  article  on  these  small  exceptions  and  purpose- 
fully ignore  comments  to  the  contrary  is  a  slap  in  the  face  to  our  32,000  Cin- 
tas employees  who  are  committed  to  honesty  and  integrity  in  everything  they 
do.  FORBES  owes  an  apology  to  our  employees  and  customers.  And  to  your 
readers. 

SCOTT  D.  FARMER 
Chief  Executive,  Cintas  Corp. 


Boardroom  Blitz 

"Charity  Case"  (Dec.  1 1,  p.  198)  distorts  the 
record  of  two  of  the  country's  most  effec- 
tive charities  that  help  our  wounded  sol- 
diers and  their  families,  as  well  as  our  hos- 
pitalized veterans.  The  fact  is  that  Help 
Hospitalized  Veterans  (HHV)  and  the 
Coalition  to  Salute  America's  Heroes 
(CSAH)  satisfy  the  minimum  acceptable 
fundraising  efficiency  percentages  of 
FORBES'  own  charity-rating  system  (70%) 
and  the  Better  Business  Bureau's  (65%).  Yet 
you  give  the  clear  impression  that  HHV  is 
somehow  using  smoke  and  mirrors  to 
meet  FORBES'  efficiency  standards. 

The  reality  is  that  virtually  all  of  the 
top  200  nonprofits  you  report  on  annu- 
ally follow  the  same  accounting  rules 
that  HHV  does.  We  wish  it  were  possible 
for  us  to  be  at  93%,  rather  than  73%,  on 
the  fundraising  efficiency  scale.  But  as  a 
direct-mail-dependent  operation  that 
raises  its  money  mostly  from  small 


donors,  we  could  only  increase  our  effi- 
ciency percentage  by  limiting  our  mail- 
ings to  the  most  productive  mailing  lists. 
While  improving  our  efficiency  ratings, 
the  reduced  scale  of  outreach  would 
lower  the  amount  of  funds  we  could 
raise.  That  would  force  us  to  reduce  our 
support  for  wounded  veterans  and  their 
families — something  we  refuse  to  do. 
We  urge  all  concerned  citizens  to  sup- 
port our  efforts  to  ease  the  financial  bur- 
dens faced  by  the  brave  young  men  and 
women  who  have  suffered  severe 
wounds  in  the  service  of  their  country 
THE  BOARDS  OF  DIRECTORS 
Help  Hospitalized  Veterans 
Winchester,  Calif. 
Coalition  to  Salute  America's  Heroes 
Ossining,  N.  Y. 


I  Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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Home,  sweet  hybrid  home. 


Welcome  to  the  market's  middle, 
where  established  companies  and  growth 
potential  are  woven  together  as  one. 


It  just  may  be  the  sweet  spot  you've  been  looking  for.  Invest  in  it  with  MidCap  Spiders. 

You've  built  a  portfolio  with  a  solid  blue  chip  foundation.  Now  you're  considering  more  diversification 
and  a  different  balance  of  upside  potential  and  risk. 


MidCap  Spiders  add  the  entire  S&P  MidCap  400™ 
to  any  portfolio.  This  exchange  traded  fund  (ETF) 
represents  all  400  middle  market  stocks  of  the  S&P 
MidCap  400  in  every  share.  These  companies  have 
matured  to  achieve  a  sizeable  $1-4  billion  in  market 
cap,  and  meet  rigorous  selection  criteria.  While  mid-cap 
securities  are  subject  to  greater  risk  than  large-caps, 
mid-cap  companies  are  less  volatile  than  companies 
in  the  often  uncertain  start-up  phase. 

MidCap  Spiders  can  help  you  build  a  "beyond  the 
blue  chips"  investment  strategy  without  having  to 
pick  individual  stocks  since  every  share  gives  you  all 
the  middle  market  companies  of  the  S&P  MidCap  400. 
Low  fees  make  the  MidCap  SPDRs  cost  efficient,  too. 
Of  course,  when  you  buy  or  sell  MidCap  Spiders,  the 
usual  brokerage  commission  applies. 

Want  to  learn  more?  Visit  www.MidCapSPDR.com  and 
see  if  MidCap  Spiders  could  be  a  sweet  addition  to  any 
portfolio.  Ticker  symbol  Amex:MDY 


Over  the  last  five  years  MidCap  Spiders  delivered  a  cumulative 
return  of  more  than  80%.  Not  bad  for  a  middleweight. 

And  since  inception,  average  annual  total  returns  have 
been  approximately  14%. 


Average  annual  One 
total  return  of  MDY  Year 
as  of  9/29/06 


Three      Five       Ten  Since 
Years     Years     Years  Inception 


Based  on 
NAV 

Based  on 
Market  Price 


6.27%  14.90%  12.45%  12.94%  14.01% 
6.07%    14.12%    9.64%    13.38%  13.97% 


Total  returns  are  calculated  quarterly  using  file  daily  4:00  p.m.  net  asset  value  (NAV). 
Distributions,  if  any,  are  assumed  to  be  reinvested  back  into  the  fund  on  the  pay  date 
at  the  NAV  on  that  date.  Performance  data  quoted  represents  past  performance  and  is 
no  guarantee  of  future  results.  Cunent  performance  may  be  lower  or  higher  than 
quoted.The  investment  return  and  principal  value  of  an  investment  will  fluctuate  so 
that  an  investor's  shares,  when  sold  or  redeemed,  are  subject  to  market  volatility  They 
ma\  he  worm  more  or  less  thiin  their  original  cost.  MDY  shares  are  bought  and  sold  at 
market  price  (not  NAV)  and  are  not  individually  redeemed  from  the  fund.  Brokerage 
commissions  will  reduce  returns.  To  obtain  most  recent  month-end  performance,  please 
call  J -800-843-2639  or  visit  wu-w.MidCapSPDR.com. 


State  Street 
Global  Advisors 


idCap 
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An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company 
carefully  before  investing.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to 
www.MidCapSPDR.com  or  call  1 -800-843-2639.  Please  read  the  prospectus  carefully  before  investing.  Past 

performance  is  no  guarantee  of  future  results.  S&P  MidCap  400™  and  MidCap  SPDR™  are  trademarks  of  The  McGraw-Hill 
Companies,  Inc.,  licensed  for  use  by  State  Street  Global  Markets,  LLC.  MidCap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by 
Standard  &.  Poor's  and  S&.P  makes  no  representation  regarding  the  advisability  of  investing  in  MidCap  SPDRs.  ©2006  State  Street  Corporation. 
ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust. 
MID000109 


Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding." 


Wrong  Remedy 


THE  DOLLAR  IS  ONCE  AGAIN  WEAKENING  AGAINST  OTHER 
currencies.  The  culprit  is  not  the  trade  deficit — the  greenback 
showed  strength  against  the  euro  in  2005  and  much  of  this  year, 
even  though  our  trade  account  is  allegedly  drowning  in  red  ink. 
The  culprit  is  the  Federal  Reserve,  which  has  been  printing 
money  at  an  inflationary  pace  and  at  a  faster  clip  than  the  Bank 


of  England,  the  Bank  of  Japan  or  the  European  Central  Bank. 

The  best  gauge  of  monetary  disturbance  is  gold.  Its  no  sur- 
prise the  dollar  price  of  the  yellow  metal  has  shot  up  in  recent 
weeks.  Unfortunately,  Fed  Chairman  Ben  Bernanke  and  most 
other  central  bankers  still  try  to  steer  monetary  policy  by  guessing 
the  appropriate  level  of  short-term  interest  rates. 


White  House  Rut 


THE  BUSH  ADMINISTRATION  IS  RUMORED  TO  BE  READY  TO  CUT 
a  deal  with  Democrats  next  year  to  "save"  Social  Security.  Future  ben- 
efits would  be  means-tested,  the  cap  on  income  currently  taxed  ($97,500 
in  2007)  would  be  lifted  or  eliminated  (as  it  already  has  been  for 
Medicare),  the  age  at  which  beneficiaries  can  draw  benefits  would  be 
raised  to,  say,  70  or  75,  and  the  way  future  benefits  would  be  indexed 
would  change.  Personal  accounts?  There  might  be  tiny  ones,  but  the 
incoming  Congress'  more  likely  preference  would  be  Super  IRAs 
that  people  could  contribute  to  in  order  to  supplement  future  ben- 
efits. They  would  have  no  connection  to  the  Social  Security  system. 

Youd  better  hope  the  Presidents  more  sensible  advisers  put 
the  kibosh  on  this  nonsense.  Its  a  disastrous  deal  on  par  with  the 
President's  father  breaking  his  "read  my  lips" 
pledge  not  to  raise  taxes.  Republicans  have 
already  hurt  their  entitlement-reform  credentials 
by  expanding  Medicare  to  cover  prescription 
drugs  for  everyone,  not  just  the  truly  needy. 

The  Administration  must  abandon  this  actu- 
arial mind -set  and  adopt  a  sunny,  Reaganesque 
approach.  Instead  of  getting  into  a  debate  about 
when  the  system  will  actually  go  cash-flow  nega- 
tive (the  latest  estimate  is  2017)  or  when  the 
so-called  trust  fund  will  actually  go  broke  (2040  is 
one  forecast),  the  White  House  should  emphasize 
the  positive.  Young  people  in  the  workforce,  not  Washington 
politicians,  should  own  their  Social  Security  retirement  plans.  The 
Administration  should  also  underscore  the  fact  that  our  nation  is 
wealthy  enough  to  cover  current  beneficiaries,  as  well  as  those 
entering  the  system  in  the  next  ten  years  or  so,  with  relative  ease. 
The  debate  should  be  centered  on  what  to  do  about  younger  peo- 
ple. The  mantra:  American  workers  should  own  their  own  retire- 
ment plans,  just  as  most  Americans  can  now  own  their  own  homes. 

The  big  mistake  the  White  House  made  in  2005  was  in  not 
putting  a  positive,  comprehensive  program  on  the  table  from  the 
get-go.  If  it  had,  people  would  have  known  immediately  what  the 
specifics  of  this  debate  were  about.  But  the  President  and  his 
aides  instead  tossed  out  ideas  from  time  to  time,  allowing  oppo- 
nents to  stir  up  fears  that  Grandma's  benefits  were  going  to  be 


slashed  and  that  the  retirement  age  would  be  raised  to  95.  Not 
since  the  Clinton  Administration's  nationalized  health  care  plan 
of  1993-94  has  there  been  such  political  idiocy  accompanying  a 
major  initiative.  These  should  be  sine  qua  non:  genuine  personal 
retirement  accounts;  no  rise  in  the  income  caps,  other  than  what 
is  already  mandated  by  law;  no  raising  the  retirement  age. 

A  root  canal  approach  won't  work  politically.  Nor  should  it.  It 
is  unnecessary.  But  there  are  several  positive  plans  circulating 
that  the  White  House  could  pick  up  and  advocate. 

One — an  intriguing,  comprehensive  plan — has  been  put  forth 
by  the  American  Institute  for  Full  Employment  (wwwamerica- 
islistening.org).  Dubbed  the  7.65%  Solution,  it  deals  with  both  So- 
cial Security  and  Medicare.  The  beauty  of  it  is  not 
its  sound  numbers  but  its  boldness:  The  entire  por- 
tion of  an  employee's  contribution  to  Social  Secu- 
rity and  Medicare  (7.65%)  would  go  into  the  in- 
dividual's private  retirement  and  health  accounts. 
The  plan  would  have  sensible  restrictions  on  how 
the  money  is  to  be  invested,  with  particular  empha- 
sis on  diversity.  The  model  for  this  is  the  federal 
Thrift  Savings  Plan,  in  which  government  workers 
can  choose  from  a  half-dozen  funds  ranging  from 
all  bonds  to  all  equities.  Each  of  these  funds  has 
earned  far  better  returns  than  has  Social  Security. 
The  7.65%  Solution  has  several  other  intriguing  aspects,  includ- 
ing the  setting  up  of  a  genuine  Social  Security  trust  fund  that  could 
invest  monies  in  corporate  bonds. 

Politically,  the  best  part  of  this  approach  is  that  it  would  give  work- 
ers choice.  When  an  individual  decided  to  retire,  he  or  she  could  have 
benefits  based  on  the  traditional  Social  Security/Medicare  plans  or  go 
for  an  option  that  uses  one's  personal  account.  In  other  words,  dem- 
agogically induced  fears  about  crashing  stock  markets  would  become 
moot:  You  could  choose  the  greater  of  the  benefits.  Only  workers 
22  years  and  under  would  have  to  go  entirely  into  the  new  system. 

The  Social  Security  debate  should  be  focused  on  how  we  can 
better  provide  for  Americans'  retirements  while,  at  the  same  time, 
strengthening  the  economy.  The  White  House  should,  once  and 
for  all,  flush  away  its  current  constipated,  actuarial  approach. 
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Restaurants  are  proliferating  faster  than  hedge  funds.  Here  are  the  best  "performers,"  courtesy  of  palette-perceptive 
Tom  Jones  and  Forbes  colleagues  Patrick  Cooke  and  Monie  Begley,  as  well  as  brothers  Bob,  Kip  and  Tim. 


**** 


Bouley 
Chanterelle 
Country 
Daniel 
davidburke  &  donatella 


Fleur  de  Sel 
The  Four  Seasons 
Jean  Georges 
La  Grenouille 
Le  Bernardin 


Le  Cirque 
March 
Masa 
The  Modern 
Nobu 


Per  Se 
Perry  St. 

Town 
'21'  Club 


Sirio  Maccioni  and  his  sons  have  opened  another  incarnation  of 
Le  Cirque  at  impressive  new  digs.  A  packed  bar  for  informal  dining 
and  a  subdued  main  dining  room  upstairs  with  a  Tiffany-style  glass 
dome,  beautiful  porcelain  and  flatware  and  perfecdy  spaced  tables 
make  Country  an  elegant  newcomer  to  our  Four  Star  galaxy.  Town 
would  be  the  winning  starlet  if  we  gave  awards  for  dramatic  pres- 


entation. If,  as  is  true  for  the  U.S.  Congress,  money  is  no  object,  try 
Masa— where  the  prix  fixe  is  $400  per  person — for  fabulous 
Japanese  food  or  Per  Se — $250  a  head — where  every  morsel  is 
sublime.  La  Grenouille,  sole  survivor  of  the  French  grandes  dames 
that  once  ruled  the  city's  restaurant  scene,  continues  to  delight. 
Bouley  s  two  rooms  are  equally  beautiful;  the  food  is  exquisite. 


Alto 

Eleven  Madison  Park 

Nippon 

Spigolo 

A.O.C  Bedford 

Etats-Unis 

Orso 
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Veritas  \ 

Del  Posto 

Morimoto 

Spice  Market 

wd-50 

This  category  is  now  a  supernova  with  an  astonishing  14  new 
additions.  Del  Posto's  novel  notions  of  Italian  cooking  are  extraor- 
dinarily delicious.  Tocqueville  s  excellent  French-American  fare 
and  smooth  service  give  you  an  idea  of  what's  meant  by  a  civilized 
dinner  out.  Dish  after  dish  at  Spigolo  is  original  and  homey.  Sant 
Ambroeus'  first-rate  Italian  cuisine  has  made  it  the  Upper  East 
Side  favorite  of  the  well-heeled,  well-groomed  and  well-preserved 
international  set.  Fish  served  amid  mountains  of  olives  and  fresh 
veggies  is  Kellari  Taverna's  specialty.  InTent  s  Moroccan-inspired 
space  and  top-notch  fare  combine  to  produce  an  exotic  atmo- 
sphere. At  Buddakan  the  victuals  soar  to  heights  almost  as 


lofty  as  the  ceiling  in  the  grand,  paneled  main  dining  room. 
Maremma  promises  a  Tuscany-meets-Texas  experience,  and 
delivers:  Everything,  from  the  Tuscan  tomato  soup  to  gnocchi  to 
the  yellowfin  tuna,  is  sublime.  Bette  serves  some  of  the  most 
superbly  prepared  meat  and  fish  in  town.  Morimoto  is  the  quin- 
tessential Japanese- inspired  fusion  cuisine,  flawlessly  served  in  a 
fantastically  futuristic  space.  Sascha  offers  a  variety  of  settings  for 
its  contemporary  American  food  prepared  with  a  European  flair. 
Telepan  is  a  sensational  culinary  oasis  on  Manhattan's  Upper  West 
Side.  Wine  aficionados  flooding  to  Veritas  for  its  1,000-plus  selec- 
tions are  also  treated  to  rich  portions  of  food  packed  with  flavor. 
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Artisanal — Countless  cheeses  to  choose  from,  as  well  as  excellent  food  to  go  with  or  without  them. 
Barca  18 — Rollicking,  noisy  haven  for  the  cocktail-swigging,  tapas-munching  young  and  young  at  heart. 
Billy's  Bakery  j  Cupcake  Cafe  j  Magnolia  Bakery  |  Serendipity  3— Enjoy  before  modern-day  prohibitionists 
ban  sugar,  chocolate  and  other  items  that  can  make  eating  so  sweet. 
BLT  Fish  |  BIT  Prime  I  BIT  Steak— Meccas  for  meat  eaters  and  fish-o-philes. 
Cafe  des  Artistes — Delicious  food  in  a  stimulating  setting. 
Caffe  Grazie  I  II  Postino  j  Lupa  |  Maurizio  Trattoria  j  Osteria  del  Circo  j  Vento— Remarkable  variety 

of  delectable  Italian  cuisines. 

Chez  Josephine — Perfect  for  pre-  or  post-theater  dining:  solicitous  service,  tantalizing  portraits  of  the  inimitable  Josephine 
Baker  and  a  pianist  playing  everything  from  Broadway  show  tunes  to  Debussy  and  Satie. 
Circus — Creative  fare  makes  this  Brazilian  eatery  a  great  escape  from  the  bustling  crowds  of  Midtown. 
Cookshop — Fun  spot  offering  enticing  entrees  and  scrumptious  desserts. 
Daisy  May's  BBQ|  Dinosaur  Bar-B-Que|  RUB  (Righteous  Urban  Barbecue) — Barbecue  bliss, 
devi— means  mother  goddess  in  Sanskrit,  and  here  she  is  graced  by  heavenly,  if  not  divine,  Indian  offerings. 
Di  Fara  j  Grimaldi's— Pizzas  here  are  more  palatial  than  parlor. 
Dim  Sum  Go  Go — The  place  to  go  if  you  want  to  experience  Chinese  food  in  Chinatown. 
EN  Japanese  Brasserie— An  airy,  modernist  space,  with  an  open  kitchen  serving  authentic  Japanese  fare. 
Fiamma  Osteria — Popular  SoHo  Italian  eatery  packs  them  in  with  food  that  makes  life  dulce  indeed, 
fresh.— Apt  name  for  the  perfect  place  to  go  for  pristine  catch  of  the  day. 
Gavroche — Basic  French  culinary  contributions — onion  soup,  charcuterie,  steak  frites,  creme  brulee — superbly  served. 
Gilt — The  sometimes  eccentric  fare  at  the  splendorous  Villard  Mansion  makes  this  the  ideal  setting  to  impress  guests. 
Gobo — Brimming  with  vegetarian  and  nonvegetarian  customers  because  it  serves  unique  dishes  without  the 
PC  attitude  found  at  so  many  other  vegetarian  restaurants. 
Gramercy  Tavern — Good  food  combined  with  understated  and  efficient  service. 
Hell's  Kitchen  j  Maya  |  Mesa  Grill  |  Mexicana  Mama — Magnets  for  those  who  love  mouthwatering  Mexican  meals. 
Le  Boeuf  a  la  Mode — French  bistro  culinary  treasures  served  in  softly  lit  room  with  beautiful  burgundy  banquettes, 
the  little  owl — Limited  but  wonderfully  inventive  Mediterranean-influenced  menu. 

The  Mermaid  Inn — One  visit  and  seafood  lovers  are  hooked. 
Michael  Jordan's  The  Steak  House  N.Y.C.— Fitting  foodery  for  this  basketball  great. 
Mr.  K's— The  Middle  Kingdom  itself  would  be  envious  of  the  choice  Chinese  cuisine  served  here. 
Ono — An  impressive  menu  makes  this  a  must  for  Japanese  food  aficionados. 
Payard  Patisserie  &  Bistro — Fun  and  popular  when  you  want  a  hit  of  France. 
Peacock  Alley— A  place  that  spectacularly  preens. 
Petrossian— Copious  caviar  and  lavish  French  fare. 
Popover  Cafe— The  name  says  it  all. 
Prune— Imaginative,  expertly  prepared  dishes  in  a  small,  bistrolike  setting  in  the  bohemian  East  Village. 
The  Red  Cat— Caloric  comfort  food,  such  as  house-cured  foie  gras,  makes  this  the  place  to  eat  in  Chelsea. 
Sakagura — The  spot  for  serious  sake  drinking  and  exquisite  Japanese  fare. 
Tribeca  Grill— Wall  Streeters  mob  it  for  lunch;  Greenwich  Village  residents  mob  it  at  night. 
Turkish  Kitchen— Beguiling  atmosphere  and  notable  menu  make  this  a  delight  for  Turks  and  non-Turks  alike. 
Wallse— A  little  bit  of  Austria  in  the  West  Village,  but  far  more  hip.  Wonderfully  cozy  on  a  winters  evening. 
The  Water  Club— Great  view  and  superb  seafood  on  East  River  barge. 
Wu  Liang  Ye— The  spicy  dishes  here  can  make  their  Cajun  cousins  seem  bland. 
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TOYOTA 


IF  YOU  LOVE  SKIING,  CHANCES  ARE  YOU 
love  Utah.  And  we  love  Utah  too, 
but  for  a  different  reason.  For  us,  it's 
the  airbags.  Toyota  buys  airbags  from 
Autoliv  in  Ogden,Utah.  They're  terrific 
partners,  one  of  our  hundreds  of  quality 
suppliers  across  the  country. 

Relationships  with  suppliers  are  the 
lifeblood  of  our  U.S.  operations.  At  Toyota, 


ik  Utah  has 

lovely  ski  trails 
we 


we  purchase  more  than  $28  billion  in 
U.S.  parts,  materials,  goods,  and  services 
every  year.  And  whether  we  are  in 
North  Carolina  ordering  engine  sensors, 
in  Michigan  buying  batteries,  in  Ohio 
getting  steel,  or  in  Utah  picking  up 
airbags,  you  can  be  sure  of  one  thing: 
Toyota  is  committed  to  keeping  our 
investment  in  America  strong. 


toyota.com/ii8a 


Other  Comments 


You  must  never  trust  a  skinny  chef. 

-JOACHIM  (JOCK)  BARELMANN,  executive  chef,  MS  Ryndam 


The  Upper  Hand  When  I  grew  up  in  the  Bronx,  there 
were  street  gangs.  You  mostly  stayed  away  from  them,  and,  if  you 
really  had  to,  you  fought  with  them.  But  I  never  remember  any- 
one saying,  "Gee,  maybe  if  we  just  talk  with  them  . . ."  Nor  do  I 
remember,  in  two  decades  as  a  prosecutor,  anyone  saying,  "Y'know, 
maybe  if  we  just  talk  with  these  Mafia  guys,  we  could  achieve  some 
kind  of  understanding  . . ."  Sitting  down  with  evil  legitimizes  evil. 
As  a  practical  matter,  all  it  accomplishes  is  to  convey  weakness.  This 
spring— after  trumpeting  the  Bush  Doctrines  "you're  with  us  or 
you're  with  the  terrorists"  slogan  for  five  years — Secretary  of  State 
Rice  pathetically  sought  to  bribe  Iran  out  of  its  nuclear  program 
with  a  menu  of  all  carrots  and  no  sticks  ...  and  certainly  no 
demand  that  the  mullahs  stop  fomenting  terror.  The  result?  They're 
still  laughing  at  us,  even  as  they  build  their  bombs,  harbor  al  Qaeda 
operatives,  and  arm  the  militias  killing  American  soldiers  in  Iraq. 

While  our  rhetoric  blathers  that  we'll  never  let  them  have  a  nuke, 
our  talk  begs  them,  pretty-please,  to  stop  building  one.  And  our 
actions  all  but  hand  them  one.  If  all  that  makes  you  wonder  who's 
the  superpower,  what  do  you  suppose  they're  thinking? 

—ANDREW  C.  MCCARTHY,  Foundation  for  the  Defense  of 
Democracies,  National  Review  Online 

Real  Security  (for  All)  The  chief  actuary  of  Social 

Security  has  officially  scored  at  least  five  different  personal-account 
reform  plans  as  achieving  full  solvency  in  Social  Security,  without 
any  benefit  cuts  or  tax  increases.  Indeed,  these  reform  plans  all 
include  a  federal  guarantee  that  workers  would  get  at  least  as  much 
in  benefits  as  Social  Security  promises  under  current  law.  The  only 
other  way  to  pay  those  promised  benefits  in  the  future  is  to  raise 
the  Social  Security  payroll  tax  by  over  60%.  But  the  plans  all  go  be- 
yond even  this.  All  are  designed  so  that  eventually,  with  the  accounts 
earning  standard,  long-term,  market  investment  returns,  workers 
would  get  higher  benefits  than  Social  Security  promises  for  the 
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"You've  been  eating  again." 


future  under  current  law.  Workers  would  also  directly  own  their 
retirement  funds  in  the  personal  accounts.  They'd  be  free  as  well 
to  choose  to  leave  some  or  all  of  their  funds  to  their  families  at  death. 

Republicans  would  make  a  big  mistake  in  hiding  from  the 
personal  accounts.  Because  of  the  enormous  benefits  they  pro- 
vide for  working  people,  they  are  in  fact  a  populist,  positive  idea 
at  the  grassroots. 

—PETER  FERRARA,  Institute  for  Policy  Innovation, 

New  York  Post 

Bridging  the  Gap  It  has  been  strange  for  me  in  these 
days  since  the  election  to  spend  so  much  time  with  so  many 
figures  I  admire  and  to  find  that  each  group  barely  recognizes 
each  others  concerns.  The  War  Party  is  the  War  Party,  the  Small 
Government  Party  is  the  Small  Government  Party,  and  ne'er  the 
twain  shall  meet  apparently.  That  way  lies  disaster:  You  can't  be  in 
favor  of  assertive  American  foreign  policy  overseas  and  increasing 
Europeanization  domestically;  likewise,  you  can't  take  a  reduc- 
tively  libertarian  view  while  the  rest  of  the  planet  goes  to  pieces. 
Someone  in  the  GOP  needs  to  do  what  Ronald  Reagan  did  so 
brilliantly  a  quarter- century  ago — reconcile  the  big  challenges 
abroad  with  a  small-government  philosophy  at  home.  The  House 
and  the  Senate  will  not  return  to  Republican  hands  until  they  do. 

—MARK  STEYN,  New  York  Sun 

Solo  Act  Shall  we  never  learn  the  worthlessness  of  other 
people's  views  of  food?  There  is  no  authoritative  body  of  com- 
ment on  food.  Like  all  the  deeper  personal  problems  of  life,  you 
must  face  it  alone. 

—FRANK  MOORE  COLBY 

Old  Master  An  Australian  collector  called  George  Salting 
(1835-1909),  a  dim  figure  who  led  an  obscure  life,  left  Britain  the 
biggest  single  series  of  art  donations  in  her  history,  remarkable 
not  just  for  its  quantity  but  for  its  superlative  quality.  The  effect  of 
[his]  enormous  bequests  was  to  raise  all  three  of  Britain's  national 
collections  [the  Victoria  &  Albert  Museum,  the  National  Gallery 
and  the  British  Museum]  several  notches  in  the  world  league  of 
museums.  It  is  curious  that  people  like  Salting— who  have  such 
permanent  effects  not  on  the  way  art  is  made  (I  doubt  if  he  ever 
bought  anything  from  a  living  artist)  but  on  the  way  it  is  shown 
to  the  world — are  little  known,  even  to  art  experts.  They  often, 
as  in  his  case,  show  the  sin  of  avarice  put  to  good  use,  and  pose 
interesting  moral  problems.  What  if  he  had  just  given  his  money 
to  the  poor?  There  would  be  nothing  to  show  today. 

—PAUL  JOHNSON,  The  Spectator 

Giddy  With  Anticipation  The  idea  of  waiting 

for  something  makes  it  more  exciting. 

—ANDY  WARHOL  F 
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Current  Events 


By  Lee  Kuan  Yew,  Minister  Mentor  of  Singapore 


Domestic  Consensus  Will  Set  Limits 


ON  A  VISIT  TO  NEW  YORK  CITY  AND  WASHINGTON,  D.C.  IN 
mid-October  I  found  the  politically  aware  troubled  by  Iran's 
nuclear  processing  and  North  Koreas  nuclear  testing.  The  daily 
death  toll  of  Iraqis  and  Americans  in  Iraq  made  for  grim  televi- 
sion viewing.  Everyone  feared  that  whatever  move  the  U.S. 
decides  to  make  could  leave  Iraq  in  chaos.  And  no  one  wanted  to 
be  blamed  for  what  might  happen  next. 

An  Oct.  24  article  in  the  Wall  Street  Journal  entitled  "Biparti- 
san Redeployment,"  written  by  Senator  Joseph  R.  Biden  Jr.  (D-Del.) 
and  Leslie  H.  Gelb  (president  emeritus  and  board  senior  fellow, 
Council  on  Foreign  Relations),  captured  the  mood  thus:  "Repub- 
licans don't  want  to  run  for  the  presidency  in  2008  with  Iraq  around 
their  necks.  Democrats  do  not  want  to  assume  the  presidency  in 
2009  saddled  with  a  losing  war."  Hence,  many  welcomed  the  bi- 
partisan commission  led  by  James  Baker,  former  Secretary  of  State, 
and  Lee  Hamilton,  former  chairman  of  the  House  Committee  on 
International  Relations.  It  is  hoped  the  commission  will  help  the 
U.S.  find  a  reasonable  path  away  from  Iraq's  downward  slide  into 
civil  war,  thereby  avoiding  an  untenable  position  for  U.S.  forces. 

I  have  attempted  to  read  the  tea  leaves  to  fathom  how  U.S. 
foreign  policy  will  evolve. 

The  war  on  terror  was  not  one  of  America's  choosing.  Cur- 
rently Islamist  fanatics  are  the  dominant  force  in  the  Islamic 
world.  They  are  prepared  and  have  the  capacity  to  continue  their 
terror  attacks  for  decades.  They  have  taken  on  the  U.S.,  Israel,  the 
EU,  Russia,  India  and,  indeed,  any  nation  that  stands  in  their  way. 
The  U.S.  must  use  more  than  its  military  power  to  counter  this 
threat;  it  must  also  use  its  soft  diplomatic  power.  It  must  recover  its 
attraction  as  a  democracy  that  has  benevolent  and  benign  policies 
that  can  uplift  all  the  peoples  of  the  world — policies  that  can  rally 
moderate  Muslims,  now  on  the  defensive,  to  stand  up  and  oppose 
the  jihadists'  religious  and  ideological  perversion  of  the  Koran. 

The  U.S.  has  dissolved  the  precarious  balance  Saddam  Hussein's 
ruthlessness  enforced  His  Sunni  dictatorship  controlled  the  Shiites  in 
Iraq  and  blocked  Shiite  Iran  from  making  any  moves  west  toward  the 
Gulf  states'  Shiites.  A  new  balance  has  yet  to  be  reached  one  that  Amer- 
ica can  influence  to  prevent  dominance  of  the  Gulf  by  either  Shiites 
or  Sunnis.  Even  with  a  Shiite-majority  government  in  charge  in  Iraq, 
the  U.S.  will  be  able  to  exert  enough  influence  to  prevent  Iraq  from  be- 
coming subservient  to  Iran.  The  situation  in  Iraq  is  far  from  hopeless. 

Bipartisan  Policy  Is  Crucial 

Unlike  what  happened  in  Vietnam,  the  war  on  terror  will  not  end 
when  U.S.  forces  leave  Iraq.  Americans  will  have  to  work  out 


their  best  options.  Domestic  conflicts  between  Republicans  and 
Democrats  over  the  causes  of  the  terror  threat  and  what  is 
needed  to  combat  it  wiU  only  lead  to  a  tragic  repeat  of  the  bitter 
divisiveness  experienced  during  the  Nixon  years.  Democrats, 
who  take  control  of  both  the  Senate  and  the  House  in  January, 
will  have  budgetary  responsibility  for  how  the  war  in  Iraq  is  pros- 
ecuted. They  will  inherit  problems.  As  Secretary  of  Defense- 
designate  Robert  Gates  said  in  his  nomination  remarks,  "The 
United  States  is  at  war,  in  Iraq  and  Afghanistan.  We're  fighting 
against  terrorism  worldwide.  And  we  face  other  serious  chal- 
lenges to  peace  and  our  security.  I  believe  the  outcome  of  these 
conflicts  will  shape  our  world  for  decades  to  come."  Without  a 
bipartisan  policy  on  Iraq,  Iran,  Syria,  Lebanon,  Israel  and  the 
Palestinian  issue,  domestic  turmoil  similar  to  that  engendered  by 
the  Vietnam  War  will  be  difficult  to  avoid. 

Shaping  the  Gulf  Region's  Future 

Conventional  wisdom  considered  the  Vietnam  War  an  unmiti- 
gated disaster.  But  Americas  involvement  and  President  Richard 
Nixon's  decision  to  stay  until  1973  ultimately  ended  with  China 
and  Vietnam  abandoning  communism.  In  1969  Soviet  and  Chi- 
nese forces  clashed  across  their  shared  border,  the  Ussuri  River. 
After  Mao  Zedong  received  National  Security  Adviser  Henry 
Kissinger  in  Beijing  in  1971  and  President  Nixon  in  1972,  North 
Vietnam  felt  betrayed  by  China.  In  1978,  having  signed  a  treaty  of 
friendship  and  cooperation  with  the  U.S.S.R.,  Vietnam  invaded 
Cambodia.  In  response  China  attacked  Vietnamese  towns  across 
their  common  border.  This  stopped  Vietnam  from  attacking 
Thailand.  The  next  domino  did  not  fall. 

Instead,  confident  that  China  would  be  a  deterrent  to  any  Viet- 
namese aggression,  Thailand  granted  sanctuary  behind  its  borders 
to  Cambodian  resistance  forces.  Eleven  years  later,  in  1989,  Viet- 
nam withdrew  from  Cambodia.  After  thrashing  about  for  another 
decade,  Vietnam  followed  China's  move  toward  the  free  market. 
Had  the  U.S.  pulled  out  of  Vietnam  after  North  Vietnam's  Tet 
Offensive  in  early  1968,  the  dominoes  in  Southeast  Asia  would 
have  fallen,  and  China  and  Vietnam  would  not  be  free-market 
economies  with  more  liberal  social  systems.  So  who  truly  won? 

The  outlook  for  the  Middle  East  may  be  less  dire  than  it  cur- 
rently appears.  When  confronted  with  peril,  great  nations  do  not 
lose  their  nerve.  Though  the  challenge  to  America  is  not  on  the 
same  order  of  magnitude,  it  is  inspiring  to  recall  Winston 
Churchill's  resolve  in  1940,  when  Britain  stood  alone  against 
Adolf  Hitler's  Germany.  F 
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Lee  Kuan  Yew,  minister  mentor  of  Singapore;  Paul  Johnson,  eminent  British  historian  and  author;  and  Ernesto  Zedillo,  director, 
Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico,  rotate  in  writing  this  column. 
To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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"gital  Rules 

By  Rich  Karlgaard,  Publisher 


Seven  Lessons  of  Walt  Disney 


THE  ESSENCE  OF  THE  LIFE  OF  WALT  DISNEY,  DREAMER,  INNOVA- 
tor,  entrepreneur  and  protean  exporter  of  American  culture — 
and  dead  for  40  years  this  month— has  eluded  biographers.  Until 
now.  The  Hollywood  historian  Neal  Gabler  masterfully  fills  the 
gap  with  his  851 -page  Walt  Disney:  The  Triumph  of  the  Ameri- 
can Imagination  (Alfred  A.  Knopf).  If  you're  in  search  of  a  long, 
satisfying  holiday  vacation  read,  this  is  the  book. 

I  read  it  from  San  Francisco  to  Miami  (and  back)  and  during 
our  tenth  FORBES  Cruise  for  Investors  in  the  eastern  Caribbean 
Sea.  So  good  was  Walt  Disney  that  I  skipped  a  snorkeling  trip  in 
Grand  Turk  and  a  splash  with  the  dolphins  in  Tortola.  I  will  now 
publicly  beg  my  abandoned  wife's  forgiveness. 
Honey,  the  book  was  that  good. 

Enough  gushing.  Here's  why  I  liked  it.  Walt  Dis- 
ney is  the  best  business  book  I've  read  in  years. 
That's  not  a  high  bar,  as  most  books  written  directly 
to  address  business  challenges  are  hopeless  bores,  of 
course.  Of  the  few  good  ones,  most  are  only  indi- 
rectly about  business.  Last  year  I  recommended  as  a  * 
terrific  "business"  book,  Wooden  on  Leadership,  by 
John  Wooden,  former  head  basketball  coach  for 
UCLA.  A  couple  of  years  ago  I  hailed  Rick  Warrens 
The  Purpose-Driven  Church  as  a  useful  read.  Just 
substitute  "business"  for  "church"  and  it's  all  there. 

In  Walt  Disney  Gabler  takes  us  inside  the  heart  and  head  of  one 
of  our  greatest  entrepreneurs.  Here  are  some  lessons  Walt  has  to  teach: 
An  unhappy  childhood  doesn't  kill.  When  Walt  was  9  years  old,  his 
father,  Elias,  sold  the  failed  family  farm  and  bought  a  paper  route  in 
Kansas  City.  Elias  put  his  boys  to  work  The  youngest,  Walt,  "would 
rise  early,  in  the  darkness,  to  get  his  allotment  of  50  papers. ...  He  re- 
turned home  at  5:30  or  6:00,  took  a  short  nap  and  then  woke  and  ate 
his  breakfast. ...  At  times  the  cold  and  his  tiredness  would  conspire, 
and  Walt  would  fall  asleep,  curled  inside  his  sack  of  papers."  Out  of 
this  Dickensian  boyhood  grew  Walt's  vision  of  escape  to  a  Utopian  world 
That  vision,  of  course,  would  inspire  his  animations  and  theme  parks. 
Don't  fall  in  love  with  money.  Walt  was  a  lousy  businessman,  by 
his  own  admission.  His  brother  Roy  handled  all  money  matters. 
"[Walt]  cared  nothing  for  money  except  as  a  means  to  an  end," 
writes  Gabler.  "Walt's  only  ambition  was  to  make  great  cartoons." 
Time  and  again  Walt  and  Roy  would  gamble  all  they  owned  on 
making  breakthrough  movies  and,  eventually,  a  theme  park. 
Knowing  the  money  could  come  and  go,  Walt,  his  wife,  Lillian, 
and  their  two  children  lived  modestly  in  a  three-bedroom  house. 
They  rarely  hobnobbed  with  other  Hollywood  moguls. 
Exploit  the  latest  technology.  During  the  mid- 1920s  Disney's 
main  competitor  was  the  New  York  shop  of  Max  and  Dave 
Fleischer,  creators  of  Koko  the  Clown  and,  later,  Betty  Boop  and 


Popeye.  Disney's  Hyperion  studio  had  recently  introduced 
Mickey  Mouse  in  a  silent  short  called  Plane  Crazy.  Then  came 
the  technology  of  sound.  Disney  saw  the  potential.  He  innovated 
a  way  to  synchronize  sound  and  action,  which  spawned  Steam- 
boat Willie,  the  movie  that  forever  propelled  Disney  ahead  of  the 
Fleischers.  Disney  spent  his  career  looking  for  the  technology  edge. 
Demand  perfection,  but  play  loose.  Walt  often  worked  'til  mid- 
night and  demanded  the  same  of  his  employees.  In  grueling 
"sweatbox"  sessions  he  could  ream  an  animator  for  a  poorly 
drawn  dwarf's  thumb.  But  Walt  also  built  a  corporate  campus 
with  airy  rooms,  air-conditioning  and  top  furniture,  in  the  man- 
ner of  today's  coolest  ad  agencies  or  software  firms. 
Dress,  led  by  Walt,  was  casual.  He  encouraged 
pranks  among  the  staff. 

Borrow  from  the  outside.  Flush  from  the  successes 
of  movie  shorts  featuring  Mickey  Mouse,  Donald 
Duck  and  the  Three  Little  Pigs,  Walt  wanted  to 
make  a  feature-length  picture.  But  he  knew  the 
gag-driven  pace  of  the  shorts  would  wear  out  over 
80  minutes.  So,  to  prepare  for  making  Snow  White, 
Walt  sent  his  animators  to  classes  in  acting,  fine 
arts  and  even  to  classes  on  motion  and  gravity. 
Be  a  storyteller.  If  Walt  Disney  had  one  towering  gift, 
it  was  this:  He  was  an  extraordinary  storyteller.  He  used  stories  to 
convey  his  vision  and  inspire  employees.  In  the  winter  of  1934  he 
gathered  his  top  animators  on  a  soundstage.  "Walt  was  standing  at 
the  front,  lit  by  a  single  spotlight  in  the  otherwise  dark  space,"  writes 
Gabler.  "Announcing  that  he  was  going  to  launch  an  animated  fea- 
ture, he  told  the  story  of  Snow  White,  not  just  telling  it  but  acting  it 
out,  assuming  the  characters'  mannerisms,  putting  on  their  voices, 
letting  his  audience  visualize  exactly  what  they  would  be  seeing  on 
the  screen.  He  became  Snow  White  and  the  wicked  queen  and  the 
prince  and  each  of  the  dwarfs."  The  performance  took  more  than 
three  hours.  '"He  was  a  spellbinder,'  recalled  animator  Joe  Grant." 
Reinvent  yourself  when  necessary.  The  huge  success  of  Snow 
White  created  employee  expectations  that  Walt  couldn't  fulfill.  In 
1941  Disney  studio  animators  went  on  strike.  Walt  was  shattered. 
He  would  never  again  feel  the  same  passion  for  cartoons  and 
movies.  Thus  began  his  wilderness  period,  which  lasted  a  decade. 
Out  of  that  period  came  Walt's  inspiration  for  Disneyland,  and 
he  threw  himself  into  the  theme  park. 

Where  did  Walt's  second  wind  come  from?  Can't  tell  you — 
I'm  out  of  space.  Read  Neal  Gabler's  fine  biography  on  a  great 
American  businessman.  F 


I  Forbes 


Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or  visit 
his  home  page  at  www.karlgaard.com. 
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A  MESSAGE  FROM  TONY  ZOOK,  PRESIDENT  and  CEO 
AstraZeneca  Pharmaceuticals  LP,  U.S. 
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There's  a  new  equation  for  making  good  medicine. 
It  takes,  on  average,  an  investment  of  10  years 
and  $800  million  to  find  the  one  compound  in 
5,000  that  becomes  a  new  drug  to  improve 
people's  health.  In  the  past,  once  that  medicine  was 
approved,  we'd  deliver  it  to  patients,  and  our  job 
was  done. 

Today,  AstraZeneca  is  even  more  committed  in  new 
and  distinct  ways  to  developing  new  products  to 
enhance  people's  health,  investing  more  than 
ever  to  find  effective  treatments  for  diseases  not 
yet  treatable.  We  also  recognize,  however,  that  no 
matter  how  effective  our  medicines,  they  do  no 
good  if  people  can't  afford  them  or  can't  understand 
how  to  take  them.  The  new  equation  calls  for  us  to 
do  as  much  as  we  can  to  help  people — both  inside 
and  outside  of  our  research  laboratories. 

Making  meaningful  medicines  ...  and  beyond 
Most  people  have  come  to  know  AstraZeneca 
for  our  medicines  that  help  treat  cancer,  high 
cholesterol,  mental  health,  asthma,  and 
problems  associated  with  acid  reflux  disease. 
And  our  pipeline  is  full  of  exciting  new  medicines 
for  illnesses  we  hope  to  treat  in  the  future. 


level.  This  important  expansion  can  potentia 
assist  an  estimated  3.8  million  more  peop 
bringing  the  total  uninsured  population  that  m 
qualify  to  approximately  33  million  people.  Tl- 
change  now  helps  the  middle  class  and  those  w 
lower  incomes  get  the  medicines  they  need 
improve  their  health. 

Our  Patient  Assistance  Program  also  providi 
one-on-one  education  and  information  to  he 
people  find  other  health  and  drug  coverac 
assistance  programs  for  which  they  may 
eligible.  We  even  connect  patients  with  oth 
manufacturers'  assistance  programs. 

AstraZeneca  has  also  partnered  with  tr 
National  Council  on  Aging  and  the  Access 
Benefits  Coalition  to  provide  a  communit 
based  educational  initiative  called  My  Medicai 
Matters,  which  helps  people  better  understar 
the  Medicare  Prescription  Drug  Benefit.  Durir 
the  first-ever  Medicare  Part  D  enrollment  perioi 
My  Medicare  Matters  sponsored  more  than  3,1G 
events  and  provided  one-on-one  assistance  1 
more  than  210,000  people,  helping  them  to  bette 
understand  the  new  coverage. 


But  while  discovering,  developing,  and  making 
medicines  that  improve  people's  health  will  always 
be  our  main  endeavor,  we  recognize  it  cannot  be 
our  only  endeavor. 

Helping  people  afford  and  understand  healthcare 
That's  why  we  recently  expanded  our  Patient 
Assistance  Program  for  people  who  don't  have 
prescription  drug  coverage.  Now  individuals 
earning  up  to  $30,000  or  a  family  of  four  making  up 
to  $60,000  can  get  their  AstraZeneca  medicines  for 
free.  That's  three  times  above  the  federal  poverty 


Believing  in  the  right  things 
We  believe  in  the  work  we  do  to  improv 
people's  health.  That's  why  we're  trying  t 
create  a  personal  healthcare  experience  the 
goes  beyond  drug  development.  Building  o 
our  reputation  is  about  what  we  do.  And  whe 
we  do  is  make  meaningful  medicines  t 
help  people  live  healthier  lives  and  access 
afford,  and  understand  their  medicines 
To  learn  more  about  how  AstraZeneca  is  tryin< 
to  improve  your  healthcare  experience,  visi 
www.AZandMe.com. 


A  pharmaceutical  company  saving  you  money 
on  the  medicines  it  makes. 


If  you  take  any  AstraZeneca  medicines,  you 
may  be  surprised  that  there's  someone  you  can 
turn  to  for  help  if  you  can't  afford  them:  Us.  \ 
A  family  of  four  without  prescription  coverage 
making  up  to  $60,000  per  year  may  qualify  for 
patient  assistance.  The  AstraZeneca  Personal 
Assistants  can  assist  you  in  signing  up  for 
programs  that  can  provide  you  free  medicines 
or  significant  savings  if  you  qualify. 


We'll  be  the  first  to  admit  we  don't  have  all  the 
answers.  But  as  a  pharmaceutical  company 
we  recognize  that  when  you  trust  us  to  help 
you,  we  feel  we  owe  you  the  same  trust  in 
return.  That's  what  AZ&Me  is  all  about.  A  place 
we're  creating  to  put  the  personal  touch  back 
into  healthcare. 

Visit  AZandMe.com  or  call  1-800-AZandMe. 

Healthcare  for  people. 


AstraZeneca 


So  Much  for  Six  Sigmas 

As  noted  here  recently,  after  theft  of  a  laptop  computer 
containing  data  on  50,000  past  and  present  employees, 
General  Electric  offered  a  free  one-year  subscription  to  its 
own  Identity  Track  product — while  soft-pedaling  limits  on 
its  liability.  Oops  again!  Just  several  weeks  later  the  many 
affected  workers  in  New  York  State  got  a  letter  from 
Identity  Track  canceling  the  identity-theft  insurance  com- 
ponent of  the  package.  Reason:  Such  coverage  is  no 
longer  legal  there.  Though  the  laptop  is  still  missing,  GE 
says,  no  ID  thefts  have  been  reported.  — William  P.  Barrett 


Informer 

INFORMER@FORBES.COM 

He  Preferred  Titanic 

Aides  to  Botswana's  president,  Festus  Mogae,  say  it. was  just  a  tim- 
ing fluke  that  he  lauded  the  diamond  industry  in  a  United 
Nations  speech  four  days  before  this  months  release  of  Blood 
Diamond,  the  Leonardo  DiCaprio  movie  of  violent,  corrupt  deal- 
ings in  Sierra  Leone.  But  Botswana,  which  sits.  3,000 
miles  away  across  Africa  and  settles  disputes  by  law, 
fears  ostracism  from  confusion.  In  a  statement  to 
FORBES  Mogae  says  it  would  be  "unfortunate"  if  the 
movie  hurt  an  industry  "transforming  Botswana 
and  the  lives  of  its  people."  The  1.6  million  in  his 
poor,  AIDS-wracked  nation  next  to  South  Africa 
get  35%  of  their  economy  from  diamonds,  mostly 
mined  there  by  De  Beers.         —Stephane  Fitch 


Out  of  Africa:  Mogae 
(above)  and  OiCaprio. 
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Trace  Minerals 

In  little  more  than  a  year  shares  of  Minera  Andes  have  quadru- 
pled to  a  recent  $1.48  for  a  $227  million  market  cap.  The 
Spokane,  Wash,  company  says  it  is  exploring  land  in  Argentina 
for  gold,  silver  and  copper.  How  long  has  the  prospecting  lasted? 
Upwards  of  a  decade.  What's  been  mined  so  far?  Absolutely 
nothing.  How  has  Minera  Andes  managed  to  cover  its  annual 
losses,  which  have  totaled  $23  million  since  1994?  "Through  the 
sale  of  equity  securities,  joint  venture  arrangements  and  debt 
facilities,"  a  filing  states.  Defending  the  price,  boss  Allen  V. 
Ambrose  says  he  expects  silver  and  gold  mining  to  finally  com- 
mence next  year.  "You  have  to  look  at  the  big  picture  of  the 
upside,"  he  insists.  —Matthew  Rand 

What's  That  Commandment  Against  Stealing? 

Houses  of  worship  across  the  country  can  be  inviting  financial  targets  for  trusted — and  corrupt — 
insiders,  judging  from  this  sampling  of  criminal  punishments  handed  out  by  courts  in  cases 
involving  real  money.  All  these  sanctions  were  pronounced  during  this  calendar  year. — W.P.B. 


DEFENDANT  |  LOCATION  |  CHURCH  POSITION 

ALLEGATIONS  INCLUDE 

SENTENCE 

Mark  J.  Cole  |  Oneonta,  N.Y  |  pastor 

moving  $185,000  into  own  account 

probation 

Larry  Davis  |  Cold  Spring,  Ky.  |  pastor 

filching  $730,000  over  3  years 

21/2  years 

William  D.  Free  j  Independence,  Mo.  |  bookkeeper 

embezzling  $1 .2  million  over  4  years 

18  months 

Mel  la  M.  Getz  |  Carmel  Valley,  Calif.  |  secretary 

charging  $30,000  of  her  bills  to  church 

3  months 

1  Joseph  W.  Hughes  |  Rumson,  N.J.  |  pastor 

taking  $2  million  for  "lavish"  lifestyle 

5  years 

Keith  Koenigsdorf  |  Overland  Park,  Kans.  |  treasurer 

lifting  $297,964  over  4  years 

2  years 

Cory  Pelnar  |  Papillion,  Nebr.  |  business  manager 

grabbing  upward  of  $180,000 

probation 

§  John  Woolsey  |  New  York,  N.Y.  |  pastor 

purloining  $837,000  for  self 

4  years 

Heads  He  Wins,  Tails  the  Feds  Lose 

The  estate  of  Marvin  L.  Warner,  whose  role  in  the  well-publi- 
cized 1980s  collapse  of  Ohio  savings  and  loan  institutions 
earned  him  28  months  in  federal  prison,  is  trying  to  nail  the 
feds  coming  and  going.  Warner  died  in  2002  at  age  82,  owing 
the  Internal  Revenue  Service  $5.7  million  in  taxes  dating  back 
to  the  1970s,  when  he  was  Jimmy  Carter's  ambassador  to 
Switzerland.  Warner's  heirs  just  filed  a  U.S.  Tax  Court  lawsuit 
saying  existence  of  that  debt  legally  wiped  out  the  estate's  tax- 
able value— consisting  mainly  of  $4  million  of  real  estate  in  a 
trust— even  though  the  IRS  apparently  missed  a  ten-year  win- 
dow ending  18  months  after  Warner's  death  and  never  col- 
lected on  the  judgment.  During  his  lifetime  Warner,  who  had 
moved  to  Florida,  famously  used  that  state's  unlimited  home- 
stead exemption  to  shield  a  150-acre  horse  farm  from  creditors. 
Contending  his  estate  can  only  subtract  income  tax  actually 
paid— here,  $31 1,000— the  IRS  is  seeking  $2.8  million  in  estate 
taxes  and  penalties.  — Janet  Novack 

Internet  Billionaire 

A  two-month-old  Web  site  called  percywalker.com  amusingly  claimed 
as  we  went  to  press  that  its  namesake— stated  full  moniker  Percival 
X.  Walker — lived  in  Greensboro,  N.C.  and  was  worth  billions.  "I'm 
not  on  the  FORBES  list,"  said  one  posting  under  his  name,  because 
his  net  worth  rose  "only  recently"  when  "a  couple  of  my  private  eq- 
uity holdings  [went]  public." 
However,  Walker  is  not  listed 
in  any  fresh  Securities  & 
Exchange  Commission  fil- 
ings. Other  false  assertions 
on  the  satirically  toned  site 
included  a  degree  (after  a 
football  career)  from  Prince- 
ton University  and  coverage 
in  the  Greensboro  News  & 
Record.  Searches  of  various 
databases  cast  more  doubt. 
Said  a  prompt  reply  to  our 
inquiring  e-mail,  "I  lack  the 
desire  to  establish  . . .  that  I 
even  exist."         —  W.RB. 
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On  My  Mind 


By  Myron  Ebell,  director,  energy  and  Global  warming  policy,  competitive  enterprise  institute 


Love  Global  Warming 

What's  wrong  with  mild  winters,  anyway? 


WHEN  TALK  TURNS  TO  GLOBAL 
warming,  there  are  only  three 
socially  acceptable  opinions  that 
may  be  expressed.  It's  going  to  be 
bad,  terrible  or  catastrophic.  As  our 
leading  alarmist,  former  Vice  Presi- 
dent Al  Gore,  makes  clear  in  his 
book  and  movie,  An  Inconvenient 
Truth,  "the  negative  impact  of  cli- 
mate change  vastly  outweighs  any 
local  benefits." 

Researchers  have  warned  us  that 
a  temperature  rise  of  a  few  degrees 
will  bring  about  plagues  of  jellyfish 
on  our  shores,  more  poison  ivy  in 
our  gardens,  maple  syrup  shortages, 
drowning  polar  bears,  invasions  by 
hordes  of  smaller  and  smaller  ants, 
and  a  proliferation  of  new  types  of 
crime  (at  least  in  Australia).  Dry 
areas  will  become  deserts,  wet 
places  malarial  swamps.  Sea 
levels  will  rise  faster  and,  worst 
of  all,  the  effects  will  fall  hard- 
est on  women,  minorities,  chil- 
dren and  the  poorest  people  in 
the  poorest  countries. 

Yes,  rising  sea  levels,  if  they  happen,  would  be  bad  for  a 
lot  of  people.  But  a  warming  trend  would  be  good  for  other 
people.  At  the  risk  of  committing  heresy,  I'd  like  to  suggest 
that  the  debate  about  climate  change  include,  for  once,  a  fair 
assessment  of  the  benefits  alongside  the  declamations  of  harm. 

For  example,  cold  winter  storms  kill  a  lot  of  people.  More 
people  die  from  blizzards  and  cold  spells  than  from  heat  waves. 
Increased  death  rates  usually  persist  for  weeks  after  the  unusu- 
ally cold  temperatures  have  passed,  which  suggests  that  the  cold 
is  killing  people  who  would  otherwise  live  into  another  season  at 
least.  Mortality  rates  during  heat  waves  are  just  the  reverse.  The 
increase  ends  and  often  the  rate  drops  below  normal  as  soon  as 
temperatures  cool,  which  suggests  that  the  higher  temperatures 
are  killing  people  who  are  likely  to  die  soon  anyway.  It  is  true  that 
mortality  rates  from  both  cold  and  hot  weather  have  been  declin- 
ing in  rich  countries  for  a  long  time.  That's  because  wealthier 
societies  can  adapt  and  protect  themselves  better  from  tempera- 
ture extremes.  But  it  also  appears  that  deaths  from  hot  weather 


For  the  elderly  and  infirm, 
warmer  weather  is  healthier  as 
 well  as  more  pleasant.  


have  been  declining  more  rapidly 
than  those  from  cold. 

So  modest  climatic  improve- 
ment would  be  to  have  fewer  and 
less  severe  big  winter  storms.  Amaz- 
ingly, that's  exactly  what  we  should 
get  if  global  warming  theory  turns 
out  to  be  true.  The  models  say  that 
much  of  the  warming  will  occur  in 
the  upper  latitudes  and  in  the  winter. 
At  the  risk  of  further  ridicule  in 
kooky  blogs  in  England,  where 
global  warming  alarmism  is  now  a 
religion,  that  sounds  pretty  good  to 
me.  Fewer  people  will  die  from 
the  cold. 

And  once  you  think  about  it, 
there  are  likely  to  be  other  benefi- 
cial consequences  as  well.  Life  in 
many  places  would  become  more 
pleasant.  Instead  of  20  below 
zero  in  January  in  Saskatoon, 
it  might  be  only  10  below.  And 
I  don't  think  too  many  people 
would  complain  if  winters  in 
Minneapolis  became  more 

like  winters  in  Kansas  City. 

In  fact,  there  is  no  question  that  most  people  prefer  less 
severe  winters.  North  Dakota  and  Maine  haven't  been  gaining 
much  in  population.  Every  census  since  1960  shows  rapid  popu- 
lation growth  in  Florida,  California,  Arizona,  Texas  and  Nevada. 
For  the  elderly  and  infirm,  warmer  weather  is  definitely  healthier 
as  well  as  more  pleasant. 

This  promising  scenario  of  milder  winters  in  northern 
regions,  which  would  become  reality  in  the  unlikely  event  that 
global  warming  turns  out  to  be  as  considerable  as  predicted, 
comes  with  a  catch,  however.  Air-conditioning  is  now  considered 
a  necessity,  not  only  in  Houston  and  Washington,  D.C.,  but  even 
in  some  northern  climes  where  no  matter  how  hot  it  gets  during 
the  day,  it  still  cools  down  at  night.  Air-conditioning  takes  a  lot  of 
energy.  But  to  step  global  warming,  we're  supposed  to  use  much 
less  energy.  Given  our  obvious  preference  for  living  in  warmer 
climates  as  long  as  we  have  air-conditioning,  I  doubt  that  we're 
going  to  go  on  the  energy  diet  that  the  global  warming 
doomsters  urge  us  to  undertake.  F 
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Most  Experience 


MOST  CUSTOMERS 


World's  Largest  Fleet 


Most  Aircraft  Types 


Highest  Safety  Standards 


Superior  Ownership  Experience 


Global  Operations 


A  Berkshire  Hathaway  Company 


YEAR  AFTER  YEAR,  MORE  PEOPLE 

CHOOSE  NETJETS. 

Few  decisions  demand  as  much  thought  as  buying  a  fractional  share.  Yet  the  answer  is  simple. 
Since  creating  fractional  ownership  in  1986,  Netjets  has  led  in  everything  from  service  and 
safety  to  the  size  and  variety  of  our  fleet.  And  our  financial  stability  is  unmatched.  So  it's  no 
surprise  we  sell  more  jets  than  everyone  else  combined.  Travel  on  your  terms.  Talk  to  the  leader. 
Call  1-877-356-0754  or  visit  www.netjets.com. 
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NETJETS 


® 


Make  every  moment  count 


Follow-Through 


chnologyl 

CeMar 
Obsession 


APRIL  25,  2005 


In  the  Chips 


FLASHBACKS 


H 


We  weren't  sure  mild-mannered 
newcomer  Scott  McGregor  could 
fill  the  chief  executive  shoes  left  by 
Broadcom's  billionaire  founder, 
Henry  Nicholas.  But  McGregor 
has  shown  all  the  brashness  of  his 
manic  predecessor.  True  to  the  promise  he  made  last  year,  McGregor  has 
launched  the  Irvine,  Calif,  chipmaker  in  multiple  directions,  with  a  particular 
focus  on  all  things  wireless.  In  the  last  21  months  he  has  expanded  the  engi- 
neering staff  by  1,400,  a  60%  increase.  Broadcom's  new  wireless  chips  power 
the  controller  used  by  Nintendo's  hot  new  videogame  console,  the  Wii. 
Another  Broadcom  chip  will  let  DVD  players  use  either  of  the  two  competing 
high-definition  formats;  yet  another  allows  wireless  phones  to  send  free  calls 
over  Skype. 

Broadcom's  stock  has  risen  57%  since  McGregor  took  the  top  job  in  Janu- 
ary 2005,  to  a  recent  $33.  That  run-up  occurred  despite  an  embarrassing 
review  of  past  options  grants  that  led  Broadcom  to  announce  it  had  overstated 
past  earnings  by  $750  million.  The  company's  longtime  chief  financial  officer 
resigned. 

Broadcom  has  gotten  even  more  combative  under  McGregor,  launching  new 
fronts  in  its  allout  legal  war  with  archrival  Qualcomm.  It  filed  an  appeal  in  a  case 
accusing  Qualcomm  of  a  variety  of  antitrust  violations.  It  also  says  Qualcomm 
infringes  on  18  of  its  patents.  Qualcomm  denies  the  charges  and  accuses  Broad- 
com of  trade  secret  misappropriation  and  other  misdeeds.        — Scott  Woolley 

APRIL  26  2004 

One-Two  Punch 

Boxer/businessman  Oscar  de  la  Hoya  may  be  headed  for  his  biggest  knockout 
yet.  De  la  Hoya,  33,  regained  the  World  Boxing  Council  Superwelterweight 
title  by  defeating  Ricardo  Mayorga  in  May.  His  fight  promotion  company, 
Golden  Boy  Promotions,  captured  75%  of  all  boxing  pay-per-view  revenue  this 
year.  Next  comes  a  showdown  between  De  la  Hoya  and  the  man  considered  to 
be  the  best  pound-for-pound  boxer  in  the  world,  Floyd  Mayweather  Jr.  The 
fight  is  scheduled  for  May  5,  2007,  in  either  Las  Vegas  or  Los  Angeles.  Could 
this  be  the  largest-grossing  fight  in  history?  Sony,  Southwest  Airlines,  Rock  Star 
Energy  Drink,  Cazadores  Tequila  and  Heineken  have  already  signed  on  as 
sponsors,  and  fans  have  preordered  3,500  tickets.  —Cesar  Suero 

APRIL  11,  2005 

Sweet  Success 

Health  plus  pleasure  equals  a  winning  combination.  Such  has  been  the  case  with 
Barry  Callebaut,  the  Swiss  chocolatier  who  last  year  patented  a  technique  to  make 
chocolate  that  promises  to  lower  cholesterol.  Callebaut's  confections  preserve  cocoa's 
naturally  occurring  polyphenols,  antioxidants  known  to  have  beneficial  effects  on 
cholesterol  and  cancer.  For  the  fiscal  year  ended  in  August,  revenue  climbed  5% 
to  $3.6  billion  and  profit  rose  17%  to  $153  million.  The  Swiss-traded  stock  soared 
49%  in  the  last  year,  to  $51 1.  Callebaut  is  taking  its  success  on  the  road,  recendy 
committing  to  build  chocolate  factories  in  Russia  and  China.  —Megan  Johnston 


85  YEARS  AGO  IN  FORBES  |  DECEMBER  10, 1921 

A  Woman's  Place  Is  America  today  raising 

many  wives  like  the  late  Mrs.  James  J.  Hill? 
Although  having  millions  of  dollars  at  her 
command,  she  delegated  to  no  servants  such 
homely  duties  as  darning  her  husband's  socks, 
sewing  on  his  buttons,  and  packing  his  grip  for 
his  constant  journeyings  over  his  vast  railway 
empire  and  elsewhere.  Most  mornings  she  drove- 
with  him  to  his  office.  A  great  many  men  who 
have  accomplished  much  have  had  wives  of  the 
stamp  of  Mrs.  Hill. 

30  YEARS  AGO  IN  FORBES  |  APRIL  15, 1976 

Delta  Forced  It  used  to  be  said  that  when  it 
came  to  running  an  airline,  no  one  could  beat 
Delta.  In  four  of  the  last  six  years  the  Atlanta- 
based  carrier  made  more  profits  than  the  five 
other  biggest  airlines  combined — even  excluding 
the  losses  of  deficit-ridden  Pan  American.  One 
Delta  strength  in  the  past  was  its  longtime  posi- 
tion as  the  monopoly  or  dominant  carrier  on 
more  of  its  route  segments  than  any  other 
major  U.S.  airline.  That  is  no  longer  true.  Delta 
has  only  one  major  segment  with  no  competi- 
tion, and  W.T.  Beebe,  Delta's  amiable,  six-foot, 
three-inch  chairman,  expects  the  Civil  Aeronau- 
tics Board  to  put  other  carriers  on  that  in  the 
near  future.  On  some  of  its  once-lucrative 
routes,  like  Miami  to  Atlanta,  Delta  now  has  as 
many  as  four  competitors.  Remarks  Beebe  acidly, 
"If  you  put  two  cows  in  a  pasture  that's  fit  for 
two  cows,  you  have  two  fine,  fat  cows.  But  if 
you  put  three  cows  in  the  same  pasture,  you 
have  three  bags  of  bones." 

US  Airways  has  launched  a  $9  billion  merger 
offer  for  Delta. 

25  YEARS  AGO  IN  FORBES  |  APRIL  27,  1981 

Pfizer's  Pfizzle  Edmund  T.  Pratt  Jr.,  Pfizer's 

stocky,  self-assured,  54-year-old  chairman,  sitting 
in  his  corner  office  high  above  42nd  Street  in 
the  heart  of  midtown  Manhattan,  clearly  rel- 
ishes the  new  respect  his  company  is  getting. 
"We'd  like  to  be  at  the  top,  and  we  think  we 
have  the  potential  to  do  it,"  he  says.  Pratt's  plan: 
Increase  research  spending  and  focus  on  the 
invention  of  drugs  that  treat  chronic  diseases. 
The  two  big  hopes  that  came  out  of  Pfizer's  own 
research  are  Minipress,  an  antihypertensive 
whose  sales  already  have  hit  some  $80  million  in 
just  three  years,  and  Feldene,  the  first 
antiarthritic  that  can  be  used  just  once  a  day. 

Pfizer  recently  announced  plans  to  slash  its 
domestic  sales  force  by  20%. 
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INNOVATIVE. 


GROUNDBREAKING. 

REVOLUTIONARY. 

WORDS  NOT  NORMALLY  ASSOCIATED  WITH  LIFE  INSURANCE. 


Introducing  a  Global  Spin  on  Indexed  Life  Insurance 


AIG  Elite  Global  IULSM  is  a  universal  life 
insurance  product  that: 

•  is  the  first  indexed  life  product  with  the 
potential  to  grow  cash  value  based  on 
the  top  two  performing  of  three  global 
large-cap  indices  representing 

Asia,  Western  Europe  and  the  U.S. 

•  earns  a  minimum  of  2.5  percent  annually 

•  offers  a  choice  of  three  death  benefit  options 

For  additional  information, 
visit  www.aigag.com/EliteGiobai  or  call 
your  financial  services  professional  to  find 
out  more  about  the  world  of  possibilities 
AIG  Elite  Global  IUL  Insurance  offers. 


Policies  issued  by: 

American  General  Life  Insurance  Company 
A  member  company  of 
American  International  Group,  Inc. 

2727-A  Allen  Parkway,  Houston,  Texas  77019 

Policy  Form  Number  06444 

The  underwriting  risks,  financial  obligations 
and  support  functions  associated  with  the 
policies  issued  by  American  General  Life 
insurance  Company  (American  General  Life) 
are  its  responsibility.  American  General  Life 
is  responsible  for  its  own  financial  condition 
and  contractual  obligations. 

American  General  Life  does  not  solicit 
business  in  the  state  of  New  York.  Policies 
and  riders  not  available  in  all  states. 

©  2006  American  International  Group,  Inc. 
All  rights  reserved. 

AGLC102184 


American 
General 


THE  STRENGTH  TO  BE  THERE: 


Life  Insurance  •  Accident  &  Health  Insurance  •  Annuities 
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it  Briar  Patch 


As  part  of  his  punishment  for  treating  shareholders  badly,  the  man  behind 
military  contractor  DHB  is  being  forced  to  increase  his  stake  in  the  company. 
By  Bernard  Condon 


A CHIEF  EXECUTIVE  WITH  A 
history  of  shortchanging  share- 
holders dumps  $186  million  of 
his  shares — 60%  of  his  hold- 
ings— before  bad  news  breaks. 
He's  sued  for  insider  trading  but  then  set- 
des  by  handing  back  a  fraction  of  his  loot 


in  an  unusual  transaction  that  bolsters  his 
control  of  the  company. 

That's  the  gist  of  a  proposed  $43  mil- 
lion settlement  between  famed  plaintiff 
lawyer  William  Lerach  and  defendants 
David  H.  Brooks  and  his  DHB  Industries, 
the  largest  supplier  of  bulletproof  vests  to 


soldiers  in  Iraq.  Lerach's  class  action 
accuses  the  military  contractor  of  hiding 
bad  news  two  years  ago  so  that  Brooks, 
along  with  his  chief  operating  officer  and 
all  of  his  five  fellow  directors,  could 
unload  between  29%  and  100%  of  their 
holdings  at  inflated  prices  in  a  single 
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DHB  Industries,  once  headed 
by  David  Brooks,  makes 
bulletproof  vests. 


month.  To  help  pay  for  the  settlement 
Brooks  recently  handed  over  $22  million 
to  the  company  by  exercising  DHB  war- 
rants at  two-and-a-half  times  the  required 
$1  price  and  buying  DHB  stock  at  nearly 
double  its  $2.62  close,  down  from  $20 
when  he  sold.  The  purchases,  in  July, 


hiked  his  DHB  stake  to  22%  from  15%. 

DHB  is  paying  for  the  remaining 
$21  million  cost  of  the  settlement  by  tap- 
ping an  insurance  policy  and  issuing 
stock.  Most  of  the  money  is  to  go  to  DHB 
shareholders  around  the  time  of  the 
insider  sales,  and  a  yet-to-be-disclosed 


portion  will  go  to  Lerachs  firm  as  a  fee. 

But  the  settlement  might  not  survive. 
This  month  a  New  York  federal  district 
court  will  hear  a  motion  filed  by  a  share- 
holder to  kill  the  deal.  A  group  of  65  other 
investors  have  hired  a  lawyer  to  voice  its 
protest,  too.  Adding  to  the  drama,  hedge 
fund  Harbinger  Capital  recently  bought 
up  10%  of  DHB.  The  fund  declined  com- 
ment about  its  role,  if  any,  in  the  fight. 

At  first  blush  it  looks  as  if  Brooks  is 
paying  for  his  alleged  sins.  Its  unusual  for 
officers  or  directors  to  dig  into  their  own 
pockets  to  settle  a  class  suit — and  Brooks 
is  paying  $4.93  a  share  versus  the  recent 
$2.62.  Then  again,  the  timing  of  the  pur- 
chase is  unusual.  DHB  hasn't  filed  financial 
statements  for  the  past  year,  which  has 
punished  the  stock.  What's  more,  it 
announced  a  month  after  the  settlement 
that  its  results  for  2003  and  2004  should 
no  longer  be  relied  upon. 

The  upshot:  Brooks  is  buying  when 
the  financial  strength  of  the  company  is  a 
mystery  to  investors — at  least  to  those  on 
the  outside.  Adding  to  the  intrigue,  three 
of  the  directors  who  dumped  shares  along 
with  Brooks  are  still  on  the  board.  Brooks 
resigned  his  DHB  positions  in  July. 

The  company  says  the  three  directors 
were  recused  from  voting  on  the  settiement. 
It  also  notes  it  recently  expanded  its  board  to 
eight,  to  include  those  with  "no  ties  to  cer- 
tain former  executives."  It  says  it's  made  "sig- 
nificant strides"  in  restoring  "credibility'' 

But  recent  moves  make  you  wonder 
whether  the  company  isn't  still  doing  Brooks' 
bidding.  In  October  DHB  passed  a  poison 
pill,  making  it  nearly  impossible  for  anyone 
to  wrest  control  from  Brooks.  The  next 
month  the  company  called  a  shareholder 
meeting  to  vote  on  directors  for  another 
year — to  be  held  ten  days  hence.  And  they 
would  need  to  fly  to  Florida  to  participate. 
DHB  canceled  the  meeting  after  hedge  fund 
Harbinger  protested. 

A  lawyer  for  Brooks  sent  a  letter  to 
DHB  criticizing  the  poison  pill  and  annual 
meeting— a  day  after  FORBES  asked  the 
lawyer  for  comment  on  them.  The  lawyer 
says  his  client  was  "not  consulted"  about 
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Plaintiff  lawyer  William  Lerach  settled  a  shareholder  suit  with  DHB  over  insider  trading. 


the  two  issues  and  that  he  has  had  "no 
involvement  whatsoever"  in  management 
or  board  decisions. 

David  Cohen,  a  former  DHB  lawyer 
and  part  of  the  dissenting  65,  has  a  differ- 
ent view.  He  says  Brooks  helped  drive 
DHB  stock  down  by  foot-dragging  on 
financial  statements  and  on  reporting  to 
the  American  Stock  Exchange.  The 
absence  of  current  financial  statements 
caused  the  shares  to  be  booted  off  the 
exchange  in  June.  The  result,  intentional 
or  not:  Brooks  could  build  up  his  stake 
again  on  the  cheap. 

Cohen,  who  butted  heads  with  Brooks 
in  an  earlier  lawsuit,  is  not  an  unbiased 


interpreter.  But  note  that  the  Securities  & 
Exchange  Commission  is  on  record  that 
Brooks'  past  raises  the  "potential  for  illicit 
conduct  in  the  operation  of  DHB  and  the 
market  for  its  securities." 

That  was  in  a  ruling  in  1996  rejecting 
Brooks'  request  to  list  DHB  on  Nasdaq. 
The  agency  cited  a  "history  of  serious 
securities  law  violations,"  including 
charges  of  insider  trading  at  a  brokerage 
firm  four  years  earlier,  which  got  Brooks 
barred  from  the  business,  and  an  alleged 
manipulation  of  shares  of  a  drug-test 
maker.  More  recently  the  SEC  launched  a 
probe  of  DHB  over  poor  disclosure  of 
related-party  transactions  and  compensa- 


tions involving  Brooks.  In  2002  he  back- 
dated DHB  warrants  so  he  could  pocket  an 
extra  $4  million,  then  fired  a  DHB  lawyer 
who  insisted  that  he  disclose  the  maneu-j 
ver,  according  to  a  suit  filed  by  the  lawyer. 

That  lawyer  was  David  Cohen.  Cohen 
eventually  settled,  but  not  before  warning  a 
state  court  that  a  "crime  was  in  progress" — 
one  month  before  Brooks'  well-timed  stock 
sales  starting  in  November  2004.  DHB 
denies  any  wrongdoing. 

In  the  months  before  those  sales  DHB 
received  complaints  of  failed  tests  of  its 
armored  vests,  according  to  the  Lerach 
suit,  but  kept  issuing  positive  press 
releases.  A  few  days  after  the  last  insider 
sale,  a  group  representing  police  from  1 1 
states  sued  DHB  for  faulty  vests.  Four 
months  later  the  military  recalled  5,000 
vests  issued  to  troops,  then  later  in  the 
year  18,000  more.  Lerach's  firm  sued  in 
September  2005.  This  year  the  SEC  and 
the  Justice  Department  launched  probes. 

Lerach's  firm  says  the  payment  by  DHB 
and  Brooks  is  a  "substantial  recovery"  for 
shareholders  and  that  it's  "premature"  to 
criticize  it  because  settlement  details 
haven't  yet  been  disclosed,  such  as  which  of 
Brooks'  assets  are  accessible  to  the  court. 
"We  went  after  this  guy  with  full  guns  blaz- 
ing," says  Samuel  Rudman,  of  Lerach's  firm. 

The  good  news  is  that  DHB  shares,  now 
that  Brooks  has  bought,  may  finally  rise. 
When  it  comes  to  moving  in  and  out  of  the 
stock,  he's  shown  uncanny  timing.  F 


Cocktail  Couture 


The  hottest  new  bar  accessory  is  giving  drinkers  the  chills:  designer  ice.  Why  pair  that  rare  dram  of  whiskey  with 
cubes  from  the  supermarket  ice  chest?  Here  are  five  ways  to  make  a  good  drink  better.  —Dirk  Smillie 

1.  HENNESSY  ICE  GLOBES— Cognacmaker  Hennessy  has  rolled  out  a  plastic  ice  mold 
used  by  drinkmakers  at  the  Four  Seasons  and  Alain  Ducasse.  One  globe  mold:  $7. 

2.  GUCCI  ICE  TRAYS— Italian  luxury  design  comes  to  ice  as  you  make  your  next  Gin 
Rickey  with  frozen  Gs.  Two-tray  set:  $90. 

3.  ICE  BUTLER— Home  version  of  commercial  ice  machines  from  Kold- 
Draft  in  Erie,  Pa.  makes  perfectly  chiseled,  slow-melting  cubes: 
$2,950. 

4.  ICE  ROCKS— Water  Bank  of  America,  in 
Miami,  packages  French  spring  water  in  ready-  1 
to-freeze  trays.  Four-tray  set:  $5. 

5.  AQUAICE— This  Atlanta  company  puts  puri- 
fied municipal  tap  water  in  sealed  trays;  also 
comes  in  lemon  and  lime.  Ten  trays:  $9. 


1. 
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PATEK  PHILIPPE 

GENEVE 

Begin  your  own  tradition. 


You  never  actually 
wn  a  Patek  Philippe 


You  merely  take 
re  of  it  for  the  next 
generation. 


The  legendary  1970's  Patek  Philippe 
porthole-inspired  design  has 
evolved.  A  new,  large-size  case  locks  in 

the  self-winding  movement  with 
power  reserve,  date  and  moon-phase 
display.  The  Nautilus,  an  inspiring 
icon,  is  reborn.  Ref.  5712/u. 

Tel:  (1)  212  218  1240.  www.patek.com 


front 

POISON  PILL 

Death  by  Auction 

Want  a  murder  weapon?  You  might  be  able  to  pick 
up  something  on  Ebay  |  By  Evan  Hessel 

■■he  police  don't  yet  know  where  the  murderer(s) 
I  of  former  Russian  spy  Alexander  Litvinenko  got  the  polo- 
■  nium  210  that  poisoned  him.  Produced  in  a  nuclear  reactor 
and  sold  only  for  a  few  industrial  purposes,  polonium  210  is  rare 
and  volatile,  fueling  suspicion  that  whoever  killed  Litvinenko  was 
a  professional  assassin. 

Lets  suppose,  however,  that  you're  not  a  well-financed  hit  man 
but  merely  a  disgruntled  wife  looking  to  knock  off  your  husband 
and  collect  a  life  insurance  payout.  Chances  are  you  could  easily 
obtain  an  array  of  less  exotic  toxins  on  Ebay,  the  online  auction 
site  with  212  million  members  worldwide. 

Last  year  F.  Lee  Cantrell,  a  clinical  toxicologist  and  a  profes- 
sor at  UC,  San  Diego,  published  a  study  in  the  Journal  of  Toxicol- 
ogy documenting  121  Ebay  auctions  of  poisons  over  a  ten-month 
period  from  2003  to  2004.  Of  Cantrell  s  documented  auctions  24 
involved  strychnine,  arsenic  trioxide  or  other  "super  toxic"  poi- 
sons, meaning  that  a  dose  of  5  milligrams  or  less,  if  ingested,  would 
likely  kill  a  human. 

The  other  97  auctions  in  Cantrell's 
study  were  for  less  toxic,  though  still 
potentially  lethal,  products  such  as  mer- 
cury, antimony  and  thallium.  (Thallium 
is  a  metal  that  was  used  in  rat  poison 
until  1972,  when 
it  was  banned 
by  federal 
regulators.) 


To  be  sure,  large  chemical -supply  outfits 
such  as  Sigma-Aldrich  and  Thermo  Fisher 
Scientific  sell  vastly  more  toxins  than  sellers 
on  Ebay.  But  these  firms  sell  to  customers 
who  are  known  to  the  vendor  and  leave 
behind  a  paper  trail.  An  Ebay  buyer  could 
find  anonymity  by  mailing  cash  and  having 
the  poison  shipped  to  a  post  office  box  or  to 
a  hapless  homeowner  from  whom  he  could  pilfer  the  contraband. 

"What's  so  dangerous  about  Ebay  is  that  chemicals  deemed  un- 
suitable for  the  general  public  are  available  to  anyone,"  Cantrell  says. 

Recent  Ebay  auctions  include  ones  for  cyanide  (starting  price: 
$10)  and  mercury  bichloride  ($10).  Cantrell  ended  his  study  in  Feb- 
ruary 2004  but  still  trolls  Ebay  for  poisons.  In  late  November  he 
purchased  a  70-gram  vial  of  sodium  fluosilicate  for  $16.  "That's 
enough  gnarly  pesticide  to  kill  30  adults,"  Cantrell  says. 

Ebay  prohibits  the  sale  of  "hazardous  or  dangerous  goods,"  such 
as  explosives,  radioactive  materials,  flammable  gases  and  toxic  sub- 
stances. An  easy  rule  to  sidestep.  Toxins  are  typically  sold  on  Ebay 
in  antique  apothecary  bottles  and  listed  as  "collectibles." 

Ebay  maintains  a  2,000-employee  Trust  & 
Safety  department  that  scours  the  site  for  illegal 
materials.  Still,  detecting  contraband  in  105  mil- 
lion listings  (with  6  million  new  ones  a  day)  is 
"more  art  than  science,"  says  Ebay  spokesperson 
Catherine  England. 

Ebay  cooperates  with  the  police  in  criminal 
investigations.  "If  one  of  our  members  used  Ebay 
in  a  crime,  we  want  that  person  prosecuted," 
England  says. 

The  Ebay  name  has  indeed  surfaced 
in  a  lurid  murder  case  in  San  Diego.  In 
2005  San  Diego  County  Deputy  District 
Attorney  Laura  Gunn  charged  33-year- 
old  Cynthia  Sommer  with  murdering 
her  husband,  Marine  Sergeant  Todd 
Sommer,  in  2002  to  collect  $250,000  in 
life  insurance  benefits,  a  portion  of 
which  Gunn  alleges  Sommer  used  to  pay 
for  breast  enhancement  surgery. 

An  autopsy  revealed  that  Todd  had 
a  high  level  of  arsenic  in  his  body. 
Gunn's  office  is  investigating  whether 
Cynthia  could  have  purchased  arsenic 
on  Ebay,  according  to  Robert  Udell, 
Sommer's  defense  attorney.  Udell  says 
investigators  have  found  no  evidence 
connecting  Sommer  to  arsenic,  and  she  has 
pleaded  not  guilty  to  the  charges.  A  spokesman 
for  the  district  attorney  declined  to 
address  Udell's  comments;  Ebay 
says  it  has  not  received  any 
subpoenas  related 
to  the  case.  F 
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GAME  PLAYING 


Rubik  Redux 

That  1980s  puzzle  fad  is  back.  No 
batteries  required  |  By  Kurt  Badenhausen 


■  N  A  PIVOTAL  SCENE  FROM 
I  The  Pursuit  of  Happyness 
m  Will  Smiths  character 
solves  a  Rubiks  Cube  in  front  of 
a  brokerage  executive  stumped 
by  the  puzzle.  The  feat  lands 
him  an  internship  despite  his 
less  than  stellar  resume.  On 
Oprah  Winfrey's  show  last 
month  Smith  reprised  his  film 
stunt,  solving  the  cube  in  two 
minutes. 

The  Rubiks  Cube — that 
maddening  twistable  puzzle 
that  requires  mental  and  digital 
dexterity  to  twist  and  turn 
bands  on  a  cube  until  each  side 
is  a  solid  color — is  making  a 
comeback 


The  cube  was  invented  by 
a  teacher,  Erno  Rubik,  in 
Budapest.  The  first  ones  were 
produced  in  small  quantities 
in  Hungary  in  1977.  Ideal 
Toys  brought  the  cube  to  the 
U.S.  in  1980  and  sold  100 
million  of  them  in  three  years. 

Hasbro  now  has  the  U.S. 
rights.  After  a  73%  jump  in 
2005  its  2006  sales  of  the 
$10  toy  should  rise  another 
80%  to  more  than  3  million 
units,  propped  up  in  part  by 
the  Christmas  release  of  the 
Smith  film  and  the  appeal  of  a 
stocking  stuffer  that  doesn't 
need  batteries  or  plugs.  It's  a 
refreshing  alternative  to  $600 


game  consoles.  "The  Rubiks 
Cube  provides  balance  in  the 
toy  box,"  explains  Adrienne 
Citrin,  speaking  for  the  Toy 
Industry  Association. 

And  with  the  Internet,  no 
need  to  buy  books  like  You 
Can  Do  the  Cube.  There's  even 
a  Yahoo  Speedcubing  group 
where  cubers  share  techniques 
and  solutions  online. 

But  it's  not  enough  just  to 
solve  the  puzzle.  In  keeping 
with  the  digital  age,  how  fast 
you  do  it  is  key.  So  there  are 


speedcubing  competitions  in 
places  like  San  Francisco, 
Paris  and  Tokyo.  Events 
include  doing  it  blindfolded, 
one-handed  and  underwater. 

To  teach  Smith  to  solve 
the  cube,  Sony  Pictures 
brought  in  Tyson  Mao  of 
California.  His  specialty  is 
the  blindfolded  solve,  which 
he  does  in  less  than  two  min- 
utes. Blindfold  off,  he  can 
solve  the  puzzle  in  14  sec- 
onds. Smith  just  needs  a  little 
more  practice.  F 


Naked  Pitch 


Steven  Vickers  grew  up  in  a 
nudist  colony  in  Kissimmee, 
Fla.,  an  experience  he  claims 
was  very  positive.  "It  was  like 
one  big  family  just  an  extended 
one,"  he  says.  Now  he's  taking  up  the  cause  on 
college  campuses  in  Florida.  A  25-year-old  pitchman  for  the  American  Association  for 
Nude  Recreation,  Vickers  is  part  of  an  image-buffing  campaign  (or  should  we  say  buff-imaging  campaign)  that  the 
50,000-member  group  is  backing  to  attract  young  adults. 

The  $53,000  effort  includes  ads,  a  blog,  a  MySpace  page  and,  soon,  podcasts.  Some  of  the  270  AANR-affiliated  hotels 
and  campgrounds  that  cater  to  nudists  in  the  U.S.,  Canada  and  Mexico  are  doing  their  part,  too,  offering  Wi-Fi  access, 
laser  hair  removal  and  events  such  as  Nudies  at  the  Movies  Night,  held  at  Caliente  Resort  in  Land  O'  Lakes,  Fla. 

The  bare  facts  are  a  hard  sell.  Mostly  because  a  significant  fraction  of  nudists  are  aging  bohemians  with  thinning  hair 
and  a  lot  of  cellulite.  Vickers  protests  that  the  average  AANR  member  is  "only"  50  and  in  good  physical  shape.  "These 
aren't  hippies  wearing  sandals,"  he  says. 

It  is  too  soon  to  say  if  the  campaign  is  convincing  twentysometliings  to  show  more  flesh.  But  hoping  that  young 
nudie  prospects  wiil  cough  up  the  AANR's  $52  annual  membership  fee— benefits  include  car  rental  discounts  and  20% 
off  resort  visitor  fees— Vickers  takes  coeds  on  tours  of  resorts  where  he  pitches  the  naked  lifestyle  as  one  that's  natural  for 
thrill-seekers.  Besides,  1  le  tells  students,  "We  did  a  study,  and  half  our  membership  is  Republican."   —Suzanne  Hoppough 
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The  World  According  To  Dennis 

I  want  a  backup  for  our  backup. 
A  contingency  for  our  contingency. 
When  the  unexpected  hits, 
when  the  storm  comes, 
we'll  still  be  standing. 


This  is  my  world. 


My  world  runs  on 


Dynamic  Networking 


Outfront 

PUBLICITY 


Borat  Movie: 
Great  Success! 

Economic  learnings  for  make  benefit  glorious 
tourism  industry  of  Kazakhstan. 

By  Zack  O'Malley  Greenburg 


■MlllS  IS  NATALYA,"  SAYS  BORAT 
Sagdiyev,  the  fictional  Kazakh  jour- 
■  nalist  in  Sacha  Baron  Cohens  contro- 
versial film  Borat:  Cultural  Learnings  of 
America  for  Make  Benefit  Glorious  Nation 
of  Kazakhstan.  "She  is  my  sister,"  he  says. 
"She  is  number-four  prostitute  in  whole  of 
Kazakhstan.  Nice!" 

Well,  not  so  nice,  Kazakh  leaders  ini- 
tially said,  blasting  Borat  for  its  unflatter- 
ing depiction  of  the  country.  "The  govern- 
ment was  very  upset,  no  humor,"  says 
Folke  von  Knobloch  of  Central  Asian 
Tourism,  in  Almaty,  Kazakhstan. 

But  sometimes  being  portrayed  as  an 
incestuous,  prostitute-ridden  hive  of  illit- 
erate misogynists  can  make  nice  benefit. 
"It  is  only  very  slowly  that  it  is  realized 
that  any  propaganda  is  good  propaganda," 
adds  Von  Knobloch. 

In  the  month  since  Borat's  release  the 
Embassy  of  Kazakhstan's  Web  site  has  had 


18,000  unique  visitors— double  the  usual, 
says  spokesman  Roman  Vassilenko. 
Before  Borat  the  embassy  rarely  received 
tourism-related  phone  calls.  It  now 
answers  100  a  week.  Travelex's  London 
branch  recently  requested  an  "unheard- 
of"  $1.2  million  in  Kazakh  tenges  to  meet 
the  growing  tourist  demand  for  the  coun- 
try's currency.  ('That's  a  lot  of  tenges — 160 
million.) 

Seeing  potential  here,  President  Nur- 
sultan  Nazarbayev  has  now  publicly 
invited  foreigners  to  see  what  Kazakhstan 
is  really  like.  Sayat  Tour,  a  Kazakh  travel 
agency,  is  offering  a  new  seven-day  tour 
entitled  "Kazakhstan  vs.  Boratistan"  and  a 
nine-day  tour  called  "Jagshemash!!!  See 
the  Real  Kazakhstan." 

"Borat  has  opened  the  doors  for 
Kazakhstan,"  says  Vassilenko.  "It's  now 
upon  us  to  turn  this  attention  into  a  long- 
term  positive  relationship."  F 


Really,  it's  a  great  place  to  visit.  Sacha  Baron  Cohen,  as  Borat,  touting  Kazakhstan. 
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UPGRADE 


Resistance 
Is  Futile 

Customers  gripe  about 
buying  Microsoft's  new 
Vista  operating  system. 
But  they'll  use  it. 

By  Daniel  Lyons 


CORPORATE  TECHNOLOGY  BUYERS 
aren't  exactly  jumping  for  joy 
now  that  Microsoft  has  released 
Vista,  its  overdue  upgrade  to  Windows. 
"It's  like  castor  oil.  It's  something  they 
know  they  have  to  take  whether  they 
like  it  or  not,"  says  Roger  Kay,  presi- 
dent of  researcher  Endpoint  Technolo- 
gies Associates,  whose  survey  of  a 
handful  of  corporate  customers  found 
none  in  a  hurry  to  switch. 

One  reason:  To  use  Vista's  coolest 
features,  like  its  snazzy  3-D  interface, 
most  PCs  need  a  pricey  upgrade.  Stream- 
Serve,  a  small  tech  firm  in  Burlington, 
Mass.  that  uses  XP,  is  holding  off  after 
estimating  that  a  move  to  Vista  would 
cost  $500  to  $700  per  PC.  "It's  just  not 
compelling,"  says  Christopher  Stone, 
chief  executive  at  StreamServe. 

Microsoft  says  Vista  is  easier  to 
manage  and  more  secure  than  Win- 
dows XP.  But,  says  John  Halamka,  chief 
information  officer  at  Harvard  Med- 


America's  Class  Action  Lawyers 

TAKE  THE  CAKE 


You  Get  the  Crumbs... If  You're  Lucky. 

SECURITIES  CLASS  ACTION  LAWSUITS  are 
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ical  School  and  CareGroup  Health 
System,  Harvard's  affiliated  group  of  hos- 
pitals: "Vista  is  also  more  complex,  so  it 
will  probably  add  ten  security  features, 
but  you'll  also  get  ten  new  security  flaws. 
We're  going  to  wait  a  year." 

So  are  most  other  corporate  buyers, 
according  to  research  firm  Gartner, 
which  predicts  by  the  end  of  2008  only 
29%  of  all  PCs  will  run  Vista  versus  66% 
for  the  older  Windows  XP  and  Windows 
2000.  Those  systems  also  took  awhile  to 
catch  on.  Only  11%  of  users  had 
switched  after  18  months. 

Microsoft  will  win  them  over  eventu- 
ally. By  2010,  says  Gartner,  Vista's  share 
will  rise  to  68%,  versus  28%  for  XP  and 
2000.  "The  corporate  guys  always  have 
to  be  dragged  kicking  and  screaming, 


LOOKING  FOR  LINUX 


but  two  years  from  now 
they'll  all  be  upgrading,"  says 
Richard  Sherlund,  analyst  at 
Goldman  Sachs. 

Sherlund  reckons  de- 
mand from  consumers  could 
generate  up  to  $2  billion  in 
revenue  for  Microsoft  over 
the  next  12  months.  Analyst 
Charles  Di  Bona  of  Sanford 
C.  Bernstein  says  Vista  could 
drive  its  stock  to  $35  from 
$29  today. 

Market  analyst  Kay  pre- 
dicts that  80  million  people 
will  be  using  Vista  by  the  end  of  2007. 
Microsofties  put  the  number  at  200  mil- 
lion. "I  think  people  are  going  to  be  sur- 


Click  Install  Now 


Customers  may  grumble  about  moving  to  Vista, 
but  eventually  they'll  do  it  and  Microsoft's 
revenues  will  rise  as  a  result. 

Microsoft  desktop  operating  system  revenue 

$17.4  bil 


prised,"  says  Brad  J.  Goldberg,  a  genera 


Fiscal  year  ending  June  30.  Sources:  Gartner;  Sanford  C.  Bernstein. 

manager  at  Microsoft.  "There  is  no  rea- 
son to  wait.  And  the  sooner  customers 
adopt,  the  sooner  they  get  the  benefits." 
Swallow — it's  good  for  you.  F 


White  Hats, 
Black  Hats 

The  world's  biggest  software 
companies  are  taking  aim  at 
Red  Hat.  No  problem,  says  its  boss. 
Everything's  fine  |  By  Daniel  Lyons 


A  premature  victory 
cheer?  Red  Hat  Chief 
Matthew  Szulik. 


I  T'S  BEEN  A  ROUGH  AUTUMN  FOR  RED 
I  Hat,  the  plu  '  developer  of  open- 
■  source  software  for  corporate  back 
rooms.  First  Ora.  le  announced  it  would 


clone  Red  Hat's  software  and  sell  support 
for  it  for  half  the  price  that  Red  Hat 
charges.  Days  later  Microsoft  announced 
it  would  steer  customers  to  Novell,  Red 


Hat's  rival  in  the  Linux  game. 

Yet  at  Red  Hat's  offices  in  Raleigh, 
N.C.,  folks  are  declaring  victory.  "Linux 
has  won,"  the  company  crowed  on  its 
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Web  site  after  Oracle  and  Microsoft 
attacked.  "Red  Hat  is  the  defining  tech- 
nology company  of  the  21st  century," 
writes  Chief  Executive  Matthew  Szulik 
in  an  e-mail. 

Or  maybe  not.  Red  Hat  earned  $80  mil- 
lion on  $278  million  in  revenue  in 
its  last  fiscal  year  (ended  Feb.  28),  but 


the  outlook  for  future  profitability  is 
not  good.  Shares  have  plunged  48%  from 
earlier  this  year,  to  $17,  wiping  out 
$3  billion  in  market  value.  Even  after 
the  drop,  Goldman  Sachs  rates  Red 
Hat  a  sell.  "I'm  concerned  about  the 
sustainability  of  their  business,"  analyst 
Richard  Sherlund  says.  Sands  Capital  Man- 
agement, Red  Hats  third-largest  share- 
holder, has  reduced  its  stake  from  10%  to 
less  than  5%. 

Red  Hat  rode  the  boom  for  the  free- 
of-charge  Linux  operating  system.  Red 
Hat  can  give  its  software  away  by  charging 
for  service  contracts.  Sales  soared  from 
$42  million  in  fiscal  2000  to  an  expected 
$400  million  in  the  current  fiscal  year, 
which  ends  in  February  2007.  The  com- 
pany holds  a  61%  share  of  the  revenue 
from  commercial  Linux  shipments,  dou- 
ble that  of  its  rival,  Novell. 

But  suddenly  Red  Hat  looks  vulner- 
able. Over  the  past  two  years  a  string  of 
midlevel  and  top-level  managers  have 
defected,  along  with  engineers  and  sales 
reps.  Though  for  years  Szulik  has  talked 
about  assembling  a  "stack"  of  business 
programs  that  can  run  on  top  of 
Linux,  a  strategy  that  would  make  Red 
Hat  a  more  formidable  competitor,  so  far 
his  only  move  has  been  this  year's 
$420  million  acquisition  of  IBoss, 
whose  products  let  companies  build 


applications  for  the  Web. 

And  that  deal  is  starting  to  look  like 
a  flop.  Key  JBoss  sales  reps  and  man- 
agers have  left  the  company.  JBoss 
founder  Marc  Fleury  is  rumored  to  be 
jumping  ship,  too.  "I'm  hopeful,"  is  the 
best  Szulik. can  offer  when  asked  if 
Fleury  will  remain  on  board.  Fleury  did 


not  respond  to  an  e-mailed  request 
for  comment. 

The  attacks  by  Oracle  and  Microsoft 
were  predictable  enough.  Microsoft 
views  Red  Hat's  free  Linux  program  as  a 
threat  to  its  Windows  franchise.  Oracle, 
a  longtime  Red  Hat  partner,  resented 
Red  Hat's  acquisitions  of  JBoss,  which 
sells  a  rival  product  to  some  Oracle  pro- 
grams. Now  the  two  software  giants  aim 
to  kill  upstart  Red  Hat  in  its  crib.  "It's 
our  day  of  reckoning,"  Szulik  says. 

Oracle,  by  pushing  a  half-price  Red 
Hat  clone,  aims  to  either  steal  Red  Hat 
customers  or  hurt  Red  Hat's  business  by 
enabling  its  customers  to  haggle  for  bet- 
ter prices.  Szulik  dismisses  the  threat, 
insisting  simply  that  customers  want 
genuine  Red  Hat  software  and  support. 
He's  equally  dismissive  of  Microsoft's 
pledge  to  make  Windows  work  smoothly 
with  Novell's  version  of  Linux  and  not  to 
sue  Novell's  customers  for  infringing  on 
Microsoft  patents,  while  offering  no  such 
help  to  Red  Hat. 

Billy  T.  Marshall  used  to  be  the  vice 
president  of  North  American  sales  at 
Red  Hat.  In  2005  he  and  a  pack  of  other 
sales  and  engineering  types  fled  Red  Hat 
to  form  RPath,  a  firm  that  is  trying 
something  radically  different.  Its  selling 
a  version  of  Linux  that  application 
vendors  customize  and  attach  directly 


to  their  programs.  This  is  a  hot  new 
market  in  tech  and  a  sector  where  Red 
Hat  is  lagging. 

As  competitors  big  and  small  move 
onto  his  turf,  Szulik  is  racing  into  new 
markets,  for  example,  by  convincing 
makers  of  telecom  equipment  to  use  Red 
Hat  Linux  in  their  switches.  Nokia  has 


signed  up.  Szulik  also  is  pumping  R&D 
dollars  into  Mugshot,  a  MySpace-style 
social-networking  site  that  he  calls  "a 
compelling  move  into  the  consumer 
market." 

Others  think  it's  nuts.  Says  a  former 
Red  Hat  executive:  "Enterprise  customers 
see  things  like  Mugshot  and  go,  'Is  this  a 
serious  company?'" 

Certainly  Szulik  has  been  collecting 
a  serious  paycheck.  Though  his  salary 
and  bonus  are  relatively  modest  ($1  mil- 
lion last  year),  from  fiscal  2000  through 
fiscal  2006  Szulik  made  $112  million 
by  exercising  options  granted  to  him  by 
the  company.  Red  Hat  over  the  same 
period  had  a  cumulative  net  loss  of  $137 
million.  Sharing  the  wealth  is  the  hus- 
band of  Szulik's  first  cousin,  Alex 
Pinchev,  whom  Szulik  hired  in  1999  and 
who  runs  worldwide  sales. 

Szulik  was  recruited  into  Red  Hat  by 
board  member  William  Kaiser,  a  partner 
at  Greylock  Partners,  a  venture  firm. 
Since  then  Szulik  has  acquired  three 
Greylock-backed  companies,  including 
two  that  Szulik  concedes  were  almost 
dead.  He  says  he  made  the  deals  not  as  a 
favor  to  Kaiser  but  because  "Red  Hat  has 
a  good  eye  for  business." 

Maybe.  But  to  stave  off  Microsoft 
and  Oracle,  he'll  need  more  than  glib 
sound  bites.  F 


Red  Hat  rode  the  boom  for  the 
free-of-charge  Linux  operating  system. 
But  now  the  company  is  looking 
vulnerable.  If  s  lost  managers  and  is 
under  attack  by  Microsoft  and  Oracle.  Wall 
Street  is  skeptical  of  its  sustainability. 
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This  is  the  year  high  definition  goes 
mass-market.  Four  years  ago  I  wrote  about 
a  world  of  $5,000  42-inch  plasma  screens 
and  $10,000  LCDs.  Today  you  can  find  com- 
parable models  for  $1,200,  smaller  screens 
for  a  lot  less.  And  for  the  first  time  you  can 
buy  a  big  display  that  can  show  you  every 
last  pixel  of  the  original  content. 

Of  which  there  is  suddenly  more  than 
ever.  Cable  systems  typically  offer  a  dozen 
or  so  HD  channels,  plus  on-demand  content. 
Satellite  providers  offer  up  to  30  channels. 
HD  video  recorders  have  become  cheap.  Blu- 
ray  and  HD-DVD  discs  offer  100  titles  each, 
with  more  on  the  way.  Both  the  Xbox  360 
and  new  PlayStation  3  can  play  movies  and 
games  in  hi  def.  The  360  can  even  down- 
load HD  movies  over  the  Net.  Then  there's 
YourTube:  New  HD  camcorders  can  preserve 
your  family's  memories  and  let  you  edit  them 
on  your  home  computer. 

I've  been  testing  a  broad  range  of 
hardware  and  software  at  the  Digital 
Tools  test  bench,  otherwise  known  as  my 
living  room.  This  year's  crop  is  better 
than  ever,  but  it's  not  perfect.  Here's  what 
to  know  before  you  fork  over  your  cash. 


THE  RULES 

Before  you  order  an  HD 
system,  consider  your 
room,  your  budget  and 
your  style.  You  can  save 
bucks  by  forgoing  a  separate  surround- 
sound  system  and  using  the  speakers  in  the 
screen.  You  can  also  skip  the  cable  bill  and 
get  signals  over  the  air.  But  this  isn't  1952. 
Some  sets  come  without  speakers  and  some 
can't  decode  broadcast  signals.  So  before 
you  dig  deep  for  a  new  HD  display,  consider 
a  few  issues  too  often  ignored: 

There's  no  such  thing  as  too  big.  Peo- 
ple often  buy  an  HD  set  too  small  for  their 
viewing  area  and  quickly  regret  it.  Bigger 
is  better — more  immersive,  more  exciting, 
more  everything.  I've  shown  movies  on  a 
100-inch  screen  in  my  modest  living  room. 
Not  once  did  anybody  say,  "That  screen's 
too  big."  Several  did  say  "Wow!" 

A  42-inch  widescreen  set  may  sound 
like  a  huge  step  up  from  an  old  squarish 
32-incher.  But  it  depends  how  you  com- 
pare. True,  widescreen  would  give  you 
50%  more  total  picture  area  and  double 


Plasma  flat  panels: 
0  Pioneer  Elite  PRO-FHD1,  50-inch,  $8,000 
©VizioVP42, 42-inch,  $1,200 

LCD  flat  panels: 

©Sharp  LC-52D62U,  52-inch,  $3,150 
©Sony  KDL40-XBR2, 40-inch,  $2,300 
Vizio  GV42L,  42-inch,  $1,300 

Rear-projection  display: 
©Samsung  HL-S5679W,  56-inch,  $2,900 

Digital  projectors: 

©Panasonic  PT-AE1000U,  $4,000 
Panasonic  PT-AX100U,  $2,000 

HD  game  consoles: 

©Sony  PlayStation  3,  $500  or  $600 
©Xbox  360,  $400;  HD-DVD  player,  $200 

HD  camcorders: 

©Sony  HDR-UX1,  $1,050 
©Canon  HV10,  $1,000 


the  viewable  area  for  letterboxed  movies. 
But  for  something  like  football,  the  play- 
ers would  be  only  about  7%  larger,  with 
the  difference  all  on  the  sides. 

Not  every  feature  counts.  You  can 
ignore  built-in  tuners  if  you're  planning 
to  get  channels  from  a  cable  box.  If  you 
don't  use  cable  (or  if  you  do  and  you  like 
on-demand  programming),  you  don't 
need  a  CableCard  slot.  If  you  route  your 
audio  through  a  home  theater  system, 
you  don't  need  to  worry  about  built-in 
speakers.  But  do  be  sure  the  set  you  buy 
has  enough  inputs — for  the  cable  or  satel- 
lite box,  disc  player,  game  console  and 
maybe  a  camcorder. 

Pixels  do  count.  The  top  high-defini- 
tion content  gives  you  1920  horizontal  by 
1080  vertical  pixels— known  as  1080i  or 
1080p  depending  on  whether  every  other 
line  of  the  picture  is  refreshed  sequen- 
tially (i  for  "interlaced")  or  every  line 
(p  for  "progressive").  The  lowest-quality 
HD  signals  offer  1280  horizontal  by  720 
vertical,  known  as  720p. 

To  see  every  last  bit  of  detail  in  the  best 
material— like  high-definition  movie 
discs— you  need  a  1920-by-1080  screen, 
sometimes  called  "full  HD."  Few  plasma 
screens  meet  that  standard;  many  LCDs  do. 

The  cheapest  plasma  screens  have 
only  38%  as  many  pixels  as  full  HD  mod- 
els, creating  a  "screen  door"  effect  that 
reveals  the  dark  spaces  around  the  pixels. 
Cheaper  LCDs  and  better  plasmas  typi- 
cally give  you  more  but  still  only  about 
half  the  full  HD  total.  That  can  minimize 
the  screen-door  effect,  but,  particularly 


with  plasma,  it  doesn't  eliminate  it. 

LCDS  are  hot.  Plasma  makers  work 
hard  to  perpetuate  old  knocks  against 
LCD  screens  that  mostly  aren't  true  any- 
more. Plasmas  boast  of  deeper  blacks, 
broader  viewing  angles  and  quicker 
response  to  fast-changing  action.  But 
LCDs  have  largely  narrowed  those  per- 
formance gaps — and  offer  several  advan- 
tages plasma  makers  never  mention. 

LCDs  are  brighter  and  have  anti- 
reflective  screens,  making  them  better  in 
daylight;  reflections  can  play  on  the 
mirrorlike  faces  of  plasmas,  rendering 
their  deeper  blacks  irrelevant.  And 
today's  LCD  screens  do  fine  with  fast 
action.  They  still  look  best  straight-on, 
but  most  are  still  quite  watchable  until 
you're  way  off  to  the  side. 

At  similar  prices  LCDs  generally  offer 
far  higher  pixel  counts  than  plasmas.  In 
side-by-side  tests  it  was  fairly  easy  to  get 
LCD  screens  to  resemble  plasmas — just 
turn  down  the  backlight  and  tweak  the 
settings  a  bit.  But  there's  no  way  to  get  a 
plasma  to  look  like  a  bright  LCD.  And 
though  plasma  makers  play  down  the 
possibility  of  stationary  images  burning 
themselves  into  the  screen,  their  manuals 
inevitably  include  stern  warnings  about 
it.  With  LCDs  it's  not  a  problem. 

Rear  projection  is  fading.  The  big 
advantage  of  rear-projection  screens  is 
size  for  the  dollar.  But  problems  include 
hot  spots,  narrow  viewing  angles  (partic- 
ularly above  and  below),  an  annoying 
shimmer  caused  by  the  pattern  on  the 
front  glass  and  an  overall  lack  of  sharp- 
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Palm  makes  them 
smart.  We  make 
them  irresistible. 


The  Palm"  Treo  700P  smartphone 
or  the  new  Palm"  Treo  M  700WX. 


$29999 

After  $250 


instant  savings  and  $100  mail-in  rebate. 


Offer  requires  activation  of  a  new  line  of  service  and  2-yr  subscriber  agreement. 

Both  on  the  nation's  largest  mobile  broadband  network 

It's  another  way  Sprint  Business  gives  you  the  power  to 
make  Just  about  any  place  a  workplace. 

Palm  Treo  700P  and  700WX  smartphones: 

>  Easy  viewing  of  Word"  Excel'        >  1.3-megapixel  camera, 
and  other  attachments  camcorder 


>  Bluetooth*  enabled 

>  Can  be  used  as  a  wireless 
modem  with  the  included  cable 


>  MP3  Player 


Get  more  done  in  more  places.  See  our  line  of  Palm  smartphones 
at  your  local  Sprint  or  Nextel  retailer. 


Sprint 


Together  with  NEXTEL 


POWER  UP 


Palm  Treo 

700wx  smartphone  with 
Windows  Mobile*  5.0 


Mobile 


ALL  1-8SPRINT-BIZ  CLICK  sprint.com/business  GO  to  the  nearest  Sprint  or  Nextel  retailer 


THE  POWER  TO  GET  MORE  DONE.  SWITCH  TO  SPRINT  TODAY. 


rint  Mobile  Broadband  Network  reaches  over  170  million  people-coveragenotavailableeverywhere.Seesprint.com/coveragefordetails.OfferonlyavailableatparticipatingSprintorNextelstorelocations.Notavailable 
all  markets  or  retail  locations.  Subject  to  credit  approval.  Offer  requires  purchase  and  activation  between  11/23/06  and  1/13/07.  Up  to  $36  activation  fee  and  $200  early  termination  fee  applies  Mail-In  Rebate:  Taxes 
eluded.  Line  must  be  active  30  consecutive  days.  Allow  8  to  12  weeks  for  rebate.  Provided  as  a  Palm-provided  rebate  to  consumer-  and  individual-liable  accounts  and  Sprint-provided  rebate  to  corporate-liable  accounts, 
ditional  restrictions  apply.  Service  defaults  to  Nationwide  Sprint  PCS  Network,  where  available,  if  Sprint  Mobile  Broadband  Network  is  unavailable.  Use  as  a  private  line  or  frame  relay  service  substitution,  service  or 
;  equivalent  is  prohibited.  Not  available  while  roaming.  Shared  data  not  available.  Terms  and  conditions  and  additional  restrictions  apply.  May  not  be  combinable  with  other  offers.  Device  model  subject  to  availability 
:006  Sprint  Nextel.  All  rights  reserved.  Sprint,  the  "Going  Forward"  logo  and  other  trademarks  are  trademarks  of  Sprint  Nextel  Palm  and  Treo  are  among  the  trademarks  or  registered  trademarks  owned  by  Palm,  Inc. 
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ness.  And  though  they're  far  slimmer 
than  they  used  to  be,  rear-projection 
boxes  seem  too  fat  in  a  flat-panel  world. 

Adjustment  is  essential.  A  spokes- 
man for  a  vendor  reminded  me  to  switch 
his  screen  from  the  "vivid"  or  "dynamic" 
setting  the  minute  I  got  it  up  and  running. 
That  horrible  setting  is  good  for  one  thing: 
making  your  screen  stand  out  in  the 
showroom.  Depending  on  the  set  and  the 
content,  "normal"  or  "movie"  options  are 
a  good  place  to  start  tweaking — though 
you  may  have  to  switch  to  a  "custom"  set- 
ting that  allows  more  flexibility. 

Consider  the  extras.  Most  flat  panels 
come  with  connectors  for  wall-mounting 
but  not  the  mounts  themselves.  Some 
come  with  stands;  some  don't.  And  virtu- 
ally none  includes  the  HDMI  or  compo- 
nent cable  you  need  for  hi-def  signals. 

Standard  def?  Substandard.  Stan- 
dard-def  TV  has  so  few  pixels  that  blow- 
ing them  up  on  a  big  hi-def  screen  reveals 
every  flaw  in  the  analog  signal — and  adds 
visible  glitches  from  the  conversion.  No 
matter  what,  it  will  be  a  disappointment 
compared  to  true  hi  def— or  to  what  you 
see  on  good  standard-def  sets. 

Expect  confusion.  The  geniuses  who 
design  this  stuff  don't  make  it  easy.  One  of 
many  cases  in  point:  HDMI.  This  connector 
transmits  high-quality  video  and  audio  on 
a  single  slim  cable  instead  of  four.  It  also  lets 
Hollywood  block  digital  piracy.  But  not  all 
HDMI  is  created  equal.  This  year's  connec- 
tors, dubbed  1.2,  generally  handle  a  "full 
HD"  1080p  signal.  Last  year's  version  was 
typically  limited  to  1080L  And  next  year's 
(included  on  the  PlayStation  3)  adds  the 
potential  for  richer,  deeper  color  and  better 
audio,  if  devices  are  up  to  delivering  it. 
Though  all  these  things  should  be  compat- 
ible, sometimes  they're  not. 

When  it  comes  to  hi  def,  there  are 
plenty  of  ugly  gotchas  all  along  the  way. 
Consider  hiring  an  installer  to  worry 
about  everything  from  using  the  right 
cables  to  hiding  them  in  your  wall. 


THE  SCREENS 

In  my  book  the  whole 
point  of  hi  def  is  going 
ig,  big.  So  for  this  test  I 
limited  myself  to  repre- 


sentative larger  models. 

Besides,  at  smaller  sizes,  there  are  really 
only  two  choices:  Chunky  tube  models  you 
can  still  unearth  at  bargain  prices,  and  LCD 
flat  panels  that  aren't  expensive  anymore. 
Tubes  are  capable  of  excellent  pictures,  but 
no  matter  their  styling,  the  big  boxes  now 
look  as  modern  as  antimacassars.  At  sizes 
below  42  inches  LCD  flat  panels  are  the 
obvious  choice. 

And  for  me  they're  the  obvious 
choices  at  larger  sizes,  too.  I  tried  two  42- 
inch  Vizio  models,  one  an  LCD  and  one  a 
plasma.  The  plasma  had  only  75%  as 
many  pixels  as  the  LCD  (and  bigger  gaps 
between  them),  yielding  a  grainy  screen- 
door  effect  missing  on  the  LCD.  The  dif- 
ference was  obvious  on  text  and  graphics, 
like  a  jagged  CBS  eye.  But  both  Vizio 
models  suffered  from  uncorrectable 
overscan — chopping  off  a  bit  of  the  pic- 
ture on  all  four  edges. 

The  40-inch  Sony  Bravia  LCD  has  full 
HD  resolution,  twice  as  many  pixels  as  the 
better  of  the  two  Vizios — and  a  dazzlingly 
sharp  picture.  It  also  has  no  overscan,  plus 
deeper  blacks  meant  to  resemble  those  on 
a  plasma  screen.  But  adjusting  those 
blacks  can  be  tricky.  And  though  the 
2-inch  size  difference  isn't  huge,  it's  a  step 
in  the  wrong  direction  considering  the 
Bravia's  premium  price. 

The  flat-out  stars  of  this  round  were 
Pioneer's  50-inch  plasma  model  and 
Sharp's  52-inch  LCD,  both  with  full  HD 
resolution.  The  Pioneer  is  one  of  the  very 
few  1080p  plasmas  I  know  of— and  at  a 
list  price  of  $8,000  it's  the  cheapest.  Most 
big  plasmas  have  roughly  half  the  pix- 
els— and  it  shows. 

With  its  no-screen-door-here  display 
(and  no-speakers-at-all  design),  the  Pio- 
neer puts  all  other  plasmas  I've  seen  to 
shame.  Movies  and  video  look  deep  and 
rich.  But  as  with  its  brethren,  when  room 
reflections  appeared  on  the  shiny  face, 
the  black  levels  didn't  really  matter. 

Sharp's  52-incher  is  bigger  and 
brighter  and  less  than  half  the  price.  If 
you  dim  its  backlight  and  make  a  few 
extra  tweaks  you'll  think  you're  looking  at 
the  Pioneer.  For  less  than  $3,250  online 
this  is  one  great  deal;  Sony  charges  $2,000 
more  for  the  same  size  screen. 

Thinking  bigger?  Rear  projection  is 


one  way  to  go.  But  I  have  long  shied  away 
from  units  that  use  Texas  Instruments' 
single-chip  DLP  technology.  To  my  eyes 
and  many  others',  it  produces  fleeting  but 
frequent  "rainbow"  optical  effects  that 
spoil  the  viewing  pleasure. 

The  Samsung  56-incher  I  tested  uses  an 
LED  backlight  to  eliminate  that  effect.  I  was 
ready  to  sing  "Over  the  Rainbow"  until  I  no- 
ticed other  problems,  including  uncorrectable 
overscan,  a  slight  sense  of  unsharpness  and 
video-processing  errors  that  made  it  the  only 
unit  I  tested  to  turn  some  images'  continu- 
ous tones  into  a  series  of  steps. 

Bigger  still?  I'm  a  huge  fan  of  front 
projectors  that  pump  light  onto  a  real 
screen  much  like  the  ones  at  the  multi- 
plex. I  recently  was  captivated  by  Sony's 
brilliant  full-HD  $4,750  VPL-VW50  pro- 
jector (Nov.  13,  p.  80).  Now  Panasonic 
offers  its  own  full-HD  competitor  and  a 
revamped  1280-by-720p  model. 

At  less  than  half  the  price  the  latter  is 
a  bargain,  but  it  doesn't  quite  do  justice  to 
the  latest  high-definition  content.  The 
full-HD  model  does  a  great  job  but  seems 
slightly  outclassed  by  the  noticeably 
quieter  and  slighdy  sharper  Sony.  But  like 
the  Sony,  it  convinced  me  that  if  you  have 
the  bucks  and  the  room  (and  you  don't 
need  as  much  room  as  you  might  think), 
a  100-inch  screen  is  the  right  place  to 
watch  movies  at  home. 


DISCS  AND 
DOWNLOADS 

There  are  plenty  of  HD- 
DVD  and  Blu-ray  tides  in 
print,  but  the  three  play- 
ers I  reviewed  five  months  ago  (July  24, 
p.  64)  have  few  new  competitors.  And  amaz- 
ingly, you're  better  off  using  the  Blu-ray 
player  built  into  every  PlayStation  3  or  the 
outboard  HD-DVD  drive  you  can  add  to  an 
Xbox  360.  Both  produce  fine  output  in 
1080p  (a  first  for  HD-DVD  players),  and  they 
work  significandy  faster  than  the  stand- 
alones.  Mission:  Impossible  III  looked  virtu- 
ally identical  on  both. 

The  PlayStation  3  makes  you  endure 
the  pain  of  navigating  with  the  controller 
unless  you  buy  a  $25  remote.  The  Xbox 
360  HD-DVD  drive  comes  with  a  nice 
backlit  remote — but  its  eject  button 
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opens  the  console's  DVD  player  instead 
of  the  HD-DVD. 

No  high -definition  cable  comes  with 
the  PS3;  the  HDMI  cable  you  probably  want 
costs  $60  in  stores.  The  Xbox  ships  with  a 
high-definition  component  cable  that  re- 
quires an  extra  optical  cable  for  surround 
sound.  Xbox  doesn't  offer  an  HDMI  cable, 
which  might  someday  become  necessary 
for  showing  protected  content. 

The  Xbox  360  offers  another  path  to 
hi-def  content:  download  it  from 
Microsoft's  Xbox  Live  network  to  the 
hard  drive.  HD  movies  (just  six  so  far) 
cost  $6  and  last  14  days  from  arrival,  24 
hours  from  the  time  you  press  play.  TV 
shows  cost  $3  without  time  limits.  Xbox 
Live  uses  the  720p  format,  but  its  version 
of  The  Perfect  Storm  looked  about  as 
good  as  the  theoretically  higher-res  HD- 
DVD.  Download  time:  about  five  hours. 


HI  DEF  OF 
YOUR  OWN 

^  Preserving  memories 

Vj  your  TV  is  a  capital 

idea.  Several  Sony  consumer-priced  hi-def 
camcorders  have  delivered  1080i  content  in 
a  tape  format  called  HDV  that  can  be  ma- 
nipulated by  standard  editing  programs  like 
iMovie. 

Now  Sony  is  offering  two  new  flavors. 
One  stores  the  images  on  a  hard  drive 
instead  of  tape.  The  other,  which  I've 
tried,  crams  the  data  onto  a  standard 
recordable  mini-DVD. 

Both  use  a  new  format  known  as 
AVCHD.  Unfortunately,  it  is  not  yet  com- 
patible with  standard  editing  tools,  and  the 
software  Sony  supplies  offers  only  the 
most  rudimentary  manipulation.  There 
are  other  odd  gotchas:  According  to  the 
manual,  slipping  a  disc  into  a  standard 
DVD  drive  (which  can  normally  play  such 
a  thing)  might  destroy  the  data  on  it. 
About  the  only  plus  I  see  is  that  AVCHD 
discs  work  in  Blu-ray  players.  Continuing 
Sony's  recent  quality  problems,  early  units 
like  the  one  I  tried  have  an  audio  glitch 
that  reverses  stereo  left  and  right;  Sony 
now  has  a  fix. 

Canon  stuck  with  HDV  and  tape  for  its 
first  consumer-priced  camcorder,  so  far  the 


smallest  HD  model  in  existence.  The  com- 
pact package  generally  works  well,  but 
quirks  include  a  zoom  lens  that  won't 
always  focus  as  close  as  you  might  like  and 
at  least  one  operation  that  forces  you  to 
switch  to  playback  mode  when  you 
shouldn't  have  to.  Low-light  performance  is 
subpar,  and  the  lack  of  a  microphone  jack  is 
a  significant  omission.  But  you  might  take 
this  little  camcorder  with  you  when  you'd 
leave  a  bigger  model  at  home. 


hd  Playstation 

First,  it's  ugly.  As  an 
example  of  modern 
design,  Sony's  new 
PlayStation  3  is  a  big 
hunk  of  shiny,  black 
plastic  tackiness, 
ungainly  whether  vertical  or  horizontal. 
The  fake  chrome  strips  are  as  spiffy  as 
piping  on  a  leisure  suit.  But  at  least  it 
doesn't  come  with  a  giant  power  brick 
like  Microsoft's  Xbox  360,  and  it's  signifi- 
cantly quieter. 

You  turn  it  on.  You're  ready  to  play. 
But  when  you  first  log  on  to  the  Internet, 
you  discover  you  need  a  system  update — 
one  that  took  me  45  minutes  to  down- 
load and  install  while  making  the 
machine  otherwise  useless.  The  kinds  of 
multitasking  Xbox  360  has  no  problem 
with — say,  downloading  something  from 
the  Net  while  playing  a  game — are  as 
alien  to  the  PS3  as  the  characters  in  its 
Resistance:  Fall  of  Man  game. 

Which,  as  a  lead  tide,  was  strangely  not 
developed  in  1080p,  the  units  best  resolu- 
tion. Like  most  in  the  first  batch,  it's  in  720p, 
the  same  as  Xbox  360  tides.  Sony's  1080p 
NBA  07  shows  the  most  promise,  but  unnat- 
uralness  remains.  Namco's  Pudge  Racer  7 
looked  good  in  1080p,  but  not  significandy 
better  than  similar  Xbox  360  tides. 

The  hardware  is  powerful,  and  built- 
in  wireless  networking,  a  bigger  hard 
drive  and  slots  for  memory  cards  make 
the  $600  model  the  one  to  get,  not  the 
bare-bones  unit,  $100  cheaper.  It  can 
reach  the  Internet  and  Sony's  proprietary 
gaming  service,  but  home  networks, 
which  play  well  with  Microsoft's  Xbox 
360,  are  unsupported  for  now. 

That's  unfortunate.  The  Ps3's  hard  drive 


can  hold  lots  of  music,  photos  and  video 
from  your  PC,  but  the  only  way  to  transfer] 
them  is  to  bring  them  in  from  a  memory 
card  or  USB  drive  or  rip  them  from  CDs. 

The  basic  user  interface  is  essentially 
the  "crossbar"  first  seen  on  the  PlaySta 
tion  Portable,  but  it  would  be  a  lot  more 
useful  with  context-sensitive  help  for 
geeky  options  like  "Audio  CD  Output 
Frequency."  And  how  come  it  can't  tell 
you  which  Sony-format  Blu-ray 
Disc  you  have  in  the  drive?  At  least  it 
hasn't  yet  attacked  me  with  ads  like  the 
Xbox  does. 

To  enter  text — password,  name,  Web 
address — you  must  stumble  around  an 
onscreen  cell  phone  keypad.  Texting 
happy  kids  might  find  this  inviting,  but 
something  like  the  Xbox's  onscreen  key- 
board should  at  least  be  an  option.  You 
can  attach  a  keyboard  and  mouse  via  USB, 
but  why  should  you  have  to? 

The  Web  browser  looks  okay  until  you 
try  to  use  a  page  with  the  complexity  of, 
say,  YouTube.  It  works,  mostly,  but  it's 
maddeningly  awkward  and  has  trouble 
remembering  what  you've  told  it.  It's  also 
what  delivers  most  of  the  user  manual, 
which  can  be  stunningly  unhelpful. 

The  PS3's  wireless  controller  includes 
tilt  sensitivity  for  natural  movement, 
particularly  in  sports  games,  but  rumble 
feedback  is  gone.  Worse,  the  recharge- 
able battery  dies  every  couple  of  days, 
forcing  you  to  keep  the  USB  cable  handy 
for  charging  purposes.  Since  the  battery 
can't  be  replaced,  you'll  someday  be  toss- 
ing the  controller  and  buying  a  new  one. 

Conventional  wisdom  says  games  for  a 
particular  platform  get  better  as  developers 
gain  experience  with  it.  But  thus  far  the 
graphical  leap  from  the  Xbox  360  just 
doesn't  seem  huge.  For  now  the  best  way  to 
think  about  the  PS3  may  be  as  a  high-defini- 
tion disk  drive  that  happens  to  play  games. 
But  the  Xbox  360  is  now  competitive  on 
those  terms. 

A  second  45-minute  system  update 
monopolized  my  PlayStation  3  just  two 
weeks  after  its  introduction.  Ultimately, 
the  PS3  has  the  unpleasantly  unfinished 
feel  common  among  computer  products 
in  the  "We'll  fix  it  via  Internet  updates" 
era.  That's  not  a  good  trend  for  consumer 
electronics — or  for  consumers.  F 
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From  the  company  that  pioneered 
noise  reducing  headphones. 

The  next  step 


Bose@QuietComfort@3 

Acoustic  Noise  Cancelling®  Headphones 


Now  you  have  a  choice.  We  began  researching 
noise  reduction  technology  28  years  ago.  Since  then, 
we've  been  leading  the  industry  in  advancing  the 
category  we  created. 

New  QuietComfort- 3  headphones  represent  the 
latest  achievement.  They  rest  on  your  ears  rather  than 
_        — surrounding  them.  And  while 
V^lA  %.       they  are  smaller  than  our  highly 
\lH  acclaimed  QuietComfort  2  head- 

'Hk      phones,  there  is  no  compromise 
™      in  noise  reduction,  sound  quality 
or  comfortable  fit.  So  now  you 
have  a  choice:  QC™2  headphones 
for  around-ear  use,  and  new  QC3 
headphones  if  you  prefer  a  smaller,  on-ear  alternative. 

The  challenge  of  reducing  size.  With 
conventional  technology,  smaller  earcups  compromise 
performance.  So  we  launched  a  research  project  to 
explore  whether  it  was  possible  to  overcome  the 
performance  limitations  of  smaller  size  and  on-ear 
design.  The  result  is  our  new  QC3  headphones  that 
match  the  noise  reduction  and  audio  quality  benefits  of 
our  award-winning  QC2  headphones. 

Hear  the  difference  Bose®  technology 
makes.  You  will  notice  a  dramatic  decrease  in  engine 
gggggjl    roar  on  a  plane.  The  cabin  becomes 
more  peaceful.  Connect  your  CD  player, 

 MP3  player,  or  listen  to  the  in-flight 

movie.  You'll  hear  detail  you  may  have 
^MKKMM&m   never  experienced  while  flying. 

But  use  them  at  home  or  at  the  office,  too.  Although 
the  noise  reduction  will  be  more  subtle,  you  should  notice 
distractions  fading  softly  into  the  background. 


QC2  headphones  (left). 
New  QC3  headphones  (right). 


Try  them  for  30  days  at  no  risk.  Choose  new 
QC3  headphones  for  an  on-ear  fit,  or  QC2  headphones 
for  an  around-ear  design.  Both  come  with  our  30-day 
Excitement  Guarantee.  Order  now  for  a  free  MP3 
player  (a  $50  value)  featuring  music  selected  by 
Bose.  Easily  add/remove  songs, 
and  use  it  to  enjoy  your 
QuietComfort  headphones  even 
more.  Take  advantage  of  12 
easy  payments,  with  no 
interest  charges  from  Bose* 
And  ask  about  our  optional  Cell  Connect  cable 
for  use  with  select  music-enabled  mobile 
phones.  QuietComfort  headphones. 

Engineered  exclusively  by  Bose,  the 
most  respected  name  in  sound. 


Fold-flat  design 
for  easy  storage 


To  order  or  learn  more  about  Bose  headphones: 

1-800-901-0256,  ext.  Q5371 

www.Bose.com/qc3 


Better  sound  through  research 


lose  payment  plan  available  on  orders  of  S299-S1 500  paid  by  major  credit  card  Additional  financing  offers  may  be  available  for  select  products  See  website  for  details  Down  payment  is  1/12  the  product  price  plus  applicable  tax 
id  shipping  charges.  Then,  your  credit  card  will  be  billed  for  1 1  equal  monthly  installments  with  0%  APR  and  no  interest  charges  from  Bose  Credit  card  rules  and  interest  may  apply  U  S  residents  only  Limit  one  active  financing 
ogram  per  customer  ©2006  Bose  Corporation.  Patent  rights  issued  and/or  pending  Financing  and  free  MP3  player  offer  not  to  be  combined  with  other  offers  or  applied  to  previous  purchases,  and  subject  to  change  without  notice 
QuietComforr  headphones  are  returned,  the  MP3  player  must  be  returned  for  a  full  refund  Risk  free  refers  to  30-day  trial  only  and  does  not  include  return  shipping  Delivery  is  subject  to  product  availability 
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Interest 

How  Firsthand  rides 
e-commerce  midcaps. 
By  James  M.  Clash 

FUND  MANAGER  KEVIN  LANDIS  WAS 
once  a  big  shot.  In  2000,  the  heyday 
of  tech,  his  Firsthand  Technology 
Value  held  the  record  for  stock  funds  with 
a  breathtaking  five-year  return  of  67%  a  year. 
Back  then  business  cable  TV  shows  vied  to 
land  the  hot  manager  as  a  guest. 

Things,  of  course,  aren't  what  they 
were,  and  Firsthand  Funds,  a  San  Jose,  Calif, 
family  of  growth  stock  funds  (five  technol- 
ogy, one  health  science)  has  seen  assets 
under  management  fall  from  $7.7  billion  in 
2000  to  $760  million  now.  While  Landis  is 
no  longer  in  demand  by  the  TV  crowd,  he 
is  still  busy  picking  good  stocks. 

His  Firsthand  E-Commerce  Fund  (as- 
sets: $38  million)  has  held  up  well  the  last 
five  years,  returning  an  annual  4. 1%,  3.3  per- 
centage points  ahead  of  its  tech  peers  but  1.5 
percentage  points  behind  the  value-laden 
S&P  500.  The  funds  premise  is  that,  rather 
than  seek  out  the  next  YouTube  or  MySpace, 
Landis  will  own  companies  that  facilitate  the 
YouTubes  and  MySpaces.  That  is,  look  for 
suppliers  of  products  and  services  that  en- 
able online  transactions. 

Electronic  retailing  is  growing  at  a  20% 
annual  pace,  according  to  the  U.S.  Depart- 
ment of  Commerce.  And  while  e-com- 

Room  to  Grow 


merce  hasn't  replaced  shopping  in  stores  (and 
Landis  believes  it  never  will),  it  has  gained  a 
foothold:  2.6%  of  all  sales,  or  an  estimated  an- 
nual $100  billion.  Strong  Black  Friday  sales — 
up  6%  over  last  year— portend  a  robust 
Christmas  season. 

Landis,  45,  got  degrees  in  electrical  en- 
gineering from  UC,  Berkeley  and  in  busi- 
ness from  Santa  Clara  University,  then  did 
stints  as  a  tech  analyst  at  Dataquest  and  as 
a  chip  product  manager  at  the  U.S.  semi- 
conductor arm  of  Seiko  Epson.  In  1993  he 
cofounded  Firsthand  with  Kendrick  Kam; 


he  bought  Kam  out  in  1999. 

For  a  midcap  tech  fund  (median  market 
value:  $5  billion),  Firsthand  E-Commerce  has 
a  surprisingly  low  turnover  of  55%,  making 
it  fairly  tax-efficient  Landis  says  medium-size 
companies  are  less  risky  than  tiny  ones  yet 
have  plenty  of  room  to  grow  before  becom- 
ing stodgy  large  caps.  The  best  time  to  have 
owned  Cisco  Systems  was  when  it  raced  from 
$10  billion  to  $100  billion  in  market  value,  a 
feat  it  accomplished  in  only  three  years. 

While  sifting  through  hundreds  of 
midrange  tech  firms,  many  with  little  ana- 
lyst coverage,  Landis  looks  to  which  of  the 
big  Internet  companies  they  do  business 
with.  When  he  sees  one  of  the  big  guys'  sup- 


pliers and/or  retailers  pop  up  repeatedly,  he 
investigates  the  candidate. 

Like  many  a  growth  stock  manager,  Lan- 
dis is  not  an  absolutist  on  either  growth  or 
price;  he  compares  the  two.  "Like  real  es- 
tate, good  companies  pay  out  over  time  no 
matter  when  you  get  in,"  he  says.  His  stocks 
trade  at  an  average  40  times  trailing  earn- 
ings, double  that  of  the  S&P  500.  You  get 
what  you  pay  for.  The  2006  earnings  growth 
rate  in  the  Firsthand  fund  is  34%;  the  cor- 
responding figure  for  the  market  is  15%. 
Landis  ultimately  settles  on  a  list  of  30  to  50 
names.  Currendy  the  fund  owns  36. 

Akamai  Technologies,  the  largest 
holding  at  11.5%  of  assets,  helps 
companies  expand  their  online  busi- 
ness without  adding  hardware;  its 
EdgePlatform  network  of  20,000 
servers  in  70  countries  handles  the  dis- 
tribution of  content  for  customers  in- 
cluding NBC,  Comedy  Central,  Yahoo, 
Friendster  and  Apple  Computer.  Aka- 
mai trades  at  1 17  times  earnings,  but 
Landis  says  a  projected  33%  earnings 
growth  rate  justifies  the  lofty  multiple. 
Vasco  Data  Security  Internationa)  provides 
security  tokens  for  electronic  transactions.  The 
tokens  are  used  primarily  by  financial  insti- 
tutions and  corporations  to  authenticate 
remote  users  of  Web  services.  The  customer 
is  given  one  of  these  tokens,  a  key-chain-size 
device  on  which  his  password  constandy 
changes.  When  queried  at  a  remote  terminal, 
he  just  types  in  the  password  that  the  display 
shows.  Landis  likes  Vasco's  growth  prospects: 
It  acquired  80  new  bank  customers  and  622 
corporate  customers  in  the  first  half  of  2006. 

Firsthand  E-Commerce  Fund  has  no 
sales  load,  but  annual  expenses*  $1.95  per 
$100  of  assets,  are  high.  They  should  decline 
as  the  portfolio  grows.  F 


These  Landis  picks,  midsize  tech  companies  that  enable  electronic  purchases  on  the  Internet,  are  poised  for  big  growth. 


RECENT 

COMPANY  PRICE 

P/E 

PROJECTED 
EPS  GROWTH1 

COMMENTS 

AKAMAI  TECHNOLOGIES  $47.62 

117 

33% 

Internet  content  delivery  for  big  companies 

VALUECUCK  23.55 

44 

25 

Offers  clever  Web  advertising  plans 

VASCO  DATA  SECURITY  INTERNATIONAL    1 0.82 

39 

28 

Dominant  provider  of  online  shopping  security  codes 

VERIFONE  HOLDINGS  33.75 

40 

18 

Terminals  in  stores  for  credit/debit  card  sales 

VERISIGN  23.03 

53 

15 

Has  a  lock  on  registering  domain  names 

Prices  as  of  Nov.  27.  'Annualized  growth  over  the  next  three  years.  Sources:  Firsthand  Funds;  Reuters  Fundamentals  via  FactSet  Research  Systems. 
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With  modular  solutions  that  let  you  buy  only  the  software  you  need  now, 
P  is  for  great  companies,  not  just  great  big  companies. 

In  fact,  more  than  65%  of  SAP  customers  are  small  and  midsize  businesses?" 
irn  more  at  sap.com/midsize. 

THE  BEST-RUN  BUSINESSES  RUN  SAP™   LrM  L 
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REAL  ESTATE 


rs  are  spending  millions  on  a  hot  new  real  estate 
condo-hotels.  Good  as  second  homes.  Terrible  as 
ments  By  Dorothy  Pomerantz  with  Stephane  Fitch 


I  HRISTOPHER  KEARNEY  IS  GET- 

tting  a  piece  of  a  gleaming  hotel 
that  will  open  off  the  Las  Vegas 
Strip  in  2009,  complete  with 
deluxe  shopping,  fine  dining,  a 
gorgeous  waterfall-fed  pool  and,  of  course, 
a  casino.  His  slice  of  the  W  Las  Vegas  is  own- 
ership of  a  600-square-foot  room.  A  condo, 
that  is.  When  he's  not  there,  the  space  will 
be  rented  out,  with  the  hotel  operator  and 
Kearney  splitting  the  proceeds. 


As  the  lodging  industry  continues  to 
boom,  with  occupancy  rates  and  room  rents 
surging,  opportunity-minded  hoteliers  have 
turned  to  investors  like  Kearney  to  help  un- 
derwrite expansions.  These  joint-ownership 
deals,  called  condo-hotels,  have  blossomed 
only  in  the  past  two  years,  with  buyers  spend- 
ing an  estimated  $250  million  on  units  in 
2006,  mainly  in  resort  areas.  Donald  Trumps 
Waikiki  condo-hotel  development  sold  out 
in  one  day,  for  a  total  of  $700  million. 


Investor  Chris  Kearney  surveys 
a  condo-hotel  property  in 
Baja  California,  Mexico. 

By  January,  27  such  proj- 
ects should  be  open.  In  the 
next  two  years  76  more  are 
slated.  Since  the  promoters  are 
selling  what's  hip  and  glitzy, 
most  are  offering  units  in 
new  hotels,  not  long-standing 
ones,  but  there  are  excep- 
tions, such  as  New  York's  fa- 
bled Plaza,  which  will  be  a 
condo-hotel.  In  the  right  cir- 
cumstances condos  sell  out  in 
a  matter  of  weeks,  on  spec, 
well  before  the  first  shovelful 
of  dirt  is  dug.  Demand  is  so 
high  that  prices  can  double  be- 
tween the  time  the  first  buy- 
ers get  in  and  the  last  ones  do. 

The  sales  pitch:  Own  a 
little  piece  of  paradise  in 
Hawaii  or  Las  Vegas  with- 
out worrying  about  finding 
renters — or  plumbers  when 
the  toilet  backs  up— and 
you're  thousands  of  miles 
away.  If  you're  lucky,  the  split 
room  rent  will  cover  your 
mortgage  and  overhead. 

Kearney  is  so  enticed  by 
this  concept  that  he  has 
bought  two  rooms  at  the 
Starwood-branded  Vegas 
hotel  (25%  of  its  2,000  units 
will  be  condos),  plus  eight 
more  in  places  like  Panama, 
Grand  Cayman  and  Dubai, 
for  $4.8  million  in  toto.  He's 
putting  down  $3  million, 
borrowing  the  rest.  The  47- 
year-old  personnel  executive 
from  Mahopac,  N.Y.  says, 
Til  be  buying  and  selling  these  things  for 
as  long  as  I  live." 

But  will  he  be  selling  at  a  profit?  Since 
so  many  condo-hotels  are  under  construc- 
tion, and  since  the  industry  is  so  new,  it's 
hard  to  know  how  well  these  investments 
will  fare.  But  common  sense  says  that  they 
aren't  likely  to  be  gold  mines.  If  the  opera- 
tors were  confident  about  high  rental 
income,  they  wouldn't  be  cutting  you  in; 
they'd  just  borrow  from  a  bank. 
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TAKE  IT 

OVERtheTOP 
,nscottsdale 


By  Pam  Hait 


In  the  world  of  corporate 
meetings,  selecting  Scottsdale 
as  your  destination  turns 
memorable  events  into  amaz- 
ing experiences.  The  good  times  start 
immediately  since  the  heart  of  town  is 
just  ten  minutes  from  Phoenix  Sky 
Harbor  International  Airport.  Yet 
Scottsdale  is  worlds  away  from  other 
destinations  because  here  your  guests 
discover  a  one-of-a-kind  landscape: 
the  Sonoran  Desert.  Renowned  for 
its  architectural  beauty  and  nearly 


constant  sunshine,  this  lush  environ- 
ment is  a  glorious,  natural  theme  park 
that  can  be  explored  on  horseback  or 
mountain  bike,  enjoyed  from  a  seat  in 
a  Jeep,  climbed,  hiked  or  simply 
admired  —  but  never  forgotten. 

A  dramatic  manmade  environment 
of  more  than  70  properties  enhances 
the  great  outdoors.  From  streamlined 
budget-friendly  hotels  to  luxurious 
resorts,  Scottsdale  offers  a  mix  of  high 
style  and  superb  service.  With  more 
four-  and  five-star  resorts  and  hotels 


than  are  found  in  any  metropolitan 
area  in  the  country,  your  choice  of 
accommodations  can  reflect  your 
standard  of  excellence.  Whether 
selecting  a  luxury  full-service  resort, 
like  the  Hyatt  Regency  Scottsdale 
Resort  and  Spa  at  Gainey  Ranch, 
The  Westin  Kierland  Resort  &  Spa  or 
The  Fairmont  Scottsdale  Princess,  or  an 
intimate  property  like  the  elegant 
Sanctuary  on  Camelback  Mountain, 
the  decision  becomes  a  statement  of 
personal  style. 


The  perfect  meeting  destination  is  one  that  offers  endless  fun  and  excitement  after  the  business  is 
done.  Welcome  to  Scottsdale,  Arizona  and  all  the  pleasures  that  the  Sonoran  Desert  has  to  offer. 
( 'all  our  destination  experts  today  at  800-782-1117  or  visit  Scottsdalecvh.com/Forbes. 


Scottsdale 

Convention  &  Visitors  Bureau' 


David,  Michael  &  Angela 

Meeting  Attendees 

Came  to  Scottsdale  to  work. 


and  to  play. 


Experience  the  Greatest  Show  on  Grass. . . 

The  4th  Annual  Forbes  Scottsdale  Celebrity  Am 


You  are  cordially  invited  to  qualify.  * 

The  Scottsdale  Convention  &  Visitors  Bureau  and  its  host  partners 
welcome  the  nation's  top  executives  and  meeting  planners  to  participate 
in  the  Forbes  Scottsdale  Celebrity  Am,  in  conjunction  with  the  PGA 
TOUR's  FBR  Open,  the  Greatest  Show  on  Grass,  January  28-30,  2007. 

We  invite  you  to  attend  a  live  economic  business  session  with  Steve 
Forbes  and  experience  Scottsdale  to  learn  what  this  vibrant  city  can 
offer  for  your  company's  next  corporate  meeting  or  incentive  trip. 
To  qualify  for  one  of  the  limited  number  of  spots  at  this  exciting  event, 
please  register  at  scottsdalecvb.com/forbes  or  call  Dan  Tavrytzky, 
Vice  President  of  Sales  and  Services,  at  480-949-2173. 

*  Qualification  preferences  will  be  given  to  executive-level  meeting  planners  and  executive  decision 
makers  overseeing  conferences  and  meetings  for  their  organization,  with  confirmation  by  1/05/07. 


Sunday,  January  28,  2007 

•  Arrivals  throughout  the  day  at  Phoenix  Sky 
Harbor  International  Airport 

•  Guests  transported  to  Scottsdale  resorts 

•  Opening  reception 

•  Dinner 

Monday,  January  29,  2007 

•  Breakfast  at  leisure 

•  Lunch  business  session  with  Steve  Forbes 

•  Afternoon  activities  and  site  tours 

•  Evening  reception  and  dinner 

Tuesday,  January  30,  2007 

Scottsdale  Celebrity-Am,  Grayhawk's  Talon  Course* 
(*excursion  option  for  those  not  playing  in  tournament) 

•  7:30-9:00  a.m.  registration  &  breakfast 
.  9:30  a.m.  start 

•  Afternoon  awards  presentation 

•  Evening  wrap-up  reception  &  dinner 

Wednesday,  January  31,  2006 

•  Departures  throughout  the  day 

•  Customers  who  stay  will  receive  tickets  to 
the  FBR  Open  Pro-Am  at  TPC  Scottsdale 

Costs  associated  with  airfare,  accommodations  and  the  golf 
invitational  are  paid  by  the  Scottsdale  CVB  and  its  partners. 


Scottsdale    Ff>rhp«i       cW^^r       IflHSSai  SANCTUOPY 

Convention  &  Visitors  Bureau'  X  V/l  SCO"!  TSDALE  PRINCESS         ■KBEDHZim*   »>'  


kit  HI  AND  RESORT  &  SPA 

Phoenix  fScottidalc 


JANUARY  28-30,  2007      480-949-2173  SCOTTSDALECVB.COM/FORBES 
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CREATE  ACTIVITIES 
AND  PROGRAMMING 
THEY  WON'T  FORGET 

Only  in  Scottsdale  can  your  A-team 
saddle  up  at  a  working  cattle  ranch  to 
hone  real  cowboy  skills  or  test  their 
high-performance,  defensive  driving 


skills  at  an  authentic  auto  racetrack.  For 
a  more  relaxing  gathering,  your  group 
can  enjoy  breakfast  or  dinner  at  a  palace 
in  the  desert  where  they  are  introduced 
to  the  rarified  world  of  Arabian  horses 
and  can  watch  performances  by  these 
beautiful  national  champions. 


IMMERSE  YOURSELF  IN  CULTURE,  THE  DESERT  SKY, 
OR  OUR  70,000  SQUARE  FEET  OF  MEETING  SPACE. 

VISIT  HYATT  REGENCY  SCOTTSDALE  RESORT  AND  SPA. 


There  is  a  place  where  desert  meets  sky.  Hyatt  Regency  Scottsdale  combines 
nature,  culture  and  the  spirit  of  the  destination  to  provide  a  unique  location  for 
your  next  group  program.  Our  "Experiential  Offerings"  staff  can  arrange  unique 
presentations,  activities  and  team  building  programs  led  by  cultural  interpreters. 
We  offer  500  luxurious  guestrooms,  over  70,000  square  feet  of  indoor  and  outdoor 
meeting  space,  the  new  21 ,000  square  foot  Spa  Avania,  27  holes  of  championship 
golf,  world-class  tennis,  glistening  pools,  and  miles  of  beautiful  surrounding 
terrain  for  jogging  and  cycling.  For  events  that  inspire  and  renew,  we  provide 
an  experience  that  will  last  a  lifetime  for  your  group.  Feel  the  Hyatt  Touch? 
For  information  or  reservations  call  480  444  1234  or  visit  scottsdale.hyatt.com. 


^*  REGENCY 

SCOTTSDAIE  |, 
RESORT  AND  SPA  AT  GAINEY  RANCH 


With  nearly  200  golf  courses  to  play 
and  330  days  a  year  of  sunshine,  your 
golf  outing  or  tournament  will  always 
go  off  as  planned.  You  can  complete  the 
day  with  golf  spa  treatments  or  a  shop- 
ping trip  at  In  Celebration  of  Golf,  a 
store  devoted  to  all  things  golf  —  or 
reward  your  group  with  custom 
club  fittings  at  Hot  Stix  Golf. 

For  a  customized  adventure,  your 
group  can  take  wing  with  a  private 
flight  from  Scottsdale  Airport  to  the 
Grand  Canyon  for  lunch  and  a  stroll 
along  the  South  Rim  of  the 
Canyon,  or  a  sunset  cocktail  party  at 
the  historic  El  Tovar  Lodge.  Upon 
returning  to  Scottsdale,  they  can  take 
a  customized  art  and  architectural 
tour  that  showcases  some  of  the 
area's  most  exclusive  multimillion- 
dollar  estates  with  Bella  Palazzo. 
After  visiting  these  homes,  they  can 
stay  for  an  art-themed  dinner  in  a 
private  residence  and  watch  a  theater 
troupe  bring  a  famous  painting  of 
your  choice  to  life. 
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Groups  work  together  on  the 
exciting  Desert  Storm  Hummer's 
"Puff,  Pitch  and  Pour"  team  building 
tour  that  begins  with  an  off-road 
Hummer  trip  in  the  Sonoran  Desert 
and  continues  with  fun,  games  and 
gifts  of  Cohiba  cigars,  cutters, 
lighters,  sand  wedges,  golf  balls 
and  a  shot  of  Patron  poured  in  a 
souvenir  glass. 

AN  EVENT  OASIS 

Scottsdale's  unique  style  con- 
tinues indoors  with  more  than 
800,000  square  feet  of  on-prop- 
erty  meeting  space  that  accom- 
modates every  techno-dream. 
Scottsdale  properties  can  handle 
it  all  —  from  staged  produc- 
tions to  video  conferencing  to 
multiple  source  imaging  projec- 
tion. Group  size  is  never  an 
issue,  with  options  like  the  confer- 
ence center  at  The  Fairmont 
Scottsdale  Princess,  which  in- 
cludes  the  22,500-square-foot 


Grand  Ballroom,  or  70,000  square 
feet  of  indoor  and  outdoor  meeting 
space  at  the  Hyatt  Regency  Scottsdale, 
including  its  12,000-square-foot  and 
14,000-square-foot  indoor  ballrooms. 
Another  favorite  is  The  Westin 
Kierland  Resort  &  Spa  with  over 


175,000  square  feet  of  flexible 
meeting  space  incorporating  two 
ballrooms. 

Smaller  groups  have  myriad  options 
like  the  Executive  Boardroom  at  The 
Westin  Kierland,  and  private,  moun- 
tainside   homes    at    Sanctuary  on 


NOW  YOU  CAN  PLAY  LIKE  A  PRO... 
OR  AT  LEAST  FEEL  LIKE  ONE. 

CHAMPIONSHIP  GOLF  PACKAGE  from  $899* 

Arizona  is  home  to  some  of  the  best  golf  courses  in  the  world  including  the 
TPC  of  Scottsdale,  home  of  the  FBR  Open.  Now  you  have  the  opportunity 
walk  in  the  footsteps  of  the  PGA  Tour's  finest  players  and  take  your  best  shot 
on  some  of  the  top  rated  courses  in  the  Valley  of  the  sun.  Our  Championship  Golf 
Package  includes  one  night's  stay  in  a  luxurious  Fairmont  Room,  daily  breakfast 
in  any  of  our  available  restaurants  and  one  round  of  golf  per  person  on  any  of 
our  four  preferred  courses.  Also  included  are  the  following  complimentary 
amenities:  access  to  the  practice  facility  prior  to  your  round,  transportation 
to  and  from  the  courses  listed  above  and  our  golf  concierge  service. 
The  Championship  Golf  Package  is  available  through  December  31,  2006. 
Spa  and  Family  packages  are  also  available. 


rcurmon/ 

SCOTTSDALE  PRINCESS 


Places  in  the  heart. 

The  Fairmont  Scottsdale  Princess,  101  North  at  Scottsdale  Road,  Scottsdale 


For  information  and  reservations  contact  us  at  888-265-0633. 


v.  fai  rmont.com/ scottsdale 


h~  fam-i/  "Pricing  is  per  room,  per  night,  based  on  double  occupancy  with  a  maximum  of  4  people  per  room. 
1 — '  No  minimum  night  stay  required,  11.92%  room  tax  not  included.  Packages  and  rates  subject  to 
change  and  are  subject  to  availability.  One  round  of  golf  per  person  is  for  each  paid  night  and  is  good 
for  Troon  North,  Grayhawk  and  We-ko-pa,  Unlimited  golf  available  at  the  TPC  Stadium  course  on  same  day  play  only. 
Additional  charge  of  $450  USD  for  3rd  and  4th  persons  in  room  will  apply  per  night.  Single  rates  also  available. 
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Camelback   Mountain.  Each   resi-  |  races  and  patios  and  the  meeting 
dence,  including  the  recently  remod-     choices  become  almost  infinite, 
eled  Casa  Montana,  is  architecturally 


unique  and  features  spectacular  views 
and  seclusion. 

Add  to  this  acres  of  outdoor,  on- 


IN  SCOTTSDALE,  ■ 
EVERYONE'S  A  VIP 

To  take  your  meeting  over  the 


property  plazas,  gardens,  lawns,  ter-  !  top,  invite  your  guests  to  be  VI  Ps 


at  Scottsdale's  world-class  events. 
From  golf  tournaments  to  horse 
shows,  car  auctions  to  culinary 
extravaganzas,  Scottsdale's  signature 
events  provide  you  with  opportuni- 
ties to  impress,  reward,  inspire  and 
build  loyalty. 

Currently  the  Scottsdale 
Convention  &  Visitors  Bureau 
(SCVB)  is  inviting  top  performers  to 
the  Third  Annual  Forbes  Scottsdale 
Celebrity-Am.  Held  at  Grayhawk's 
Talon  Course  prior  to  the  FBR 
Open,  this  exclusive  opportunity 
pairs  guests  with  sports  celebrities 
like  Paul  Konerko  of  the  Chicago 
White  Sox,  former  Phoenix  Sun 
Dan  Majerele,  Mark  Mulder  of  the 
St.  Louis  Cardinals  and  Hall  of  Fame 
baseball  player  Robin  Young.  The 
fun  continues  with  receptions  and  a 
gala  dinner. 

Car  lovers  will  covet  special  pass- 
es to  Scottsdale's  Barrett-Jackson 
Collector  Car  Auction  where  they 
are  front  and  center  as  the  bidding 
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escalates.  Described  as  the  "World's  ,  event  that  attracts  nearly  2,000  horses  I  perfect  destination  for  those  who 
Greatest  Collector  Car  Auction,"  your     and  sets  the  pace  in  the  Arabian     want  only  the  best.  Recently  Greg 


guests  will  attend  galas  and  charity  par- 
ties, mingling  with  famous  sports  and 
entertainment  stars. 

"Foodies"  will  respond  to  star 
treatment  at  the  Bon  Appetit 
Scottsdale  Celebrity  Chef,  Golf 
&  Spa  Invitational,  where  they 
play  great  golf,  indulge  in  a  day 
at  a  spa  and  meet  the  country's 
and  region's  biggest  culinary 
stars  at  special  seminars,  dinners, 
tastings  and  live  demonstrations. 
You  can  also  build  relationships 
at  the  acclaimed  Scottsdale 
Culinary  Festival,  where  VIP  sta- 
tus means  invitations  to  a  black- 
tie  progressive  dinner,  reserve 
wine  tasting  and  cooking 
demonstrations  by  Scottsdale's 
most  prominent  chefs. 

The  Scottsdale  Arabian  Horse 
Show  provides  more  opportunity 
for  special  treatment.  Your  guests 
can  be  ringside  at  this  international 


horse  world. 

IMPRESS  EVEN  THE 
HARD-TO-IMPRESS 


Framarin,  director  of  education  and 
events  for  Illinois  Credit  Union 
League,  brought  a  small  group  of  top 
executives  to  Scottsdale  for  a  five- 


Groups  agree  that  Scottsdale  is  the  !  day  meeting.  The  choice,  he  says,  was 


desired. 


Conde  Nast  Traveler  Reader's  Choice  Award 
"No.  1   Resort  in  U.S." 

5700  E.  McDonald  Drive    Paradise  Valley,  AZ 
800.245.2051     •  sanctuaryaz.com 
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guided  in  part  by  a  previous  out- 
standing experience  he  had  in 
Scottsdale,  and  this  meeting  rein- 
forced his  earlier  impression. 

"We  love  the  climate  and  the 
beautiful,  sunny  weather,"  says 
Framarin,  who  booked  his  group  at 
the  Hyatt  Regency  Scottsdale 
Resort  and  Spa  at  Gainey  Ranch. 
The  property,  he  notes,  was  conve- 
nient to  the  airport,  beautiful  and  a 
good  value  for  the  money.  "There  is 
something  spiritual  about  the  moun- 
tains and  the  desert.  The  environ- 
ment creates  a  very  relaxed  atmos- 
phere for  networking,  encouraging 
attendees  to  relax  and  let  their  guard 
down  and  come  up  with  great  ideas. 
While  there  is  plenty  to  do  during 
leisure  time,  when  it  is  time  to  meet, 
it's  very  easy  to  switch  back  to  meet- 
ing mode." 

Emphasizing  that  Scottsdale  is 
also  a  great  destination  for  spouses, 
Framarin  added  that  they  enjoyed 
the  shopping  and  the  option  of 
starting  the  day  with  a  hot  air  bal- 
loon flight.  "Our  entire  group  found 
the  dining  opportunities,  both  on 
and  off  property,  fantastic,"  he  adds. 
"And  they  loved  the  golf,  golf  and 
more  golf." 


USE  THE  EXPERTS  TO 
MAKE  IT  HAPPEN 

The  best  meetings  start  with  a  call  to 
the  professional  sales  team  af  the 
SCVB.  These  destination  experts  can 
help  you-  find  the  property  that  best 
reflects  your  corporate  culture  and  sug- 
gest inventive  amenities  that  suit  your 
style.  Their  established  relationships 
with  unique  ofF-site  venues  like  the 
Major  League  Baseball  Giants'  spring 
training  home  at  Scottsdale  Stadium 
and  the  Tournament  Players  Club 
Scottsdale  gives  you  an  inside  track  on 
uncommon  experiences.  The  SCVB 
can  also  arrange  anything  from  "spa 
tastings"  and  team  building  exercises  to 
tickets  for  coveted  professional  sports 
events  like  the  Phoenix  Suns,  Arizona 
Cardinals,  Arizona  Diamondbacks  and 
Phoenix  Coyotes  games  —  all  of 
whom  play  in  the  metro  area.  Because 
they  know  Scottsdale  day  and  night, 
your  group  will  experience  the  best  of 
Scottsdale. They  can  also  help  locate  top 
national  entertainment,  facilitate  audio- 
visual needs  or  secure  speakers,  doing 
whatever  it  takes  to  put  your  group's 
experience  over  the  top. 

Select  Scottsdale,  and  change  your 
next  meeting  from  memorable  to 
amazing.  I 


Web  Directory 

The  Fairmont 
Scottsdale  Princess 
www.fairmont.com/scottsdalc 

Hyatt  Regency  Scottsdale  Resoi 
and  Spa  at  Gainey  Ranch 
www.scottsdale.hyatt.com 

Sanctuary  on  Camelback 
Mountain  Resort  and  Spa 

www.sanctuaryaz.com 

TheWestin  Kierland 
Resort  and  Spa 
www.kierlandresort.com 

Scottsdale  Convention 
&  Visitors  Bureau 
www.scottsdalecvb.com 


Scottsdale 

Convention  &  Visitors  Bureau* 


A  hike  in  the  breathtaking  Sonoran  Desert  is  just  one  of  the  adventures  Scottsdale  has  to  oiler. 


& 


From  what  evidence  we  have  to  date, 
the  fees  can  be  very  high,  and  there's  no 
guarantee  that  rooms  will  be  rented  out 
often  enough  to  cover  costs.  What's  more, 
a  danger  exists  that  some  roaring  markets, 
like  Miami's,  are  becoming  overbuilt. 

Vexingly,  prospective  owners  can't  see 
how  the  costs  and  revenues  will  be 
divided  until  they  fork  over  a  down  pay- 
ment. And  real  estate  agents  and  develop- 
ers are  barred  by  securities  regulations 
from  divulging  room  rates  or  expected 
occupancy  levels,  which  would  make  the 
condos  into  investments  rather  than  real 
estate.  Perish  the  thought. 

You  have  a  limited  time  to  get  your 
money  back  once  you  review  the  num- 
bers. "It's  a  catch  22,"  says  Dante  Alexan- 
der, head  of  the  National  Association  of 
Condo  Hotel  Owners.  "Most  people  buy 
them  to  rent  out,  but  developers  can't  talk 
about  it."  His  organization  offers  members 
market  analysis  to  help  guess  rental 
income.  Still,  this  is  more  art  than  science. 

A  rundown  of  possible  problems: 
Mortgages.  Getting  one  for  a  condo- 
hotel  can  cost  more  than  a  standard  loan. 
Mostly,  Fannie  Mae  won't  buy  condo-hotel 
mortgages,  which  makes  big  banks  leery 
about  extending  them.  If  a  room  lacks  a 
kitchen  and  other  apartment-like  features, 
few  traditional  lenders  will  want  it. 

But  brokers  peddling 
condo-hotel  rooms  have 
lists  of  specialty  lenders 
who  make  these  loans, 
often  for  0.25  to  0.75  per- 
centage points  more  than 
a  home  mortgage.  Robert 
Waun  of  Vacation  Finance, 


Condo-hotels  are 
popping  up  in  destination 
locales.  Most  are  new 
buildings,  some  are 
venerable  hotels.  From 
left:  The  Trump  Las  Vegas, 
Miami  Beach's 
Fontainebleau, 
Trump  Panama, 
New  York's  Plaza, 
the  W  in  Vegas. 


a  mortgage  firm  focused  on  condo-hotel 
lending,  expects  to  originate  $100  million 
in  loans  next  year. 

Occupancy.  Hotels  almost  never  offer  buy- 
ers a  guaranteed  minimum  number  of  days 
the  room  will  be  rented  out.  If  you  base 
your  cash  flow  analysis  on  the  hotel's  being 
full  75%  of  the  year,  and  the  real  occupancy 
rate  (because  of  bad  weather,  bad  econom- 
ics or  bad  marketing)  is  only  40%,  that's 
219  days  your  room  is  costing  you  money. 

Look  at  the  MGM  Mirage  Signature,  a 
1,728-unit  development  attached  to  the 
MGM  Grand  casino  on  the  Vegas  Strip. 
The  first  of  three  buildings  opened  last 
June  to  little  fanfare.  The  hotel  boasts  a 
gated  entry,  large  rooms,  flat-screen  televi- 
sions and  a  private  pool.  Owners  expected 
their  rooms  to  be  rented  out  at  Las  Vegas' 
typical  85%  occupancy  rate  for  $200  and 
up  per  night.  But  angry  owners  say  that 
MGM  isn't  properly  marketing  the  property 
and  is  renting  rooms  on  the  cheap. 

One  owner  says  his  room  was  rented  out 
only  8  nights  in  September.  He  did  a  little  bet- 
ter the  previous  month,  when  his  room  was 
taken  for  15  nights,  although  some  of  those 
were  at  a  cut-rate  $90  per  night.  "I  expected 
to  earn  $2,000  per  month,"  says  Dean  Ader, 
a  retired  accountant  who  owns  a  550-square- 
foot  room  at  the  Signature.  "One  month  I 
got  a  check  for  $425."  MGM  says  owners 
shouldn't  look  at  rooms  as  invest- 
ments but  as  second  homes,  thus 
financial  expectations  like  Ader's  are 
unjustified.  No  lawsuits  have  been 
launched  on  this  yet,  but  wait. 

Ader  now  has 
his  unit,  which  he  bought  for 
$395,000,  for  sale  at  $489,000. 


After  closing  costs  he  expects  to  earn 
$30,000  from  his  investment.  That  might  be 
optimistic. 

At  least  160  other  Signature  units  are 
for  sale,  and  Bruce  Hiatt,  of  condo-hotel- 
seller  Luxury  Realty  Group,  expects 
dozens  more  to  follow  once  the  property 
has  been  open  a  year  and  a  day,  giving 
owners  long-term  capital  gains  benefits.  A 
resale  glut  is  likely  to  keep  prices  in  check. 
Biggest  risks  for  resellers  are  in  Las  Vegas, 
Orlando,  Miami  and  Ft.  Lauderdale:  40% 
of  new  projects  are  going  up  in  those  hot 
markets. 

Fees.  The  rental-income  split  looks  favor- 
able, typically  50%  to  60%  to  the  owner. 
But  you  have  to  pay  all  of  a  maintenance 
fee  (usually  $10  per  year  per  square  foot) 
out  of  your  share.  Management  will  often 
hold  out  an  extra  3%  to  5%  to  pay  for 
repairs,  like  a  new  roof,  or  furniture. 

Kearney  bought  his  room  at  the  W 
Las  Vegas  for  $493,000  (his  broker  got 
him  in  before  units  went  on  sale  to  the 
public  for  $650,000).  If  he  snags  a  five- 
year  interest-only  loan,  common  for 
condo-hotels,  he'll  pay  $23,664  yearly. 
Once  the  hotel  is  built,  he  must  shell  out 
for  a  condo  fee  ($6,000),  insurance  ($250), 
a  furniture  replacement  fund  (5%  of  gross 
rentals)  and  taxes  ($4,930).  Then  add  $40 
for  maid  service  each  day  it  is  rented.  Now 
assume  the  room  is  full  75%  of  the  year,  at 
$270  per  night.  He  collects  just  55%  of 
rental  income,  or  $37,000.  Result:  He'll  be 
$12,500  a  year  in  the  hole. 

Kearney  plans  to  flip  the  place  to 
another  speculator  once  it  opens.  All  he 
has  to  do  is  find  someone  who  wants  to 
lose  money.  I 
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OFF  WITH 
THEIR  HEADS 


LIFE  AT  THE  TOP  OF  THE  AUTO  INDUSTRY  IS 
dangerous.  The  bosses  come  and  the  bosses 
go.  Most  recendy  the  chief  executive  of 
Volkswagen  was  pushed  out,  and  he  wasn't 
doing  badly  at  all.  A  few  years  ago  the  chief 
executive  of  DaimlerChrysler  got  the  shove.  Ford  has 
had  three  chief  executives  in  five  years,  and  four  or  five 
presidents,  depending  on  how  you  count  them.  There 
are  even  pushouts  in  the  Land  of  the  Rising  Sun.  And 
the  American  leaders  of  Hyundai  and  Kia  in  the  U.S. 
were  both  shoved  out  despite  their  successes  in  the  mar- 
ket. Of  course,  lots  of  these  guys  just  jump  to  another 
job.  The  most  traveled  of  auto  executives  is  Robert  Lutz, 
who  moved  up  through 


ever  bigger  positions  at 
German  Opel,  BMW,  Ford 
(executive  vice  president) 
and  Chrysler  (president). 
Now  he  is  vice  chairman 
of  General  Motors. 

If  there's  an  exception 
to  the  head-rolling,  it's 
General  Motors.  Despite 
all  its  troubles  over  the 
past  dozen  years  the  GM 
management  has  been  amazingly  stable.  The  board  of  directors 
has  been  willing  to  accept  any  disaster  without  shaking  the  man- 
agement tree.  Even  Captain  Kirk  (meaning  Kirk  Kerkorian,  who 
owned  10%  of  the  stock)  wasn't  able  to  shake  the  tree. 

Running  an  auto  company  is  like  coaching  football.  Part  of 
holding  your  job  is  the  win/loss  record,  of  course,  but  it's  not 
everything.  Winning  coaches  get  fired  in  the  auto  business, 
too.  Ego,  personality,  internal  conflicts— all  play  a 
part  in  determining  whether  someone  keeps  or 
loses  a  job. 


In  some  industries  the  bosses  justify  their  gigantic  salaries 
by  pointing  to  the  riskiness  of  their  positions.  Auto  executives 
do  not  get  gigantic  salaries.  They  do  not  get  $200  million  a  year, 
or  $100  million,  and  their  stock  options  have  been  worthless 
recently.  GMs  chief  executive,  Richard  Wagoner,  got  only  $S.5 
million  last  year  (including  $2.2  million  in  salary)  and  will  get 
less  this  year. 

I  recently  had  a  cup  of  coffee  with  the  head  of  the  American 
branch  of  a  very  successful  foreign  automaker.  I  asked  him 
about  Detroit's  leaders.  He  said  the  problem  was  that  they  were 
"businessmen,"  perfectly  fine  at  leading  a  company  in  steady 
decline,  but  not  the  type  of  leaders  who  could  lead  an  inspired 
resurrection.  That's  why  they  were  always  cutting  costs  and 
never  bringing  out  inspired  products.  So  there's  a  kind  of  con- 
flict over  what  makes  a  good  auto  executive.  What's  more 
important,  a  Harvard  M.B.A.  or  gasoline  in  the  blood? 

This  is  true  in  war,  also.  What  do  you  want  in  a  general  or 
an  admiral?  Do  the  traits  that  work  well  in  the  peacetime  mil- 
itary carry  over  to  the  battlefield?  Too  often  the  answer  is  no. 

The  same  may  be  true  in  the  auto 
business.  The  skills  needed  to  main- 
tain the  business  in  prosperity  may 
not  be  those  needed  to  mount  a  des- 
perate strategy  in  bad  times.  It's  one 
thing  to  cut  costs;  it's  another  to  gam- 
ble the  company  on  a  new  design. 

Which  brings  us  to  the  questions 
I  am  always  asked:  Will  General 
Motors  and  Ford  survive?  GMs  chief 
executive  is  the  financial  type.  Costs 
are  his  strengths.  But  he  is  ably 
assisted  by  that  well-traveled  car  guy, 
Robert  Lutz.  GM  is  doing  better.  It 
has  arrived,  if  not  at  a  turnaround, 
Ford  under  Alan  Mulally       at  a  solid  improve- 
(left)  is  better  off  than        ment.  If  there  is  no 
Chrysler  was  in  1979,  but      real  slowdown  in  the 
Chrysler  had  Lee  lacocca.      industry_a  really  big 

"if" — the  GM  revival  should  continue. 

At  Ford  the  new  chief  executive  is  Alan 
Mulally,  recendy  departed  from  Boeing.  He  doesn't 
know  the  car  business  at  all,  but  he's  an  engineer 
with  a  reputation  for  getting  the  job  done.  Ford  is 
in  serious  trouble,  but  back  in  1979  Chrysler  was 
much  worse  off  than  Ford.  And  Chrysler  didn't  have  $20  billion  in 
the  bank  and  another  $18  billion  lined  up,  as  Ford  does. 

But  Chrysler  had  Lee  lacocca.  If  Ford  has  Iacoccas  equivalent 
today,  we  should  all  run  and  buy  that  stock,  which  is  quivering  at 
around  $8,  just  as  Chryslers  was  in  1980. 

Alas,  we  just  don't  know  if  Mulally  has  the  right  stuff.  If  he 
does,  there  will  be  a  Ford  in  our  future,  too.  F 


Forbes 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobile  ■ 
industry  since  1 958.  Visit  his  home  page  at  www.forbes.com/flint.  \ 
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BEAUTY,  SAFETY  &  VALUE 


1 


old  coins  —  rich  in  history  and  artistic  beauty  —  offer 
both  enjoyment  and  investment  opportunity.  Gold  is  also 
an  effective  safety  net  for  an  investment  portfolio  because 
it  preserves  its  worth  and  is  unaffected  by  wars,  high  energy 
>riees  and  the  shrinking  value  of  the  dollar.  Gold  coins  purchased  as 
:ollectibles  offer  not  only  the  value  of  the  actual  gold,  but  also  the 
icarcity  factor  resulting  from  their  limited  availability. 

The  Saint-Gaudens  $20  gold  coin,  first  minted  in  1907,  is  consid- 
:red  one  of  the  most  beautiful  U.S.  coins  by  numismatists  worldwide. 
Designed  by  the  noted  sculptor  Augustus  Saint-Gaudens  at  the 
equest  of  President  Theodore  Roosevelt,  who  felt  that  U.S.  coins 
vere  unattractive,  the  coin  features  a  full-length  portrait  of  Lady 
liberty  holding  a  torch  in  one  hand  and  an  olive  branch  in  the  other. 
>he  is  surrounded  by  46  stars,  which  represent  the  number  of  states 
hat  existed  in  1907.  The  first  $20  gold  pieces  were  made  from 
letailed,  high-relief  dies.  But  this  proved  too  difficult  and  costly, 
ind  after  producing  only  about  11,000  coins,  the  U.S. 
Vlint  moved  to  lower-relief  dies.  %  •  '  .  * 

The  Saint-Gaudens  pieces  were  minted  in  j^afcfadii 
nodest  quantities  until  1 933,  when  the  U.S.  ^JBg2f|£ 
ibandoned  the  gold  standard.  Many  of  ''^S^ft^^^^^^lSI 
hese  solid-gold  $20  coins  were  melted 
lown  after  President  Franklin 
).  Roosevelt  recalled  them 
n  an  effort  to  aid 


the  faltering  U.S.  banking  system.  The  Saint- 
Gaudens  coin  and  others  made  prior  to  1933 
offer  investors  another  advantage  —  a  high 
level  of  privacy  because  they  are  exempt  from 
the  requirement  to  report  gold  coin  sales. 


By  Jonathan  Rose, 
President, 
The  Capital 
Gold  Group, 
and  precious  metals 
■  investment  strategist 


American  Eagle  Proof  Gold  coins,  first  issued  in  1 986,  are  popular 
collectibles  of  exceptional  quality  and. are  the  first  gold  coins  minted 
by  the  U.S.  since  1933.  To  honor  this  event,  the  U.S.  Mint  chose 
Saint-Gaudens's  Liberty,  design  for  the  front  side  of  the  coin.  The 
reverse  features  a  family  of  eagles,  which  symbolizes  unity.  In  addition 
to  the  new  24kt  American  Buffalo  Gold  coin  released  by  the  U.S.  Mint 
earlier  this  year,  American  Eagles  are  the  only  gold  bullion  coins 
whose  weight,  content  and  purity  are  backed  by  the  U.S.  government. 

„  American  Eagles  are  easy  to  convert  into  cash, 

.'  ""^^^Sfr^    •       *  and  increase  in  value  if  held  over  time 

because  they  are  minted  in  limited 
l '"'  quantities.   In  addition  to  the 

*l  a1'       financial  benefits,  coin  collecting 

J'/$rf    *=y"v         can  be  fascinating  and  enjoyable. 
'"iSj^C     *    "ft    iijBpr   >'•      It's  always  a  great  time  to  invest 
^^'f' *j£stiSuB3fciE&      in  gold  coins.  ■ 
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>ITAL  AS  SAFE  AS  GOLD™ 
CALL  1-800-510-9594. 
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JUST  FOR  FORBES  READERS:  Make  a  gold  purchase 
and  we  will  add  a  free  gold  coin  to  your  portfolio. 
Please  mention  code  FB- 122506  when  you  contact  us. 
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Chapter  Two 


As  Michael  Powell 
prepares  to  hand 
over  a  bookstore 
chain  to  daughter 
Emily,  a  cloud  hangs 
over  the  business. 
By  Claire  Cain  Miller 

EMILY  POWELL,  28,  IS  RUNNING 
late  to  a  morning  meeting,  her 
blonde  hair  still  wet  after  a 
workout  in  the  gym.  She's  been 
wrestling  with  time  management 
since  her  dad  Michael,  66,  announced  last 
spring  that  he  was  handing  her  the  family 
business,  Powells  Books  of  Portland,  Ore., 
the  largest  privately  held  retail  chain  in  the 
industry  (so  says  everybody  in  the  busi- 
ness). Todays  gathering  isn't  about  the  big 
issue — how  to  get  young  people  to  turn  off 
their  laptops  long  enough  to  crack  open 
something  with  a  cover.  Its  about  mundane 
things.  Her  father,  round  and  mustachioed, 
scrawls  some  estimates  of  real  estate  values 
on  a  piece  of  paper,  then  mentions  that  the 
next  time  the  bookstore  needs  a  new  roof 
and  a  new  heating  system,  Emily  will  be  the 
one  handling  it.  She  feels  a  surge  of  panic. 
"I  think  it  really  hasn't  even  fully  hit  me 
yet,"  she  says.  "At  some  point  I  have  to  fig- 
ure out  how  to  make  all  of  this  work." 

Only  30%  of  family-owned  busi- 
nesses stay  that  way  long  enough  to  be 
run  by  the  second  generation;  15%  live 
on  to  the  third,  and  4%  to  the  fourth. 
Add  to  that  the  challenge  of  surviving 
when  the  likes  of  Barnes  & 

Noble,  Amazon.com  and  Book  her: 
~      „     ,       ,  .  ,  Emily  Powell  is 

Sony  Reader,  which  stores      |eamjng  thfi 

downloadable  books,  help  ropes  from  her 
to  shutter  roughly  200     dad,  Michael. 
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small  bookstores  (out  of  a  current  2,000 
or  so)  each  year. 

Powells  is  an  exemplary  case  in  a 
troubled  industry.  It  netted  an  estimated 
pretax  2%  on  sales  of  roughly  $50  million 
in  fiscal  2006,  ended  June  30,  more  than 
50  times  the  revenue  when  Michael  took 
over  the  flagship  Portland  store  in  1982 
from  his  dad,  Walter.  Michaels  first  savvy 
move  was  buying  the  building  on  Burnside 
Street;  it  could  never  have  survived  rising 
rents  in  the  hip  Pearl  District,  whose 
comeback  Powell's  helped  to  spur.  The  store 
followed  with  pioneering  moves,  including 
stocking  new  and  used  books  on  the  same 
shelves  and  listing  inventory  on  the  Web 
in  1994,  before  Amazon  existed.  Today  on- 
line sales  generate  a  third  of  revenue.  Folks 
in  the  industry  call  it  a  standout  success. 
"They  view  Powells  as  a  book-lover's  par- 
adise," says  Nancy  Bass  Wyden,  co-owner 
of  the  79-year-old  Strand 
Book  Store  in  New  York 
City.  Powell's  devotees 
have  gotten  married  in 
the  aisles.  One  customer 
begged  to  spend  eternity 
there;  today  his  ashes  are 
housed  in  a  pillar  shaped 
like  a  pile  of  books. 

Emily's  path  to  the 
top  has  been  a  series  of  zigzags.  As  a  tiny  kid 
who  wanted  to  help  out,  she  stood  on  boxes 
of  books  to  reach  the  cash  register.  One 
customer  asked  her  if  she  was  going  to  be  a 
cashier  when  she  grew  up.  "I'm  going  to 
own  this  place,"  she  shot  back.  But  at  2 1 , 
with  a  degree  in  urban  planning  from 
Haverford  College,  she  was  adrift.  A 
glorified  internship  at  Powell's  didn't  pan 
out,  and  she  moved  to  San  Francisco  to  be 
with  her  boyfriend. 

Some  staffers  panicked,  fearing  that 
without  an  heir,  Michael  would  look  for  a 
buyer.  "I  never  had  any  interest  in  selling — 
I  wanted  to  keep  it  local,  independent  and, 
if  I  could,  family-owned,"  he  says.  He  had 
always  hoped  Emily  would  take  over  but 
allowed  her  to  bounce  around  the  Bay 
Area,  selling  lingerie,  then  working  at  a 
bakery,  then  at  a  corporate  real  estate 
agency.  Meantime,  Michael  called  Mark 
Green,  director  of  the  Austin  Family  Busi- 
ness Program  at  Oregon  State  University, 
who  devised  a  ten-year  transition  plan. 


Just  in  time  to  meet  the  prodigal 
daughter,  who  returned  to  Powell's  in 
2004.  Green's  advice:  Have  her  spend 
at  least  two  years  working  in  each  of  the 
different  divisions  at  the  retailer.  "You 
need  to  earn  your  stripes  and  regain  some 
credibility  you  might  have  lost  when  you 
were  here  for  that  year,"  he  told  her.  First 
stop:  the  Internet  division,  where  Emily 
took  home  the  same  hourly  wage  as  other 
employees  at  her  level— and  tried  to  keep 
an  eye  on  how  others  perceived  her.  (After 
showing  up  the  first  day  dressed  stylishly, 
she  took  one  look  at  her  more  casual  peers 
and  came  to  work  the  next  day  wearing 
sneakers.)  It  was  a  year  before  she  got 
some  real  responsibility,  leading  the  search 
for  a  Web-analytics  provider  to  track 
online  customers. 

Gradually  Emily  earned  more  respon- 
sibility. Attending  senior  management 


This  is  business 

and  family. 
It's  pretty  close 
to  the  bone." 


meetings,  she  first  listened,  then  asked 
questions.  One  day  her  father  and  the  two 
co-chief  executives  asked  her  to  scout  loca- 
tions for  a  suburban  store.  Driving  around 
Beaverton  with  them,  Emily  drew  on  her 
background  in  urban  planning  and  real 
estate,  offering  thoughts  on  demographics, 
traffic  patterns  and  property  values  and  on 
what  succeeded  and  failed  in  other  cities. 
"That  was  pretty  cool,"  she  recalls.  "My  role 
mattered,  not  just  as  a  physical  placeholder 
but  as  a  contributor  to  the  future." 

A  future  that  someday  won't  include  her 
dad.  When  Michael  talks  about  retiring,  he 
looks  down  and  covers  his  face  with  his 
hand;  his  sentences  fade  to  a  mumble. 
"There  are  certain  emotional  issues  in 
giving  up  control  and  ownership,"  he  says. 
"Half  my  brain  says,  'Do  it,'  and  the  other 
half  says,  'What  are  you  doing?'  But  I  know 
I  should  do  it.  This  is  business  and  family. 
It's  pretty  close  to  the  bone." 

In  May  Emily  became  director  of  used 
books.  On  one  of  her  first  days  on  the  job 


she  watched  a  veteran  book  buyer  sort 
through  ten  boxes  of  books,  quickly 
assessing  which  to  buy  or  discard,  and  the 
resale  price  of  each.  "It  was  the  biggest 
humbling  experience,"  she  says.  "It  would 
have  taken  me  a  week." 

Here's  humbling:  For  the  first  nine 
months  of  2006  the  U.S.  book  industry's 
sales  were  down  1.6%  from  last  year. 
Videogame-hooked  children,  tomorrow's 
book  buyers,  aren't  reading.  "If  kids  don't 
start  reading,  we're  doomed,"  says  Burnside 
store  manager  Meredith  Schreiber. 

Revenue  at  Powell's  is  up  3%  from  late 
June,  despite  slippage  in  used  books, 
Powell's  highest-margin  business.  Amazon 
and  Ebay  offer  greater  selections  of  used 
books,  and  Amazon  has  huge  economies 
of  scale  in  logistics  and  Web  design. 
Typically,  used  books  account  for  35% 
of  Powell's  sales  at  the  flagship  store  and 
new  ones  45%  (the  rest 
comes  from  remainders, 
calendars  and  so  on). 
This  fall,  though,  sales  of 
used  editions  fell. 

Powell's  edge  is  that 
"any  book  ever  printed 
is  fair  game  for  us,"  Michael 
says.  That  includes  a  rare 
first  edition  of  The  Hobbit, 
an  obscure  collection  of  poems  or  A  History 
of  Playing  Cards.  Its  Web  site  doesn't  rec- 
ommend books  or  CDs  based  on  past  pur- 
chases, as  Amazon  can.  But,  "We're  better 
at  making  you  feel  like  you're  walking  into 
a  bookstore,"  Emily  says.  The  site  also  offers 
interviews  with  authors,  book  reviews  and 
original  essays — a  good  branding  tool  for 
a  company  that  does  little  marketing. 
Problem  is  that  only  1.5%  of  visitors  to 
Powells.com  make  a  purchase,  roughly  half 
the  industry  average. 

Hanging  over  the  business  is  the 
perennial  question  of  whether  books  made 
from  trees  will  survive.  Powell's  sells  digital 
books  for  Adobe,  Microsoft  and  Palm 
devices,  but  they're  not  popular.  The  Sony 
Reader,  which  can  hold  80  digital  books, 
was  released  in  October  to  mixed  reviews. 
Downloadable  audio  books  are  a  bigger 
threat,  and  Powell's  doesn't  carry  them. 
"Someone  always  says,  'People  will  always 
want  to  hold  books,'"  Emily  muses.  "But 
it's  my  job  to  say,  'No,  they  won't.'"  F 
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"Data  volumes  are  growing  at 
exponential  rates.  With  these 
vast  stores  of  data,  businesses 
are  seeking  ways  to  turn  data 
into  useful  information  that 
can  be  exploited  for  competi- 
tive advantage.  The  2005 
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results  reveal  significant 
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To  find  out  how  solutions  from 
HP,  Intel  and  Microsoft  can  help 
future-proof  your  company, 
visit  www.futureproofnow.com 


Future-Prool 


The  information  age  is  here. 
But  are  you  ready  for  the  information 
demands  of  tomorrow? 

For  many  companies,  access  to  information  means  everything.  Not  just  market 
and  financial  information,  but  also  customer  buying  trends  and  competitive 
intelligence.  Information  needs  to  be  instantly  available  anytime,  day  or  night 
Building  an  information  architecture  that  will  meet  today's  demands  and  will 
easily  scale  for  future  needs  reguires  a  team  with  experience  building  highly 
advanced  data  center  solutions.  HP,  Intel  and  Microsoft  have  proven  solutions 
that  deliver  enterprise-class  performance  and  reliability  at  lower  cost 
through  the  use  of  the  latest  industry-standard  technology. 

Ten  Terabytes  of  Customer  Data 
And  Growing  -  No  Problem  for 
PREMIER  Bankcard 


For  PREMIER  Bankcard,  Inc.  (PBI),  rapid 
access  to  customer  information  is  vital.  With 
more  than  5  million  customers  and  over  10  tera- 
bytes of  data,  sifting  through  it  all  for  just  the 
right  information  is  no  easy  task.  PBI  is  con- 
stantly adding  customers  and  additional  data  to 
support  analytics,  which  increases  the  size  of  its 
database  by  over  300  gigabytes  each  month.  In 
order  to  design  a  robust  system  that  could  handle 
its  current  data  and  transaction  loads,  and  scale 
well  into  the  future,  PBI  chose  a  solution  from 
HP,  Intel  and  Microsoft. 

PREMIER  Bankcard  needed  a  complete  data 
warehouse  to  conduct  complex  analyses  of  its 
credit  card  customer  base.  PBI  chose  the  HP 
Integrity  rx8620  server  powered  by  16  Intel® 
Itanium®  2  processors,  an  HP  StorageWorks 
EVA5000  SAN  system,  Microsoft®  Windows 
Server™  2003  Datacenter  Edition  and  Microsoft 
SQL  Server™  2005. The  deep  analysis  is  completed 
in  layers,  with  over  30  power  users  performing 
elaborate  queries  directly  in  the  data  warehouse 
and  over  2,000  users  running  hundreds  of 
unique  reports  via  SQL  Server  2005  Reporting 
Service.  PBI  is  using  all  aspects  of  Microsoft's 
Business  Intelligence  offerings  including  SQL 
Server  Integration,  Reporting  and  Analysis 
Services  and  Microsoft  Office  BI  products. 


While  the  single  16-processor  server  provides 
more  than  enough  power  for  PBI's  currenD 
needs,  the  opportunity  to  move  to  an  HP 
Integrity  server  in  the  future  with  64  or  more 
multi-core  Itanium  processors  gives  PBI  the 
option  to  scale  to  virtually  any  level.  "This  solu 
tion  is  proving  to  contain  the  perfect  combina 
tion  of  flexibility,  scalability  and  performance 
required  to  support  the  high  growth  rate  that  we 
have  been  enjoying,"  says  Dan  Zerfas,  vice  pres- 
ident of  Software  Development  at  PREMIER 
Bankcard,  Inc. 


A  Major  Transformation  Toward 
Standards-Based  Platforms 

One  reason  PREMIER  Bankcard  has  been  so 
successful  in  building  a  scalable,  yet  affordable, 
database  solution  is  that  it  leveraged  industry 
standard  components.  Standards-based  computing 
systems  have  matured  to  the  point  where  they 


ADVERTISEMENT 


four  Business 


can  now  handle  the  most  demanding  enterprise  applications  and 
workloads  at  lower  cost  and  with  greater  flexibility  than  proprietary 
RISC  and  mainframe  systems.  This  fundamental  shift  in  computing 
capability  is  helping  many  of  the  worlds  largest  companies  substan- 
tially reduce  their  total  costs.  Standards-based  computing  systems  are 
also  helping  companies  to  future-proof  their  data  centers  by  enabling 
them  to  easily  scale  up  or  down  in  response  to  business  needs  and 
market  dynamics. 

Enterprise  server  solutions  from  HP,  Intel  and  Microsoft  are  at 
the  center  of  this  transformation.  HP  Integrity  servers  with  dual- 
core  64-bit  Intel®  Itanium     2  processors  and  the  Microsoft 
Windows  Server  2003  operating  system  not  only  cost  less  than 
traditional  enterprise  systems  —  they  also  deliver  comparable  or 

Is  better  performance,  scalability  and  availability.  They  are  supported 
by  a  larger  community  of  vendors,  and  reduce  life-cycle  costs 

I  through  simplified  management. 


Standardization  can  also  provide  substantial  benefits  for  users 
who  need  to  access  business  data.  By  using  a  standardized  reporting 
system  based  on  SQL  Server  Reporting  Services,  reports  have  a 
consistent  look  and  feel,  and  users  are  more  productive.  As  a  result, 
PBI  has  reduced  the  time-to-market  of  its  analytic  work  by  more 
than  90%.  A  report  that  took  a  week  to  do  manually  can  now  be 
completed  in  as  little  as  three  hours.  In  addition,  round-the-clock 
system  dependability  means  analysis  is  available  whenever  PBI 
needs  it.  "A  data  warehouse  is  only  as  good  as  the  data  provided  to 
the  end  user,"  says  Zerfas.  "The  reliability  and  performance  of 
Reporting  Services  running  on  an  HP  Integrity  server  allows  our 
users  to  spend  their  time  analyzing  and  managing  information 
instead  of  pulling  data." 

For  PREMIER  Bankcard,  rapid  data  access  is  everything.  With  the 
help  of  HP,  Intel  and  Microsoft,  the  company  has  built  a  solution  that 
will  carry  it  successfully  into  the  future. 


Future-Proofing  at  Work:  PREMIER  Bankcard,  Inc. 


With  more  than  5  million  customers,  PREMIER  Bankcard, 
Inc.  (PBI)  is  one  of  the  leading  credit  card  companies  in  the 
United  States.  PBI  needed  online  transaction  processing 
(OLTP)  and  data  warehouse  solutions  that  could  handle 
over  10  terabytes  of  customer  information  spread  across 
several  databases.  With  its  new  IT  infrastructure  using  an 
ltanium®-based  HP  Integrity  server  running  Microsoft® 
Windows  Server™  2003  and  SQL  Server™  2005,  PBI  is  able 
to  handle  its  current  and  future  data  management  needs. 

"The  technology  in  this  HP/Intel/Microsoft  solution  is 
built  to  grow  with  our  business.  We  don't  have  to  worry 
about  it,"  says  Ron  Van  Zanten,  managing  officer  of 
Business  Intelligence  at  PREMIER  Bankcard,  Inc. 

Challenges 

•  A  system  to  handle  over  10TB  of  data  that  grows 
300GB  per  month 

•  Performance  and  reliability  to  allow  instant,  anytime 
access  to  customer  reports  and  data 

•  A  standards-based  system  to  simplify  management 
and  the  user  experience 


Solution 

•  HP  Integrity  rx8620  server  with  16  Intel®  Itanium®  2 
processors  and  64GB  of  RAM 

•  HP  StorageWorks  EVA5000 

•  Microsoft  Windows  Server  2003  Datacenter  Edition 

•  Microsoft  SQL  Server  2005 

Results 

•  Expandable  infrastructure 

•  Stable  environment  with  data  that's  more  accessible 

•  Easier-to-use  database  systems  that  increase 
employee  productivity 

•  Mission-critical  system  availability 

•  90%  faster  production  of  data  reports 

•  64-bit  power  resulting  in  100%  to  800%  increase  in 
performance  for  data  warehouse  queries 

To  find  out  how  to  extend  volume  economics 
to  your  most  mission-critical  computing, 
visit  www.futureproofnow.com 
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"Give  me  a  museum  and  I'll  fill  it,"  Picasso  famously  said. 

Our  guide  offers  stories  about  the  moguls  who  are  building 
new  museums,  and  about  various  objets— from  contemporary 

masters  to  patent  models  and  dolls— to  fill  them. 
Plus,  how  to  protect  your  investments,  and  a  cautionary  tale. 

SIZZLING  COLLECTIBLES 

Hot  Spots 

DV  MICCV  Cill  I  IUAM 


Whoosh 


CASUAL  ART  MARKET  OBSERVERS  ARE 
still  shaking  their  heads.  Nearly  $6  mil- 
lion for  a  weather  vane?  The  world  auc- 
tion record  for  a  vane,  $770,000,  had 
stood  unchallenged  between  1990  and 
2005;  few  even  broke  six  figures. 

Then  this  year  gusts  lifted  the 
market  skyward.  At  Christies  in  January 
a  swooshy-hipped  Goddess  of  Liberty 
vane  sold  for  $1.1  million  (estimate: 


$60,000  to  $90,000). 
"Once  in  a  while," 
gushed  the  buyer,  Bos- 
ton Americana  dealer 
Stephen  Score,  "I  see 
something  I  would  eat 
worms  for."  In  August  a 
5-foot-long,  highly  detailed 
steam  locomotive,  which  had 
twirled  atop  a  train  depot  in 
Woonsocket,  R.I.,  chugged  to 
$1.2  million  at  Northeast  Auctions  in 
New  Hampshire.  Then  in  October  came 
the  $5.8  million  Indian  chief.  Folk  art 
aficionados  knew,  even  without  an  iron- 
f  clad  attribution,  this  was  a  one-of-a-kind 
form,  with  monumentality,  grace  and  a 
perfectly  weathered  surface.  Longtime 
folk  art  collector  Jerry  Lauren  (Ralph's 
brother)  took  home  the  prize. 

Bank  on  This 

COLORFUL  HAND-PAINTED  MECHANI- 
i  cal  cast-iron  banks,  produced  by  the  tens 
of  thousands  between  the  Civil  War 
and  the  Great  Depression,  were 
designed  to  inspire  kids  to  save  their 
pennies.  Now  they're  worth  serious 


Horse  race:  brought 
$100,000  in  April. 


BY  MISSY  SULLIVAN 

coinage  themselves. 
Bertoia  Auctions'  1998 
sale  of  the  Stan  Sax 
collection  (including 
the  beyond-the-pale 
$426,000  for  a  rare  Old 
Woman  in  the  Shoe  bank) 
was  an  accelerant  to  the  mar- 
ket. These  days,  while  most 
mechanical  banks  still  sell  in  the 
high  three  and  low  four  figures, 
a  bevy  of  new  collectors — yes,  bankers 
among  them — pay  a  premium  for  rarity 
and  pristine  condition.  In  the  last  year 
three  banks  exceeded  $100,000  at  Mor- 
phy  Auctions,  and  common  banks  like 
Paddy  and  the  Pig,  which  generally  sell 
in  the  $3,000-to-$4,000  range,  fetched 
$20,300  at  Bertoia  because  of  vibrant 
original  paint.  Bank  specialists  eagerly 
await  the  sale  of  the  renowned  Steckbeck 
collection  at  Morphy,  in  October  2007. 

Muscle  Madness 

THIS  YEAR  MUSCLE  CARS  SCREECHED 
into  the  millionaire's  club,  leaving  classic 
Duesenbergs  and  Bentleys  to  eat  their 
dust.  Okay,  so  they're  only  35  to  40  years 
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old,  these  Pontiac  GTOs,  Dodge  Chargers, 
Chevrolet  Chevelles  and  Plymouth  Hemi 
'Cudas.  And  they're  certainly  not  known 
for  their  elegant  custom  coachwork.  But 
boomer  nostalgia  has  driven  Mecum 
Collector  Car  Auctioneers'  muscle  car 
sales  from  $30  million  in  2003  to  $100 
million  this  year.  Why?  Growling,  hairy- 
chested  engines  under  the  hood.  In  Janu- 
ary 2004  the  high  mark  for  a  muscle  car 


Make  vroom:  the  $2.2  million  1970  Hemi 
'Cuda  convertible,  one  of  14  produced. 

hit  $216,000  for  a  1970  Plymouth  Hemi 
'Cuda  hardtop.  By  May  2005  it  revved  to 
$735,000.  Eight  months  later,  at  the  Bar- 
rett-Jackson Scottsdale,  Ariz,  auction,  a 
pristine  1970  Hemi  'Cuda  convertible, 
one  of  only  14  made,  hit  $2.2  million. 
Brakes  wanted:  This  overheated  market  is 
polluted  with  six-figure  clones  and  "resto- 
mods."  Collectors  want  matching  engine 
and  chassis  numbers  and  everything  orig- 
inal but  the  air  in  the  tires.  Documented 
drag-racing  wins  don't  hurt,  either. 

Ay,  Caramba! 

THE  LATIN  AMERICAN  ART  MARKET, 
sparked  by  new  wealth  and  crossover 
collectors  from  areas  like  the  contempo- 
rary art  world,  is  hot.  Totals  in  that 


category  from  Sotheby's 
and  Christie's  have  risen 
from  $30  million  in  2003 
to  $78  million  this  year. 
Frida  Kahlo  and  her 
husband,  Diego  Rivera, 
remain  the  market's  undisputed  rock 
stars;  Kahlo's  surrealist  self-portrait 
"Roots"  fetched  $5.6  million.  But 
now  lesser-known  abstractionists  are 
energizing  the  market,  reports 
Carmen  Melian,  head  of 
Sotheby's  Latin  American 
art  department.  Uruguayan 
painter  Joaquin  Torres-Garcia's 
"spiritual  geometries"  from  the 
1930s  are  grazing  the  million- 
dollar  mark,  while  top 
examples  of  1950s  and  1960s  lyrical 
abstractions  by  Mexican  sleeper  Gun- 
ther  Gerzso  have  shot  from  the  mid-five 
to  six  figures  in  the  last  two  years.  Also 
muy  caliente:  the  kinetic  abstract  sculp- 
tures of  Venezuelan  Jesus  Rafael 
Soto  and  the  cool  geometries  of 
his  fellow  countryman  Carlos 
Cruz-Diez.  Leading  works  by  Soto 
(who  died  last  year)  now  sell  in  the 
low  to  mid-six  figures,  Cruz-Diez  in  the 
high  fives. 

Superpriced 

FASTER  THAN  A  SPEEDING  BULLET.  THAT'S 
been  the  price  velocity  for  comic  books  and 
the  original  art  drawn  for  their  covers, 
splash  pages  and  inside  panels.  Metropo- 
lis Collectibles  in  Manhattan  reports  sell- 
ing the  1939  Detective  Comics  No.  27 
»  (which  boasts  the  first  ap- 
pearance of  Batman)  for 
$30,000  in  1997  and  re- 
selling it  this  fall  for 
$120,000.  Material  from 
the  Silver  Age— circa 
1956-70,  when  super- 
heroes  like  Spider-Man, 

Frida  ride:  Kahlo's  work 
sold  for  $5.6  million. 


Hot  Flash:  $273,000  for  a  No.  1. 

the  Flash,  the  Incredible 
Hulk,  X-Men  and  the 
Fantastic  Four  made  the 
-is  particularly  beloved  by 
boomer  buyers.  This  year  Heritage  Auc- 
tions in  Dallas  recorded  $273,000  for  a 
near- mint  Flash  Comics  No.  1;  the  same 
book  sold  at  Metropolis  in  1994  for 
$1 10,000.  Philip  Weiss  Auctions  in  Ocean- 
side,  N.Y.  landed  $102,000  for  the  origi- 
nal art  for  Amazing  Spider-Man  No.  43. 

Buy  Design 

THIS  HAS  BEEN  A  BREAKOUT  YEAR  FOR 
the  studio  furniture  movement — the 
finely  crafted,  modernist-inspired  works 
of  individual  American  furniture  makers, 
especially  pioneers  like  Wharton  Esher- 
ick,  George  Nakashima  and  Sam  Maloof. 
When  a  cache  of  Esherick  material 


Good  wood:  a  George  Nakashima  table. 

recently  came  up  at  Sollo  Rago  Auctions 
in  Lambertville,  N.J.,  the  Museum  of 
Fine  Arts  in  Boston  bought  a  rustic 
carved  wooden  folding  screen  for 
$312,000.  Nakashima's  gnarly,  knotted 
burl-top  tables  get  demand  from  interna- 
tional and  contemporary  art  collectors, 
as  well  as  the  decorator  market.  At  Sollo 
Rago  in  October  a  Nakashima  burlwood 
coffee  table  sold  for  $180,000.  (That  same 
work  sold  for  $10,200  in  2001.)  The 
Nakashima  masterpiece  called  the  Arlyn 
table  could  hit  $500,000  or  more  at 
Sotheby's  this  month.  F 
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MONUMENTAL  AMBITIONS 


The 

Artful 

Billionaire 


Why  the  man  who  controls  Gucci  had 
to  have  his  own  museum  by  susan  adams 


N  A  BRISK  NOVEMBER  DAY  FRANQOIS 
Pinault  steps  off  a  boat  in  Venice's 
Grand  Canal  and  into  the  Palazzo  Grassi, 
the  18th-century  palace  he  converted  into  his  very  own  art  museum. 
At  70,  the  French  billionaire  looks  more  like  50 — trim  and  fit  in  a 
navy  suit  tailored  to  his  compact  frame.  Striding  past  a  gleaming 
2-ton  red  heart  sculpture  by  Jeff  Koons,  the  tycoon  is  smiling  broadly 
The  usually  secretive  Pinault  (pea-KNOW)  seems  at  pains  to 
put  on  a  public  show.  There's  not  a  trace  of  the  backstage  machi- 
nations—like those  yielding  his  sly  victory  in  2001  over  rival  French 
billionaire  Bernard  Arnault  for  control  of  Gucci— that  have  punc- 
tuated his  50-year  career  and  captivated  the  international  business 
press.  Pinault  is  finally  getting  some  attention  for  what  he  says  is 
the  true  love  of  his  life,  his  vast  collection  of  contemporary  art,  which 
until  this  year  he  has  kept  largely  hidden  from  prying  eyes.  Now, 
he  says,  "I  feel  an  obligation  to  share  my  passion." 

Don't  imagine  that  Pinault  has  suddenly  gone  soft.  The  same 
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drive  that  has  made  him  such  a  pugnacious  entrepreneur  pushes 
him  to  accumulate  ever  grander  pieces,  including  monumental 
works  by  sculptors  like  Richard  Serra,  whose  steel  structures  can 
stretch  hundreds  of  feet,  and  room-size  installations  by  artists 
like  Mike  Kelley.  Because  he  had  no  place  to  display  them— 80% 
of  his  art  collection  is  still  in  storage— Pinault  has  scarcely  seen 
some  of  the  pieces  he's  bought.  The  27,000-square-foot  palace 
isn't  just  nice  marble  floor  and  wall  space.  It's  a  useful  brand 
enhancement  for  the  controlling  shareholder  of  PPR,  one  of  the 
world's  most  visible  luxury  conglomerates. 

Art  museums,  it  seems,  have  become  the  latest  battleground 
for  billionaires.  Building  a  $22-billion-a-year  business,  as  Pinault 


has  done,  is  impressive.  So  is 
amassing  one  of  the  world's  largest 
private  collections  of  contempo- 
rary art.  But  to  bring  that  com- 
petitive one-upmanship  to  a  new 
level — what  sociologist  Thorstein 
Veblen  called  "invidious  distinc- 
tions"— you've  got  to  have  a  spec- 
tacular showcase  for  all  that  loot. 
"C'est  ridicule"  is  how  Pinault  re- 
sponds to  any  suggestion  of  exhi- 
bitionism. But  it  must  be  galling 
to  know  that  after  he  spent  nearly 
five  vain  years  entangled  with  the 
French  bureaucracy,  Paris  granted  permission  to  Arnault  to  build 
a  cultural  complex  to  house  the  collection  owned  by  his  luxury 
goods  giant,  LVMH  Group. 

Moguls  have  been  funding  museums  for  years  but  usually 
posthumously — Hearst  Castle,  the  Frick  Collection,  the  quirky 
Barnes  Foundation  near  Philadelphia,  the  institution  in  Los 
Angeles  housing  J.  Paul  Getty's  art  collection  and  countless  others. 
Nowadays  donors  want  the  museum  doors  to  open  when  they  are 
alive  (see  box,  p.  84),  and  they  have  a  lot  to  show  off.  The  bull  mar- 
ket of  the  last  quarter- century  has  financed  mounds  of  artwork. 
"During  periods  of  explosive  wealth  and  growth  of  resources 
within  the  private  sector,  the  enormous  surplus  of  wealth  gravi- 
tates toward  art,"  observes  Paul  Schimmel,  chief  curator  at  the 
Museum  of  Contemporary  Art,  Los  Angeles. 


Pinault's  vast  collection  towers  over  almost  every  other  pri- 
vate accumulation  of  contemporary  art.  Even  the  collection  of 
California  real  estate  magnate  Eli  Broad,  who  plans  to  open  a 
museum-within-a-museum  next  year,  falls  short  with  his  1,700 
or  so  works  of  art,  valued  at  $1  billion.  Pinault  owns  2,000-plus 
pieces  by  upward  of  80  artists,  from  Picasso  and  Mondrian  to 
new  talents,  like  the  33 -year-old  Swiss-born  Urs  Fischer,  whose 
flame-color  raindrops  sculpture  cascades  over  the  Palazzo 
Grassi's  central  staircase.  "I  don't  care  how  much  it's  worth," 
protests  Pinault,  who  concedes  that  $2  billion  is  a  fair  valuation. 
"I  don't  want  to  put  a  quantifiable  sum  on  art." 

Tough,  as  well,  to  quantify  what  his  complex  corporate  stakes 
are  worth.  Through  his  holding  company  Artemis  (named  for  the 
Greek  goddess  of  hunting),  Pinault  controls  100%  of  several  com- 
panies close  to  his  heart, 
including  Christie's  auc- 
tion house,  which  he 
bought  in  1998  for  $1.2 
billion,  the  Chateau 
Latour  wine  estate  and 
the  Stade  Rennais  Foot- 
ball Club,  the  soccer 
team  from  his  native 


"I  buy  with  my  eyes":  the  Oamien  Hirst  room;  photo  (from  an  image 
of  Pinault's  own  skull  and  bones)  by  Piotr  Uklanski;  "Your  wave  is" 
by  Olafur  Eliasson;  "Untitled"  by  Maurizio  Cattelan. 

Brittany.  Artemis  also  holds  a  controlling  interest  (42%)  of  pub- 
licly traded  retail  behemoth  PPR  (Pinault-Printemps-Redoute), 
which  includes  the  Gucci  Group  and  its  ten  luxury  brands,  and 
such  disparate  companies  as  FNAC,  the  gadget,  music  and  book- 
store chain,  and  Conforama,  the  household  goods  outfit.  We  esti- 
mate Pinault's  net  worth  at  $13  billion. 

Pinault  built  his  fortune  in  a  most  un-European  manner,  start- 
ing from  humble  roots,  eschewing  higher  education  and  relying  on 
controversial  means  that  have  rubbed  many  of  his  countrymen  the 
wrong  way.  He  is  a  vivid  contrast  to  his  more  bourgeois  nemesis 
Arnault,  who  graduated  from  France's  vaunted  Ecole  Polytech- 
nique,  then  joined  his  family's  construction  business  before  build- 
ing LVMH.  "Bernard  Arnault  is  a  typical  French  product,"  says  Le 
Monde  journalist  Harry  Bellet.  "For  French  people,  this  sort  of 
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C  H  RYS  LER 


INSPIRATION  COMES  STANDARD 


3ERFORMANCE  THAT  GOES 
WELL  WITH  PINSTRIPES. 


-HRYSLER  300C  With  a  425-horsepower,  6.1-liter  SRT  HEMI8  engine,  fully  independent 

erformance-tuned  suspension  system,  and  world-class  braking,  the  stylish  Chrysler  300C  SRT8  not  only  says  you've  arrived, 
says  you  arrived  faster  than  anyone  else.  And  with  its  well-appointed  interior,  featuring  exclusive  SRT  leather-trimmed 
erformance  buckets,  you'll  be  comfortable  along  the  way.  No  matter  what  you're  wearing.  CHRYSLER.COM,  1.800.CHRYSLER 

ased  on  NHTSA's  2007  New  Car  Assessment  Program  model-year  ratings 
hrysler  and  HEMI  are  registered  trademarks  of  DaimlerChrysler  Corporation 
hrysler  Financial  is  a  business  unit  of  DaimlerChrysler  Financial  Services 


★  ★  *  *  ★  HIGHEST  GOVERI- 
FIVE-  STA  R      FRONT-IMPACT  CR/ 
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Show  and  Tell 

A  spate  of  billionaires  have  recently  opened,  or  announced  plans 

to  open,  museums  to  showcase  their  own  art  collections. 


Bernard  Arnault 

Louis  Vuitton  Foundation  for  Creation,  Paris. 
Projected  to  open  by  2010. 


':  Sis 

Frank  Gehry-designed  glass- 
enclosed  art  and  cultural 
complex  on  the  northern 
edge  of  the  Bois  de 
Boulogne.  Will  house  LVMH's  modern  art 
holdings  and  temporary  exhibitions. 

Eli  Broad 

Broad  Contemporary  Art  Museum, 
Los  Angeles.  To  open  early  2008. 

Renzo  Piano-designed 
museum-within-a-museum 
at  the  Los  Angeles  County 
Museum  to  show 
selections  from 
contemporary  art 
collection  owned  by  Broad 
and  his  foundation,  and 
other  exhibits. 

Biilent  and 
Oya  Eczacibasi 

Istanbul  Museum  of  Modern  Art. 
Opened  December  2004. 

In  a  former  customs 
warehouse  on  the  Sea 
of  Marmara,  with 
emphasis  on  Turkish  art 
since  1900  and 
contemporary  art  and 
photography. 
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Ronald  Lauder 

Neue  Gallerie,  New  York  City.  Opened  2001. 

German  and 
Austrian 
fine  and 
decorative 
arts,  including 
the  "Portrait 
of  Adele 
Bloch-Bauer" 
by  Gustav  Klimt,  purchased  by  Lauder  this 
year  for  a  reported  $135  million. 

Lee  Kun-Hee 

Leeum,  Samsung  Museum  of  Art,  Seoul. 
Opened  October  2004. 


Traditional  and 
contemporary  Korean 
and  international  art  in 
a  300,000-square-foot 
complex  with  separate  ™ 
buildings  designed  by  Mario  Botta,  Jean 
Nouvel  and  Rem  Koolhaas;  operated  by  the 
Samsung  Foundation  of  Culture. 


Victor  Pinchuk 


PinchukArtCentre, 
Kiev.  Opened 
September  2006. 

Ukrainian  and 
international 
contemporary  art 
in  a  downtown 
building 
transformed  by 
French  architect 
Philippe 
Chiambaretta. 


Joaquin  Rivero 

Bodegas  Tradicion  Picture  Gallery,  Jerez  de  la 
Frontera,  Spain.  Opened  June  2006. 

In  a  restored  19th-century  winery,  a  gallery 
showcasing  300  works  by  the  masters  of 
Spanish  art  from  the  15th  to  the  19th 
centuries,  including  Goya  and  Velazquez. 


Tamir  Sapir 

Yet-to-be-named  museum  in  the  old  Duke 
Semans  mansion,  New  York  City.  To  open  2007. 

Devoted  mainly  to 
Sapir's  collection  of 
20,000  ivory  artworks; 
will  also  display  selections 
from  his  holdings  of 
Russian  and  European  art 
and  furniture. 

Alice  Walton 

Crystal  Bridges  Museum  of  American  Art, 
Bentonville,  Ark.  To  open  2009. 


Museum  and  cultural 
center  consisting  of 
American  art,  on  a  100 
acre  site,  with  building 
designed  by  Moshe 
Safdie  and  a  park  and 
gardens  with  forested  walking  trails  and 
sculpture  gardens. 


Hiroshi  Yamauchi 

Shigureden  Museum,  Kyoto. 
Opened  January  2006. 

Displays  Ogura  Hyakunin 
Isshu,  an  anthology  of  100 
poems  by  100  poets,  using 
digital  technology  made  by 
Nintendo. 
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man  is  more  acceptable.  They  look  at  Pinault  as  a  pirate." 

Born  in  the  village  of  Treverien,  Pinault  dropped  out  of 
school  at  16  to  work  at  his  fathers  sawmill.  He  discovered  he 
could  make  more  money  dealing  in  timber  than  cutting  it  and 
started  to  buy  lumber  companies,  mostly  out  of  bankruptcy,  at 
bargain  prices  during  the  recessionary  1970s.  By  the  late  1980s 
Pinault  was  known  as  le  roi  du  bois,  "the  king  of  wood." 

In  the  early  1990s  Pinault  branched  into  retailing  by  stretching 
takeover  regulations,  acquiring  Conforama  and  then  Printemps,  a 
conglomerate  that  included  a  department  store  chain.  He  started  to 
cross  over  into  luxury  holdings  in  1993  when  he  bought  Latour, 
producer  of  $1,000  bottles  of  Bordeaux.  Then  came  Christies  in 
1998  and  his  battle  for  Gucci,  where  he  played  the  white  knight, 
buying  up  newly  issued  shares  to 
discomfit  Arnaults  attempt  to  gain 
I  a  controlling  interest  in  the  fashion 
house.  During  that  decade  Pinault 
became  embroiled  in  a  scandal 
involving  Executive  Life,  a  trou- 
bled California  insurer  fraudu- 
lently taken  over  by  a  unit  of 
Credit  Lyonnais,  which  then  sold 
it  to  Pinault's  Artemis.  In  2004 
Artemis  had  to  pay  a  $1 10  million 
fine;  Pinault  himself  was  cleared  of 
conspiracy  charges. 

Building  an  art  empire,  Pinault 
hasn't  kicked  up  quite  as  much 
dirt.  But  his  tastes  are  out  there.  "I 
am  interested  in  art  that  chal- 
lenges me,  that  disturbs  the  calm 
and  reassurance  of  the  bourgeois 
lifestyle,"  he  says.  Pinault  had 
never  set  foot  in  a  museum  but 
found  himself,  in  the  early  1970s, 
deeply  moved  at  a  gallery  show 
that  included  an  1891  farm  scene 
by  fellow  Breton  Paul  Serusier,  one  of  a  small  group  of  artists  who 
worked  with  Gauguin  at  the  Pont-Aven  artists'  colony.  He  bought 
the  painting  on  the  spot.  Pinault  started  frequenting  galleries  and 
auction  houses,  buying  the  work  of  early-20th-century  French 
artists  like  Picasso,  Braque  and  Leger  and  surrealist  Yves  Tanguy. 

A  turning  point  came  in  May  1990,  when  Parisian  art  adviser 
Marc  Blondeau,  who  had  run  Sotheby's  in  France,  pushed  Pinault 
to  buy  an  arresting  geometric  canvas  with  a  black  background 
called  "Tableau  Losangique  II,"  by  Piet  Mondrian.  Bidding 
through  Blondeau,  Pinault  paid  $8.8  million  to  win  the  painting 
at  Christie's,  the  most  he  had  ever  spent  for  a  work  of  art.  "I 
understood  then  that  I  could  gain  access  to  the  best  art  of  my  life- 
time, and  that  I  could  dream  of  a  collection  of  that  quality,"  says 
Pinault.  Thereafter  he  changed  his  focus  to  pursue  recent  work.  It 
was  a  good  time  to  buy,  since  the  market  had  collapsed  after  the 
exit  of  the  Japanese  and  the  1980s  Wall  Streeters.  Pinault  started 
to  accumulate  postwar  American  pieces,  from  Rauschenberg  to 
Warhol.  He  also  got  to  know  Philippe  Segalot,  who  had  joined 


Blondeau's  firm.  Segalot,  an  outgoing  charmer,  had  been  a  school 
chum  of  Pinault's  eldest  son,  Francois-Henri,  who  now  runs  PPR 
and  Artemis.  Segalot,  43,  has  served  as  Pinault's  primary  art 
adviser  for  the  last  16  years. 

As  he  became  more  audacious  about  buying,  Pinault  began 
visiting  artists'  studios.  He  now  enjoys  close  relationships  with  a 
dozen  artists,  including  Jeff  Koons,  abstract  artist  Cy  Twombly, 
Richard  Serra,  the  provocative  Brit  Damien  Hirst  and  American 
photographer  Cindy  Sherman.  On  a  weeklong  visit  to  New  York 
City  in  mid-November,  Pinault  bought  ten  pieces  of  art,  includ- 
ing his  first  work  by  South  African-born  contemporary  painter 
Marlene  Dumas,  for  which  he  paid  close  to  $3  million.  He  also 
bought  three  body  prints,  for  $250,000  each,  by  one  of  his 


Birth  in  Venice:  Pinault  in 
November,  at  the  opening  of 
the  Picasso  show. 


favorites,  a  63-year-old  African- American  named  David  Ham- 
mons.  Pinault  didn't  just  buy  the  Hammons  pieces;  he  insisted 
on  returning  four  times  to  the  Upper  East  Side  gallery  where  the 
works  were  on  display. 

A  famously  restless  man,  Pinault  rises  at  5  a.m.  to  work  out 
on  a  stationary  bike  or  in  two -hour  cycle  jaunts  from  his  coun- 
try estate  outside  Paris,  often  accompanied  by  pal  Nicolas 
Sarkozy,  the  conservative  interior  minister  who  has  a  good 
chance  of  succeeding  Jacques  Chirac  as  president — also  a  very 
close  Pinault  friend — next  year.  That  exurban  estate  is  one  of 
Pinault's  favorites  among  six  homes  and  is  filled  with  contempo- 
rary art  and  the  18th-century  French  furniture  favored  by  his 
second  wife,  Maryvonne.  A  sculpture  park  serves  as  a  venue  for, 
among  other  works,  a  multiple-piece  sculpture  in  rolled  steel 
that  Pinault  commissioned  from  Richard  Serra. 

Not  one  for  idle  chitchat,  Pinault  insists  on  silence  when  con- 
templating a  purchase.  He  says,  ponderously:  "I  buy  with  my 
eyes."  And  quickly.  Two  years  ago  Segalot  traveled  with  Pinault  to 
Zurich,  where  the  Crex  Foundation  was  selling  a  129-square-foot 
floor  sculpture  by  American  minimalist  Carl  Andre.  Consisting 
of  nearly  1 ,300  square  plates  made  from  six  different  metals,  the 
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piece  creates  a  subtle  checkerboard  of  color  that  ripples  as  the 
viewer  walks  over  it.  "It  took  a  half  hour,"  recalls  Segalot.  "We 
didn't  talk.  I  let  him  walk  around  and  across  the  work,  and  he 
looked  at  it  from  above.  Then  he  said,  'I  guess  I  have  no  choice. 
How  much  is  it?"'  Pinault  bought  it  for  $7  million.  The  piece  now 
covers  the  interior  courtyard  of  the  Palazzo  Grassi. 

The  museum  saga  started  six  years  ago.  "In  Paris  we  happen 
to  have  the  most  important  museums  covering  almost  all  of  art 
history — from  its  earliest  origins  through  the  Modernist  move- 
ment," Pinault  says  grandly  "My  collection  of  contemporary  art 
would  have  completed  this  artistic  chronology."  It  was  not  to  be. 

Pinault  chose  the  He  Seguin,  three  miles  down  the  river  from 
Paris  and  home  to  a  defunct  Renault  plant.  To  design  the 
museum  he  tapped  Tadao  Ando  of  Japan,  whose  dramatic 
320,000-square-foot  building  was  to  be  shaped  like  a  giant 
ocean  liner  topped  by  twin  glass  towers.  Pouring  $26  million 
into  the  project,  Pinault  planned  to  spend  $198  million  more  on 
construction,  plus  $6.5  million  annually 
to  keep  it  running.  The  admission  fee 
would  be  a  modest  $13.  All  he  needed, 
he  says,  was  a  green  light  and  detailed 
plans  from  Boulogne- Billancourt  offi- 
cials for  the  rest  of  the  island. 

But  time  dragged  on.  The  auto  factory 
Pinault  proposed  to  replace  had  been  a  site 
of  labor  demonstrations.  So  here  was  a  bil- 
lionaire daring  to  erect  a  new  building  near 
where  Jean-Paul  Sartre  had  lectured  work- 
ers in  the  spring  of  1968.  While  vandals 
scrawled  graffiti  on  the  walls  of  the  Renault 
plant,  government  officials  dragged  their 
feet,  says  Pinault,  who  was  prepared  to 
build  a  square  around  his  museum,  but  he 
wanted  to  make  sure  that  the  rest  of  He 
Seguin  would  be  developed  appropriately, 
with  high-end  shops  or  housing  for  artists. 
He  also  wanted  a  new  bridge  from  the 
island  to  the  mainland.  After  nearly  five 
years,  though  the  factory  was  finally  de- 
molished, bureaucrats  had  yet  to  produce  a  concrete  development 
plan.  Finally  Pinault  had  had  enough.  "I  give  up,"  he  wrote  in  an 
agonized  page-one  story  in  Le  Monde.  "Eternity  is  for  art,  not  for 
projects  that  aim  to  serve  it." 

Yet  a  Boulogne-Billancourt  official  tells  a  very  different 
story.  According  to  Deputy  Mayor  Dorothee  Pineau,  the  biUion- 
aire  kept  temporizing.  She  says  she  got  approval  for  the  project 
within  a  year  and  that  site  cleanup  began,  at  Renault's  expense, 
in  2004.  "We  lost  two  years,  more  or  less,  [waiting]  for  Pinault's 
team  to  file  their  architectural  plans,"  she  sighs.  Even  when  that 
happened,  she  says,  "he  kept  saying  'Wait,  wait.'" 

Venice  jumped  into  the  picture  last  year,  when  Italian  offi- 
cials invited  Pinault  to  fiU  shoes  left  empty  when  honorary  Fiat 
chairman  Gianni  Agnelli  died  in  2003  and  his  company  stopped 
supporting  revolving  art  exhibits  at  the  palazzo.  Helping  to  seal 
the  deal  was  Jean-Jacques  Aillagon,  onetime  cultural  affairs 


"Maybe  one  day  in  France  or  America":  Pinault  is 
already  thinking  about  his  next  museum  conquest 


minister  under  Chirac  and  head  of  Paris'  signature  modern  art 
venue,  the  Pompidou  Center.  Pinault  signed  a  99-year  lease  for 
an  80%  stake  in  the  museum  in  exchange  for  $37  million  and 
kept  Aillagon  as  director.  Ando  was  drafted  again  to  design  a 
redo  of  the  palace's  interior.  The  Palazzo  Grassi  opened  just 
under  a  year  after  the  billionaire  took  charge. 

The  first  exhibition,  drawn  entirely  from  Pinault's  own  collec- 
tion, was  called  "Where  Are  We  Going?" — a  name  borrowed  from 
a  Damien  Hirst  glass-and-steel  cabinet  filled  with  animal  skulls, 
whose  tide  was  taken,  in  turn,  from  a  painting  by  Gauguin.  There 
were  also  choice  pieces  from  Koons  and  other  highfliers  like  Mau- 
rizio  Cattelan  and  Takashi  Murakami. 

For  the  exterior  Pinault  commissioned  a  light  sculpture  by  39- 
year-old  Danish  artist  Olafur  Eliasson.  Viewed  at  night,  it  turns  the 
museum  into  an  object  that  seems  to  float  above  the  waterline, 
encased  in  delicate  blue  threads. 

As  part  of  his  agreement  with  the  city  of  Venice,  Pinault  will 
alternate  shows  from  his  private  collec- 
tion with  other  works.  A  Picasso  show, 
"La  joie  de  vivre,"  now  occupies  one  floor, 
while  picks  from  Pinault's  collection  can 
be  viewed  downstairs.  The  next  exhibit  is 
set  to  open  in  May  2007. 

This  is  just  the  start  of  Pinault's 
grand  march  to  museum  majesty.  He 
has  already  cut  a  deal  for  the  19,000- 
square-foot  space  across  an  alleyway 
from  the  palazzo,  which  once  housed  a 
theater.  The  palazzo  served  as  a  resi- 
dence for  the  patrician  Grassi  family, 
who  bankrolled  the  Venetians'  final  war 
against  the  Turks.  Pinault  is  also  hoping 
to  win  the  bidding  on  a  larger  venue, 
the  34,000-square-foot  Punta  della 
Dogana,  site  of  the  17th-century  Venice 
customs  house.  His  prime  competitor: 
the  Guggenheim. 

Pinault  says  he  has  received  a  dozen 
invitations  from  Europe  and  Canada  to 
show  pieces  of  his  collection.  Montreal,  Berlin,  Brussels  and  Lon- 
don are  all  clamoring  for  his  patronage.  A  little  something  is  even 
finally  working  out  in  France,  in  the  northern  city  of  Lille,  where 
Pinault  wiU  stage  an  exhibition  of  his  substantial  video  art  and 
photography  collection  next  October. 

All  that  is  fine,  for  now.  But  like  the  pharaohs  before  him,  Pin- 
ault has  his  eye  on  eternity — building  a  monumental  museum  for 
the  ages.  "Maybe  one  day  it  will  be  in  France  or  America,"  he 
muses.  "One  day  I  might  say  to  the  mayor  of  New  York,  'I  would 
like  to  have  a  museum  there.'  And  he  might  say  yes."  F 


Forbes 


Our  guide  continues  on  www.forbes.com/collect- 
■MHncom    ing  with  the  latest  must-haves  of  billionaires,  the 
world's  richest  art  collectors,  famous  art  heists,  collecting  undervalued  photog- 
raphers, vintage  motorcycles  and  computers;  plus,  fellow  collectors  share  tips 
on  what's  hot — and  how  to  get  those  collectibles  at  the  lowest  price. 
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RETIREMENT  PLANNING  GUIDE  FOR  BABY  BOOMERS 

YEAR-END  STRATEGIES 
FOR  SMART  PLANNING 

he  end  of  the  year  is  time  to  reflect  on  the  months  past  and  look  forward  to  the  year  ahead,  not  just  personally, 
•ut  financially,  too.  In  financial  planning,  perhaps  no  goal  is  as  critical  as  the  need  to  save  for  retirement.  Taking 
ome  simple  steps  each  year  can  help  keep  your  retirement  plans  on  the  right  track. 


The  first  step  is  to  realize  retirement  planning  is  essential.  Most  current  retirees  get  much  of 
their  income  from  a  combination  of  Social  Security  and  traditional  pension  plans.  That  is 
almost  certain  to  change,  and  only  half  of  baby  boomers  are  on  track  to  enjoy  their  current 
standard  of  living  in  retirement,  says  Professor  Robert  L.  Clark,  a  retirement  expert  at  North 
Carolina  State  University.  Many  people  opt  to  delay  saving  for  retirement  in  order  to  save  for 
iheir  children's  education.  The  simple  fact  is,  while  children  can  borrow  money  for  college,  you  can't  borrow 
inoney  for  retirement.  Put  retirement  savings  first  when  setting  your  financial  goals.  Everyone  should  be  strate- 
,izing  to  have  retirement  income  equal  to  at  least  70%  of  yearly  working  income.  That  means  it  is  important 
o  have  a  long-term  plan.  Even  for  those  with  a  retirement  plan  in  place,  some  tending  is  still  necessary. 

rOP  YEAR-END  RETIREMENT  TIPS 

/lax  out  your  contributions:  Striving  to  save  the  maximum  the  government  allows  in  retirement  plans  is 
strong  step  toward  building  an  adequate  nest  egg.  At  the  end  of  the  year,  if  you  are  eligible  to  contribute 
o  a  Roth  or  regular  IRA,  it's  generally  a  good  idea  to  max  out  your  contributions  to  those  accounts  — 
ip  to  $4,000  if  you're  under  50,  $5,000  if  you're  over  50. 

Looking  forward,  if  you  haven't  maxed  out  contributions  to  your  403(b)  or  401(k)  plan  in  2006,  put 
>lans  in  place  to  do  so  in  2007.  Next  year,  the  maximum  that  you  can  contribute  to  either  is  $15,500.  And, 
F  there  is  any  employer  matching  contribution  to  capture  in  your  retirement  plan,  it's  essential  to  con- 
tribute at  least  the  minimum  needed  to  receive  the  match;  otherwise,  you're  missing  out  on  found  money. 

Choose  to  catch  up:  If  you  are  over  50  years  old  (or  turn  50  at  any  point  in  2006)  the  IRS  allows  you 
p  contribute  even  more  to  a  number  of  retirement  plans,  including  an  extra  $5,000  to  403(b)  or  401(k) 
>lans  or  $1,000  to  a  Roth  or  regular  IRA. 

Rebalance  your  portfolio:  As  part  of  any  smart  retirement  strategy,  you  have  thought  through  the  mix 
in  your  portfolio  of  assets  (like  stocks  and  bonds)  and  subsectors  (such  as  foreign  stocks  and  corporate 
oonds)  to  balance  risk  with  your  goals.  Different  assets  have  grown  at  different  rates,  though,  which  means 
!  our  portfolio  can  be  vulnerable  to  drifting  from  your  strategy.  Eventually,  such  wandering  can  make  your 
>ortfolio  too  dependent  on  one  sector.  The  end  of  each  year  is  the  perfect  time  to  rebalance  the  asset  mix 
>f  your  portfolio. 
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I M ...  ii s  on  risk  tolerance:  For  many  people,  rebalancing  is  adequate,  but  for  otbers,  basic  assumptions 
may  need  to  change.  Perhaps  you  are  older  and  want  to  invest  more  conservatively,  or  you  want  to  take  on 
more  risk  in  hopes  of  better  returns.  Now  is  a  good  time  to  think  about  your  risk  tolerance  and  investment 
goals  and  adjust  your  investing  plan  accordingly. 

Think  in  terms  of  two:  Couples  commonly  overlook  how  their  assets  fit  together  as  a  whole,  since  often 
people  have  individual  retirement  plans  and  separate  assets  (like  property  or  inherited  money  in  one  per- 
son's name).  Taken  together,  those  assets  may  be  too  concentrated  in  one  sector  and  should  be  rebalanced. 
Marital  status  should  be  taken  into  account  too,  since  it  can  affect  tax  rates,  Social  Security  benefits  and 
even  private  institutional  plans. 

Review  beneficiaries:  You  may  not  realize  that  beneficiary  listings  trump  whatever  is  stated  in  a  will. 
With  so  many  accounts  in  our  lives  —  from  banking  to  brokerage  to  retirement  plans  —  there's  a  chance  at 
least  one  has  an  outdated  beneficiary  named,  such  as  an  ex-spouse,  or  an  incomplete  listing,  such  as  exclud- 
ing a  new  grandchild  you  wish  to  be  an  heir.  Once  a  year,  review  all  your  beneficiary  listings  and  adjust 
them  to  reflect  your  wishes. 


AGE  COUNTS 

If  you  hit  one  of  these  age  milestones  in  2006,  there  are  some  additional  tax  issues  to  consider  before  year's  end.  If  you  will  hit  one  of 
these  in  2007,  then  it's  a  good  time  to  plan  ahead. 


H>]  Catch-up  provi- 
sions allow  additional 
contributions  to  IRAs 
and  retirement  plans. 


59.5 


I  Withdrawals  from 
tax-advantaged  retirement 
plans  are  no  longer  subject 
to  10%  federal  tax  penalty. 


70.5 


|  Retirees  generally  must 
withdraw  a  minimum  from  certain 
tax-advantaged  retirement  plans 
or  face  a  federal  tax  penalty. 


Wfci  If  you  had  certain  accounts  exempt 
from  the  70.5  distribution  requirement,  you 
likely  need  to  begin  withdrawing  from  them 
now,  unless  certain  requirements  are  met. 
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ANNUAL  REVIEW  SHOULDN'T  NEGLECT 
LIFE  INSURANCE 

Life  insurance  provides  a  tax-free  sum  of  money  for 
your  survivors  in  the  event  of  your  death.  A  suitable 
amount  of  coverage  can  provide  funds  to  cover  anything 
from  the  lost  wages  of  a  primary  breadwinner  to  mort- 
gage payments  and  funeral  costs.  Yet  we  often  overlook 
how  life  insurance  needs  change  as  our  lives  change. 
Each  passing  year  often  brings  a  new  set  of  factors  to 
consider  like  a  marriage,  divorce,  change  in  salary  or 
even  a  higher  mortgage  payment. 

If  you  don't  have  life  insurance,  it  might  not  be  too  late 
to  get  it.  In  determining  how  much  you  need,  be  careful 
not  to  assume  an  employer-provided  life  insurance  poli- 
cy or  anticipated  Social  Security  survivor  benefits  will 
provide  enough  coverage  to  forego  a  private  policy. 
Those  sources  are  rarely  adequate,  according  to  the 
Insurance  Information  Institute,  which  is  a  good  reason 
to  review  your  plan  and  adjust  as  necessary.  ■ 


C37061:  TIAA-CREF  Individual  &  Institutional  Services,  LLC,  and  Teachers  Personal  Investors  Services.  Inc.,  distribute  securities  products. 
You  should  consider  the  investment  objectives,  risks,  charges  and  expenses  carefully  before  investing.  Please  call 
800-223-1200  or  visit  www.tiaa-cref.org  for  a  prospectus  that  contains  this  and  other  information.  Please  read 
the  prospectus  carefully  before  investing.  TIAA-CREF  or  its  affiliates  do  not  provide  tax  advice.  Please  consult 
your  tax  advisor. 

The  tax  information  herein  is  not  intended  to  be  used  and  cannot  be  used  by  any  taxpayer  for  the  purpose  of  avoiding  tax  penalties.  It  wasl 
written  to  support  the  promotion  of  products  distributed  by  TIAA-CREF  Individual  &  Institutional  Services  LLC.  Taxpayers  should  seek  advice! 
based  on  their  own  particular  circumstances  from  an  independent  tax  advisor.  Teachers  insurance  and  Annuity  Association  (TIAA),  New 
York,  NY,  and  TIAA-CREF  Life  Insurance  Co.,  New  York,  NY,  issue  insurance  and  annuities. 
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THERE'S  A 

BIG  DIFFERENCE 

BETWEEN  NOT  WANTING  TO  RETIRE 
AND  NOT  BEING  ABLE  TO. 


And  there's  a  big  difference  between  a  financial  partner  that  knows 
this  and  one  that  doesn't. 

We  are  TIAA-CREF,  and  we  understand  the  complexities  of  navigating 
your  way  to  retirement  and  living  in  it  once  you  get  there.  Today,  with 
more  than  85  years'  experience  serving  the  financial  needs  of  those  who 
serve  others,  we  have  the  expertise  to  offer  products  and  services  best 
suited  to  fit  your  individual  needs  throughout  your  life. 

Plus,  through  personalized,  objective  advice  from  our  non-commissioned 
consultants,  who  are  rewarded  on  how  well  they  serve  you  not  on  what 
they  sell  you,  we're  better  able  to  help  you  gain  control  and  manage  your 
income  all  the  way  through  retirement. 

So  whether  you're  just  beginning  to  think  about  saving  for  the  future 
or  you're  ready  to  move  into  it,  we  can  help  you  bridge  the  difference 
between  wanting  to  retire  and  being  able  to  do  it. 


■ 


Find  out  more,  at  tiaa-cref.org/myretirement. 


FINANCIAL  SERVICES 


FOR  THE  GREATER  GOOD 


CUPIDITY 

Hey, 
That's 
Mine 

The  more  a  piece  of  art  is  worth, 
the  more  likely  that  someone  will 
come  up  with  a  creative  theory 
about  why  you  don't  really 
own  it.  Solution:  Take  out  an 
insurance  policy  |  by  carrie  coolidge 


HRISTIE'S  DECISION  LAST  MONTH  TO  PULL  I 
from  auction  Picasso's  "Portrait  de  Angel 
Fernandez  de  Soto,"  which  had  been  expected 
to  fetch  as  much  as  $60  million,  jolted  the  art 
world.  A  suit  by  a  man  claiming  that  his  great-uncle  had  sold  it 
in  1 935  only  under  threat  by  the  Nazis  called  into  question  whether 
or  not  the  seller,  the  Andrew  Lloyd  Webber  Art  Foundation,  had 
legitimate  title.  And  while  a  U.S.  District  Court  dismissed  the 
restitution  action  because  it  lacked  federal  jurisdiction,  harm 
already  had  been  done:  The  owner  missed  a  crucial  chance  to  sell. 

The  plaintiff  s  claim  has  since  been  refiled  in  state  supreme 
court.  If  the  claim  fails,  Webbers  foundation  will  still  be  out  the 
time  and  money  needed  to  mount  a  defense.  Had  they  bought 
the  right  kind  of  insurance,  though,  they  would  have  been  spared 
these  costs.  (A  foundation  attorney  declined  comment.) 

Two  companies  sell  title  insurance  for  art.  Hiscox,  a  syndi- 
cate  at  Lloyd  s  of  London,  has  for  20  years  sold  policies  that  cover 
everything  from  paintings  to  antiquities  and  require  an  annual 
renewal  and  premium  payment.  Hiscox  prices  on  a  case-by-case 
basis,  with  premiums  in  the  0.5%  to  2.5%  range,  depending  on 
risk.  A  $10  million  policy  on  a  Monet  with  a  troubled  provenance, 
for  example,  could  cost  $250,000  a  year. 

In  June  Aris  Title  Insurance  of  New  York  launched  a  com- 
peting policy.  Aris,  a  private  company  created  seven  years  ago 
expressly  to  sell  such  insurance,  received  regulatory  approval  in 
May.  Its  policies  cover  only  visual  art  and  sculpture — not  cultural 
artifacts  or  antiquities.  But  unlike  Hiscoxs,  they  charge  a  one-time-  . 
only  premium,  have  no  deductible  and  cover  a  work  for  as  long 
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LANE? 


NORTEL. 


The  7th-largest  company 


orld  turned  to  Nortel  to  help  its  more  than  350,000  employees 


stay  innovative.  With  voice,  optical,  security,  and  contact  center  solutions  for  exceptional 
customer  service,  Nortel  is  helping  DaimlerChrysler  put  the  pedal  to  the  metal. 
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Business  made  simple 
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•\  Networks. 


Adam  Lowry 


Ask  Adam  Lowry  Why  He  Loves  His  BlackBerry 

"I'm  passionate  about  a  sustainable  environment.  Our  premium  homecare  products  are  bringing 
green  to  the  mainstream.  In  the  last  three  years,  the  company  experienced  3,400%  growth,  kicking 
off  a  tidal  wave  of  demands-on  my  time.  I  never  stop  moving.  Firing  up  a  laptop  isn't  going  to  happen 
BlackBerry*  gives  me  fingertip  access  to  what  I  need.  And  I  guess  most  importantly,  it 
helps  me  manage  my  own  sanity." 

Join  the  conversation  at  www.blackberry.com/ask. 
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as  the  policyholder  (or  an  heir)  owns  it. 
If  your  ownership  is  challenged,  Aris  will 
either  pay  whatever  it  takes  to  successfully 
defend  you  or  will  refund  what  you  paid 
for  the  piece. 

While  disputes  involving  Nazi  Reichs- 
marschall  Hermann  Goring's  plunder  get 
the  headlines,  ordinary  liens  and  encum- 
brances pose  a  greater  threat  to  title,  says 
Judith  L.  Pearson,  Aris'  president.  Liens 
due  to  divorce,  judgments,  taxes  or  bank 
loans  muddle  ownership.  So  do  questions 
of  consignment,  where  a  dealer  may  not 
have  had  sufficient  authority  to  sell  a  work 

Earlier  this  year  Aris'  first  policy 
application  came  from  the  seller  of  an 
American  painting  who  wanted  to  protect 
himself  against  exposure  to  the  buyer, 
should  title  prove  defective.  Aris  reckons 
its  one-time  premium  will  run  5%  or  so 


ber  Foundation's  Picasso?  No,  says  Read. 
Hiscox  "would  have  considered  selling  a 
policy,"  since  the  Picasso's  history  during 
those  years  was  not  in  doubt. 

Auction  houses  do  not  guarantee 
title;  if  there  is  a  problem,  the  buyer  may 
get  a  refund  from  the  house,  which  would 
then  go  after  the  seller  to  try  to  get  its 
money.  "If  they  have  an  inkling  there 
might  be  a  problem,  they  may  rescind  the 
transaction  and  return  the  item  to  the 
seller,"  says  Pearson,  the  Aris  executive. 
Most  reputable  dealers  include,  in  a  sales 
agreement,  a  commitment  to  return  the 
full  purchase  price  if  title  is  contested.  But 
that  commitment  is  valid  only  as  long  as 
the  dealer  remains  in  business  or  has 
assets.  If  he  files  for  bankruptcy,  prior  ob- 
ligations— including  guarantees  made  in 
sales  contracts — will  be  discharged. 
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of  the  value  of  the  artwork,  which  may  be 
higher  or  lower  depending  on  risks  asso- 
ciated with  its  provenance.  Currendy  its 
policy  limit  is  $5  million.  If,  however,  your 
Van  Gogh  is  worth  $25  million,  you  can 
buy  extra  coverage  through  Aris  at  the 
same  rate. 

In  the  art  world  there  is  no  such  thing 
as  a  perfect  provenance.  "If  an  item  has 
question  marks,  it'll  be  very  expensive  to 
insure,"  says  Robert  Read,  a  fine  art 
underwriter  at  Hiscox,  which  currendy  has 
approximately  100  art  tide  insurance  poli- 
cies in  force.  If  it  was  painted  yesterday, 
insurance  can  cost  next  to  nothing.  In 
assessing  risk  Aris  considers  whether  the 
work  has  been  well  documented  in 
academic  literature,  exhibited  in  museums 
or  sold  at  auction — all  factors  that  make 
it  more  difficult  for  a  claimant  to  assert 
ownership,  says  Lawrence  M.  Shindell, 
Aris'  chief  executive. 

Hiscox  has  turned  down  antiquities 
whose  provenance  it  deemed  "too  murky" 
And  it  won't  insure  works  whose  prove- 
nance is  unknown  between  1933  and 
1945.  Would  that  have  ruled  out  the  Web- 


Some  sophisticated  collectors  are  sur- 
prised to  learn  of  tide  insurance.  Michael 
H.  Steinhardt,  65,  retired  hedge  fund  man- 
ager, philanthropist  and  owner  of  one  of 
the  largest,  most  important  antiquities  col- 
lections in  the  world,  didn't  know  such  in- 
surance existed  when,  in  1991,  he  bought 
an  ancient  golden  platter  called  a  phiale 
for  $1.2  million  (including  commission) 
from  a  Swiss  art  dealer.  His  customs  bro- 
ker, when  filling  out  the  necessary  forms, 
gave  Switzerland  as  the  country  of  origin. 
The  phiale  had  in  fact  been  found  in  Sicily. 

The  Italian  government  asked  diat  it 
be  returned.  U.S.  Customs  agents,  armed 
with  a  warrant,  showed  up  at  Steinhardt's 
Fifth  Avenue  apartment  and  pocketed  the 
platter.  Though  the  Swiss  dealer  had 
signed  a  "terms  of  sale"  agreement,  he 
didn't  have  enough  money  to  make  good. 
Steinhardt  was  left  holding  the  bag.  Title 
insurance  would  have  reimbursed  his 
entire  loss,  including  his  litigation  ex- 
penses. Is  he  more  apt  now  to  buy  a  pol- 
icy? Nope.  "It  is  a  little  bit  dangerous," 
Steinhardt  says  of  antiquities  collecting. 
"But  that's  what  makes  it  exciting."  F 
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as  the  policyholder  (or  an  heir)  owns  it. 
If  your  ownership  is  challenged,  Aris  will 
either  pay  whatever  it  takes  to  successfully 
defend  you  or  will  refund  what  you  paid 
for  the  piece. 

While  disputes  involving  Nazi  Reichs- 
marschall  Hermann  Gorings  plunder  get 
the  headlines,  ordinary  hens  and  encum- 
brances pose  a  greater  threat  to  title,  says 
Judith  L.  Pearson,  Aris'  president.  Liens 
due  to  divorce,  judgments,  taxes  or  bank 
loans  muddle  ownership.  So  do  questions 
of  consignment,  where  a  dealer  may  not 
have  had  sufficient  authority  to  sell  a  work 

Earlier  this  year  Aris'  first  policy 
application  came  from  the  seller  of  an 
American  painting  who  wanted  to  protect 
himself  against  exposure  to  the  buyer, 
should  title  prove  defective.  Aris  reckons 
its  one-time  premium  will  run  5%  or  so 


ber  Foundation's  Picasso?  No,  says  Read. 
Hiscox  "would  have  considered  selling  a 
policy'  since  the  Picasso's  history  during 
those  years  was  not  in  doubt. 

Auction  houses  do  not  guarantee 
title;  if  there  is  a  problem,  the  buyer  may 
get  a  refund  from  the  house,  which  would 
then  go  after  the  seller  to  try  to  get  its 
money.  "If  they  have  an  inkling  there 
might  be  a  problem,  they  may  rescind  the 
transaction  and  return  the  item  to  the 
seller,"  says  Pearson,  the  Aris  executive. 
Most  reputable  dealers  include,  in  a  sales 
agreement,  a  commitment  to  return  the 
full  purchase  price  if  title  is  contested.  But 
that  commitment  is  valid  only  as  long  as 
the  dealer  remains  in  business  or  has 
assets.  If  he  files  for  bankruptcy,  prior  ob- 
ligations— including  guarantees  made  in 
sales  contracts — will  be  discharged. 


While  disputes  involving  Nazi  Reichsmarschall 
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ordinary  liens  and  encumbrances  pose  a 
greater  theat  to  title. 


of  the  value  of  the  artwork,  which  may  be 
higher  or  lower  depending  on  risks  asso- 
ciated with  its  provenance.  Currently  its 
policy  limit  is  $5  million.  If,  however,  your 
Van  Gogh  is  worth  $25  million,  you  can 
buy  extra  coverage  through  Aris  at  the 
same  rate. 

In  the  art  world  there  is  no  such  thing 
as  a  perfect  provenance.  "If  an  item  has 
question  marks,  it'll  be  very  expensive  to 
insure,"  says  Robert  Read,  a  fine  art 
underwriter  at  Hiscox,  which  currently  has 
approximately  100  art  title  insurance  poli- 
cies in  force.  If  it  was  painted  yesterday, 
insurance  can  cost  next  to  nothing.  In 
assessing  risk  Aris  considers  whether  the 
work  has  been  well  documented  in 
academic  literature,  exhibited  in  museums 
or  sold  at  auction — all  factors  that  make 
it  more  difficult  for  a  claimant  to  assert 
ownership,  says  Lawrence  M.  Shindell, 
Aris'  chief  executive. 

Hiscox  has  turned  down  antiquities 
whose  provenance  it  deemed  "too  murky." 
And  it  won't  insure  works  whose  prove- 
nance is  unknown  between  1933  and 
1945.  Would  that  have  ruled  out  the  Web- 


Some  sophisticated  collectors  are  sur- 
prised to  learn  of  title  insurance.  Michael 
H.  Steinhardt,  65,  retired  hedge  fund  man- 
ager, philanthropist  and  owner  of  one  of 
the  largest,  most  important  antiquities  col- 
lections in  the  world,  didn't  know  such  in- 
surance existed  when,  in  1991,  he  bought 
an  ancient  golden  platter  called  a  phiale 
for  $1.2  million  (including  commission) 
from  a  Swiss  art  dealer.  His  customs  bro- 
ker, when  filling  out  the  necessary  forms, 
gave  Switzerland  as  the  country  of  origin. 
The  phiale  had  in  fact  been  found  in  Sicily. 

The  Italian  government  asked  that  it 
be  returned.  U.S.  Customs  agents,  armed 
with  a  warrant,  showed  up  at  Steinhardt's 
Fifth  Avenue  apartment  and  pocketed  the 
platter.  Though  the  Swiss  dealer  had 
signed  a  "terms  of  sale"  agreement,  he 
didn't  have  enough  money  to  make  good. 
Steinhardt  was  left  holding  the  bag.  Title 
insurance  would  have  reimbursed  his 
entire  loss,  including  his  litigation  ex- 
penses. Is  he  more  apt  now  to  buy  a  pol- 
icy? Nope.  "It  is  a  little  bit  dangerous," 
Steinhardt  says  of  antiquities  collecting. 
"But  that's  what  makes  it  exciting."  F 
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UNREQUITED  LOVE 


Patently  Obvious 

Alan  Rothschild  has  lovingly  collected  these  old  models— 

and  now  wants  to  share  his  passion  with  others  |  by  monte  burke 


N  THE  REST"  >RED  ATTIC  ABOVE  THE  GARAGE  IN  HIS 
home  in  Cazenovia,  N.Y.,  Alan  Rothschild  keeps  the  world's 
largest  collection  of  viewable  patent  models.  By  appointment, 
Rothschild,  64,  conducts  tours  of  what  he  calls  the  Rothschild 
Petersen  Patent  Model  Museum,  built  and  funded  by  himself. 
There  are  800  miniature  facsimiles  of  various  inventors'  dreams, 
once  required  by  the  U.S.  Patent  Office,  all  equipped  with  their 


"I  love  objects  that 

original  patent  tags,  attached  by  tiny  bits   te"  a  story":  the  attic 
of  government-issued  red  ribbon.  "That's   that  keeps  Rothschild 
111       <    i  r      »   verY.  verY  busy. 

where  the  phrase  red  tape  comes  from, 

he  says,  beaming.  He  points  out  the  famous  names  in  his  collec- 
tion: Stephen  F.  Whitman,  the  chocolatier,  and  his  Machine  for 
Casting  Confectionary  (1875,  #169,935).  Nelson  Goodyear  and 
his  Improvement  in  the  Manufacture  of  India-Rubber  (1851, 
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Is  your  cholesterol 
out  of  whack? 

Bad  cholesterol  high?  Good  cholesterol  low? 
Crestor  can  help  you  with  both. 

Factors  like  high  blood  pressure  and  diabetes  can  make 
it  even  more  important  to  get  your  bad  cholesterol  low. 
But  to  get  your  cholesterol  right,  your  doctor  may  also 
want  to  raise  your  good  cholesterol.  And  for  some  people 
diet  and  exercise  alone  may  not  be  enough  to  do  both. 

A  10-mg  dose  of  CRESTOR  can: 


-W  lower  bad  cholesterol 

(LDL)  by  up  to  52% 

(vs  7%  with  placebo) 


A.  raise  good  cholesterol 

(HDL)  by  up  to  14% 

(vs  3%  with  placebo) 


your  results  may  vary 


Is  CRESTOR  right  for  you?  That's  a  conversation  you 
need  to  have  with  your  doctor. 

Important  safety  information  about  CRESTOR: 

CRESTOR"  (rosuvastatin  calcium)  is  prescribed  along 
with  diet  for  lowering  high  cholesterol  and  has  not  been 
determined  to  prevent  heart  disease,  heart  attacks,  or 
strokes.  CRESTOR  is  not  right  for  everyone,  including 
women  who  are  nursing,  pregnant,  or  who  may  become 
pregnant,  or  anyone  with  liver  problems.  Your  doctor 
will  do  blood  tests  before  and  during  treatment  with 
CRESTOR  to  monitor  your  liver  function.  Unexplained 
muscle  pain  and  weakness  could  be  a  sign  of  a  rare 
but  serious  side  effect  and  should  be  reported  to  your 
doctor  right  away  The  40-mg  dose  of  CRESTOR  is  only 
for  patients  who  do  not  reach  goal  on  20  mg.  Be  sure 
to  tell  your  doctor  if  you  are  taking  any  medications. 
Side  effects  occur  infreguently  and  include  muscle 
aches,  constipation,  weakness,  abdominal  pain,  and 
nausea.  They  are  usually  mild  and  tend  to  go  away. 

Please  read  the  important  Product  Information  about 
CRESTOR  on  the  adjacent  page. 

//  you  are  without  prescription  coverage  and  can't  afford 
your  medication,  AstraZeneca  may  be  able  to  help. 


CRESTOR  helps  get  your  cholesterol  right 

80OCREST0R  CREST0R.COM 
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AstraZeneca f«? 


Please  read  ihis  summary  carefully  and  then  ask  your  dotlor  aboul  CRESTOR  No  advertisement  can  provide  all  the  information  needed  lo  determine  if  a  drug  is  right  lor  you. 
This  advertisement  does  nol  lake  the  place  ol  careful  discussions  with  your  doctor  Only  your  doctor  has  the  training  lo  weigh  the  risks  and  benefits  ol  a  prescription  drug. 


BRIEF  SUMMARY:  For  lull  Prescribing  Information,  see  package  insert  INDICATIONS 
AND  USAGE  CRESTOR  is  indicated:  I,  as  an  adiunct  to  diet  to  reduce  elevated  total-C, 
LDL-C,  ApoB,  nonHDL-C,  and  TG  levels  and  lo  increase  HOL-C  in  patients  with  primary  hypercho- 
lesterolemia (heterozygous  familial  and  nonlamilial)  and  mixed  dyslipidemia  (Fredrickson  Type  Ha 
and  lib);  2.  as  an  adjunct  to  diet  lor  the  Ireatment  ot  patients  with  elevated  serum  TG  levels 
(Fredrickson  Type  IV);  3.  lo  reduce  LDL-C.  total-C.  and  ApoB  in  patients  with  homozygous  familial 
hypercholesterolemia  as  an  adjunct  to  other  lipid-lowering  treatments  (e.g..  LDL  apheresis)  or  il 
such  treatments  are  unavailable  CONTRAINDICATIONS  CRESTOR  is  contraindicated  in 
patients  wilh  a  known  hypersensitivity  to  any  component  of  this  product  Rosuvastalin  is 
contraindicated  in  palicnts  with  active  liver  disease  or  with  unexplained  persistent  elevations 
ol  serum  transaminases  (see  WARNINGS,  Liver  Enzymes).  Pregnancy  and  Lactation 
Atherosclerosis  is  a  chronic  process  and  discontinualion  ol  lipid-lowering  drugs  during  pregnancy 
should  have  little  impact  on  the  outcome  of  long-term  Iherapy  of  primary  hypercholesterolemia. 
Cholesterol  and  other  products  of  cholesterol  biosynthesis  are  essential  components  for  fetal 
development  (including  synthesis  ol  steroids  and  cell  membranes).  Since  HMG-CoA  reductase 
inhibitors  decrease  cholesterol  synthesis  and  possibly  the  synthesis  of  other  biologically  active 
substances  derived  Irom  cholesterol,  they  may  cause  letal  harm  when  administered  to  pregnant 
women.  Therelore,  HMG-CoA  reductase  inhibitors  are  contraindicated  during  pregnancy  and  in 
nursing  mothers  ROSUVASTATIN  SHOULD  BE  ADMINISTERED  TO  WOMEN  OF  CHILOBEARING 
AGE  ONLY  WHEN  SUCH  PATIENTS  ARE  HIGHLY  UNLIKELY  TO  CONCEIVE  AND  HAVE  BEEN 
INFORMED  OF  THE  POTENTIAL  HAZARDS.  If  the  patient  becomes  pregnant  while  taking  this  drug, 
therapy  should  be  discontinued  immediately  and  the  patient  apprised  ol  the  potential  hazard  to  the 
letus.  WARNINGS  Liver  Enzymes  HMG-CoA  reductase  inhibitors,  like  some  other 
lipid-lowering  therapies,  have  been  associated  with  biochemical  abnormalities  of  liver  function. 
The  incidence  ol  persistent  elevations  (>3  limes  the  upper  limit  of  normal  |ULN]  occurring  on  2  or 
more  consecutive  occasions)  in  serum  transaminases  in  tixed  dose  studies  was  0.4, 0, 0,  and 
0.1%  in  patients  who  received  rosuvastalin  5, 10. 20.  and  40  mg,  respectively.  In  most  cases,  the 
elevations  were  transient  and  resolved  or  improved  on  continued  therapy  or  after  a  brief  interrup- 
tion in  therapy.  There  were  two  cases  of  jaundice,  for  which  a  relationship  to  rosuvastatm  therapy 
could  not  be  determined,  which  resolved  after  discontinuation  ol  therapy  There  were  no  cases  of 
liver  failure  or  irreversible  liver  disease  in  Ihese  trials  II  is  recommended  that  liver  lunclion  tests 
be  pei formed  before  and  al  12  weeks  lollowing  both  the  initiation  ol  therapy  and  any  elevation 
ol  dose,  and  periodically  (e.g.  semiannually)  thereafter.  Liver  enzyme  changes  generally  occur 
in  the  first  3  months  of  Ireatment  with  rosuvastatm  Patients  who  develop  increased  transaminase 
levels  should  be  monitored  until  the  abnormalities  have  resolved  Should  an  increase  in  ALT 
or  AST  of  >3  limes  ULN  persist,  reduction  of  dose  or  withdrawal  ol  rosuvastalin  is  recommended 
Rosuvastalin  should  be  used  with  caution  in  patients  who  consume  substantial  quantities 
ot  alcohol  and/or  have  a  history  ot  liver  disease  (see  CLINICAL  PHARMACOLOGY. 
Special  Populations,  Hepatic  Insufficiency)  Active  liver  disease  or  unexplained  persistent 
transaminase  elevations  are  contraindications  to  the  use  ol  rosuvastalin  (see  CONTRAINDICA- 
TIONS) Myopothy/Rhabdomyolysis  Rare  cases  ol  rhabdomyolysis  with  acute  renal 
failure  secondary  to  myoglobinuria  have  been  reported  wilh  rosuvastalin  and  wilh  other  drugs 
in  this  class.  Uncomplicated  myalgia  has  been  reported  in  rosuvastatm-treated  patients  Isee 
ADVERSE  REACTIONS)  Creatine  kinase  (CK)  elevations  (>10  times  upper  limit  ol  normal) 
occurred  in  0  2%  lo  0.4%  of  patients  taking  rosuvastatin  at  doses  up  to  40  mg  in  clinical  studies 
Treatment-related  myopathy,  defined  as  muscle  aches  or  muscle  weakness  in  conjunction  with 
increases  in  CK  values  >10  times  upper  limit  ol  normal,  was  reported  in  up  to  0,1%  ot  patients 
taking  rosuvastatin  doses  ol  up  to  40  mg  in  clinical  studies.  In  clinical  trials,  the  incidence  of 
myopathy  and  rhabdomyolysis  increased  at  doses  of  rosuvastatin  above  the  recommended  dosage 
range  (5  to  40  mg).  In  postmarketing  experience,  effects  on  skeletal  muscle,  e.g.  uncomplicated 
myalgia,  myopathy  and,  rarely,  rhabdomyolysis  have  been  reported  in  patients  treated  with  HMG- 
CoA  reductase  inhibitors  including  rosuvastatin  As  with  other  HMG-CoA  reductase  inhibitors, 
reports  of  rhabdomyolysis  with  rosuvastatm  are  rare,  but  higher  at  Ihe  highest  marketed  dose 
(40  mg)  Factors  thai  may  predispose  patients  to  myopathy  with  HMG-CoA  reductase  inhibitors 
include  advanced  age  (>65  years),  hypothyroidism,  and  renal  insufficiency  Consequently: 
t.  Rosuvastatin  should  be  prescribed  with  caution  in  patients  with  predisposing  factors  for 
myopathy,  such  as,  renal  impairment  (see  DOSAGE  AND  ADMINISTRATION),  advanced  age,  and 
inadequately  treated  hypothyroidism  2  Patients  should  be  advised  to  promptly  report  unexplained 
muscle  pain,  tenderness,  or  weakness,  particularly  if  accompanied  by  malaise  or  lever. 
Rosuvastatin  Iherapy  should  be  discontinued  il  markedly  elevated  CK  levels  occur  or  myopathy  is 
diagnosed  or  suspected  3.  The  40  mg  dose  of  rosuvastalin  is  reserved  only  for  those  patients  who 
have  not  achieved  their  LDL-C  goal  utilizing  Ihe  20  mg  dose  ol  rosuvastatin  once  daily  (see 
DOSAGE  AND  ADMINISTRATION).  4.  The  risk  ol  myopathy  during  treatment  with  rosuvastatin  may 
be  increased  wilh  concurrent  administration  ot  other  lipid-lowering  therapies  or  cyclosporine.  (see 
CLINICAL  PHARMACOLOGY.  Drug  Interactions,  PRECAUTIONS,  Drug  Interactions,  and  DOSAGE 
AND  ADMINISTRATION)  The  benefil  ol  further  alterations  in  lipid  levels  by  the  combined  use  ol 
rosuvastalin  wilh  librales  or  niacin  should  be  caretully  weighed  against  the  potential  risks  ot 
this  combination.  Combination  therapy  with  rosuvastalin  and  gemfibrozil  should  generally  be 
avoided.  (See  DOSAGE  AND  ADMINISTRATION  and  PRECAUTIONS,  Drug  Interactions)  5  The 
risk  ol  myopathy  during  treatment  with  rosuvastatin  may  be  increased  in  circumstances  which 
increase  rosuvastalin  drug  levels  (see  CLINICAL  PHARMACOLOGY,  Special  Populations,  Race 
and  Renal  Insufficiency,  and  PRECAUTIONS,  General).  6  Rosuvaslalin  therapy  should  also  be 
temporarily  withheld  in  any  patient  with  an  acule,  serious  condition  suggestive  ol  myopathy  or 
predisposing  lo  the  development  ol  renal  failure  secondary  lo  rhabdomyolysis  (e.g.,  sepsis, 
hypotension,  dehydration,  major  surgery,  trauma,  severe  melabolic,  endocrine,  and  elec- 
trolyte disorders,  or  uncontrolled  seizures)  PRECAUTIONS  General  Before  instituting 
therapy  with  rosuvastatin,  an  attempt  should  be  made  lo  conlrol  hypercholesterolemia  with  appro- 
priate diet  and  exercise,  weight  reduction  in  obese  patients,  and  Ireatment  of  underlying  medical 
problems  (see  INDICATIONS  AND  USAGE).  Administration  of  rosuvaslalin  20  mg  lo  patienls  with 
severe  renal  impairment  (CL,.,  <30  mL/min/1.73  m2)  resulted  in  a  3-fold  increase  in  plasma 
concenlrations  of  rosuvastatin  compared  wilh  healthy  volunteers  (see  WARNINGS,  Myopathy/ 
Rhabdomyolysis  and  DOSAGE  AND  ADMINISTRATION).  The  result  ol  a  large  pharmacokinetic 
study  conducted  in  the  US  demonstrated  an  approximate  2-fold  elevation  in  median  exposure  in 
Asian  subiects  (having  either  Filipino.  Chinese,  Japanese,  Korean,  Vietnamese  or  Asian-Indian 
Ofigin)  compared  with  a  Caucasian  control  group.  This  increase  should  be  considered  when 
making  rosuvastatin  dosing  decisions  lor  Asian  patients.  (See  WARNINGS,  Myopathy/ 
Rhabdomyolysis;  CLINICAL  PHARMACOLOGY,  Special  Populations.  Race,  and  DOSAGE  AND 
ADMINISTRATION.)  Information  for  Patients  Patients  should  be  advised  lo  report 
promptly  unexplained  muscle  pain,  tenderness,  or  weakness,  particularly  if  accompanied  by 
malaise  or  fever  When  taking  rosuvastatin  with  an  aluminum  and  magnesium  hydroxide  combina- 
tion antacid,  the  antacid  should  be  taken  at  least  2  hours  after  rosuvastatin  administralion  (see 
CLINICAL  PHARMACOLOGY.  Drug  Interactions),  Laboratory  Tests  In  the  rosuvastatin 
clinical  trial  program,  dipstick-positive  proteinuria  and  microscopic  hematuria  were  observed 
3mong  rosuvastahn-treated  patients,  predominantly  in  patients  dosed  above  the  recommended 
dose  range  (i.e.,  80  mg)  However,  this  finding  was  more  frequent  in  patients  taking  rosuvastatm 
40  mg,  when  compared  to  lower  doses  of  rosuvastatin  or  comparator  statins,  though  it  was  gener- 
ally transient  and  was  not  associated  with  worsening  renal  tunction.  Although  the  clinical 
significance  of  this  finding  is  unknown,  a  dose  reduction  should  be  considered  for  patients  on 
rosuvastatin  40  mg  therapy  with  unexplained  persistent  proteinuria  during  routine  urinalysis 
testing.  Drug  Interactions  Cyclosporine:  When  rosuvastalin  10  mg  was  coadministered 
with  cyclosporine  in  cardiac  transplant  patients,  rosuvastatin  mean  C„u,  and  mean  AUC  were 
increased  1  Mold  and  7-fold,  respectively,  compared  with  healthy  volunteers.  These  increases  are 
considered  to  be  clinically  significant  and  require  special  consideration  in  the  dosing  of  rosuva- 
statm to  patients  taking  concomitant  cyclosporine  Isee  WARNINGS,  Myopalhy/Rhabdomyolysis, 


and  DOSAGE  AND  ADMINISTRATION)  Warfarin:  Coadministration  of  rosuvastatin  to  patients  on 
stable  warfarin  therapy  resulted  in  clinically  significant  rises  in  INR  ( >4,  baseline  2-3).  In  patienls 
taking  coumarin  anticoagulants  and  rosuvastalin  concomitantly.  INR  should  be  determined  before 
starting  rosuvastatin  and  frequently  enough  during  early  therapy  to  ensure  that  no  significant 
alteration  of  INR  occurs.  Once  a  stable  INR  lime  has  been  documented,  INR  can  be  monitored  at 
the  intervals  usually  recommended  tor  patients  on  coumarin  anticoagulants.  If  the  dose  ol  rosuva- 
statin is  changed,  the  same  procedure  should  be  repeated  Rosuvastatin  therapy  has  not  been 
associated  with  bleeding  or  with  changes  in  INR  in  patients  not  taking  anticoagulants  Gemfibrozil: 
Coadministration  ol  a  single  rosuvastatin  dose  to  healthy  volunteers  on  gemfibrozil  (600  mg  twice 
daily)  resulted  in  a  2,2-  and  1 .9-fold,  respectively,  increase  in  mean  Cmax  and  mean  AUC  ot  rosuva- 
stalin (see  DOSAGE  AND  ADMINISTRATION)  Endocrine  Function  Although  clinical  studies 
have  shown  that  rosuvastalin  alone  does  not  reduce  basal  plasma  Cortisol  concenlration  or  impair 
adrenal  reserve,  caution  should  be  exercised  it  any  HMG-CoA  reductase  inhibitor  or  other  agent 
used  to  lower  cholesterol  lewis  is  administered  concomitantly  wilh  drugs  thai  may  decrease  the 
levels  or  activity  ol  endogenous  steroid  hormones  such  as  ketoconazole,  spironolactone,  and 
cimetidine.  CNS  Toxicity  CNS  vascular  lesions,  characterized  by  perivascular  hemorrhages, 
edema,  and  mononuclear  cell  infiltration  of  perivascular  spaces,  have  been  observed  in  dogs 
treated  with  several  other  members  ol  this  drug  class  A  chemically  similar  drug  in  this  class 
produced  dose-dependent  optic  nerve  degeneration  (Wallenan  degeneration  of  retinogeniculate 
fibers)  in  dogs,  at  a  dose  that  produced  plasma  drug  levels  aboul  30  times  higher  than  the  mean 
drug  level  in  humans  taking  the  highest  recommended  dose  Edema,  hemorrhage,  and  partial 
necrosis  in  the  interstitium  ol  Ihe  choroid  plexus  was  observed  in  a  female  dog  sacrificed  mori- 
bund at  day  24  al  90  mg/kg/day  by  oral  gavage  (systemic  exposures  100  times  ihe  human 
exposure  at  40  mg/day  based  on  AUC  comparisons).  Corneal  opacity  was  seen  in  dogs  treated  for 
52  weeks  al  6  mg/kg/day  by  oral  gavage  (systemic  exposures  20  times  the  human  exposure  at 
40  mg/day  based  on  AUC  comparisons).  Cataracts  were  seen  in  dogs  treated  tor  12  weeks  by  oral 
gavage  at  30  mg/kg/day  (systemic  exposures  60  times  the  human  exposure  al  40  mg/day  based 
on  AUC  comparisons).  Retinal  dysplasia  and  retinal  loss  were  seen  in  dogs  treated  for  4  weeks  by 
oral  gavage  at  90  mg/kg/day  (systemic  exposures  100  times  the  human  exposure  at 
40  mg/day  based  on  AUC)  Doses  <30  mg/kg/day  (systemic  exposures  s60  times  Ihe  human 
exposure  at  40  mg/day  based  on  AUC  comparisons)  lollowing  treatment  up  to  one  year,  did  not 
reveal  retinal  findings  Carcinogenesis,  Mutagenesis,  Impairment  of  Fertility  lo 
a  104-week  carcinogenicity  study  in  rats  at  dose  levels  ol  2,  20,  60,  or  80  mg/kg/day  by 
oral  gavage,  Ihe  incidence  of  uterine  stromal  polyps  was  significantly  increased  in  females  af 
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80  mg/kg/day  at  systemic  exposure  20  times  Ihe  human  exposure  al  40  mg/day  based  on  AUC. 
Increased  incidence  ol  polyps  was  not  seen  at  lower  doses.  In  a  107-week  carcinogenicity  study 
in  mice  given  10, 60. 200  mg/kg/day  by  oral  gavage,  an  increased  incidence  of  hepatocellular 
adenoma/carcinoma  was  observed  al  200  mg/kg/day  at  systemic  exposures  20  times  human  expo- 
sure at  40  mg/day  based  on  AUC.  An  increased  incidence  ol  hepatocellular  tumors  was  not  seen  at 
lower  doses.  Rosuvastatin  was  not  mutagenic  or  clastogenic  with  or  without  metabolic  activation 
in  the  Ames  test  with  Salmonella  typhimuriumwi  Escherichia  coli.  the  mouse  lymphoma  assay, 
and  Ihe  chromosomal  abei ration  assay  in  Chinese  hamster  lung  cells,  Rosuvastatin  was  negative 
in  Ihe  in  vivo  mouse  micronucleus  test.  In  rat  fertility  studies  with  oral  gavage  doses  of  5. 15, 
50  mg/kg/day.  maies  were  treated  for  9  weeks  prior  to  and  throughout  mating  and  females  were 
treated  2  weeks  prior  to  mating  and  throughout  mating  until  gestation  day  7.  No  adverse  effect  on 
fertility  was  observed  at  50  mg/kg/day  (systemic  exposures  up  lo  10  times  human  exposure  at 
40  mg/day  based  on  AUC  comparisons).  In  testicles  ol  dogs  treated  with  rosuvastatin  at 
30  mg/kg/day  tor  one  month,  spermatids  giant  cells  were  seen  Spermatidic  giant  cells  were 
observed  in  monkeys  after  6-month  Ireatment  at  30  mg/kg/day  in  addition  to  vacuolafion  of  semi- 
niferous tubular  epithelium  Exposures  in  the  dog  were  20  times  and  in  the  monkey  10  times 
human  exposure  at  40  mg/day  based  on  body  surface  area  comparisons  Similar  findings  have 
been  seen  with  other  drugs  in  this  class  Pregnancy  Pregnancy  Category  X  See  CONTRA- 
INDICATIONS Rosuvastatin  may  cause  fetal  harm  when  administered  to  a  pregnant  woman. 
Rosuvastatin  is  contraindicated  in  women  who  are  or  may  become  pregnant  Safety  in  pregnant 
women  has  not  been  established  There  are  no  adequate  and  well-controlled  studies  ol  rosuva- 
statin in  pregnant  women.  Rosuvastatin  crosses  the  placenta  and  is  found  in  fetal  tissue  and 
amniotic  fluid  at  3%  and  20%,  respectively,  of  the  maternal  plasma  concentration  lollowing  a 
single  25  mg  kg  oral  gavage  dose  on  gestation  day  16  in  rats.  A  higher  fetal  tissue  distribution 
(25%  maternal  plasma  concenlration)  was  observed  in  rabbits  after  a  single  oral  gavage  dose  ol 
1  mg/kg  on  gestation  day  18.  If  this  drug  is  administered  lo  a  woman  with  reproductive  potential, 
the  patient  should  be  apprised  of  Ihe  polential  hazard  to  a  letus.  In  female  rats  given  oral  gavage 
doses  of  5. 15, 50  mg/kg/day  rosuvastatin  betore  mating  and  continuing  through  day  7  postcoitus 
results  in  decreased  fetal  body  weight  (female  pups)  and  delayed  ossification  at  the  high  dose 
(systemic  exposures  tO  times  human  exposure  at  40  mg/day  based  on  AUC  comparisons).  In 
pregnant  rats  given  oral  gavage  doses  ot  2, 20, 50  mg/kg/day  from  gestation  day  7  through  lacta- 
tion day  21  (weaning),  decreased  pup  survival  occurred  in  groups  given  50  mg/kg/day,  systemic 
exposures  il  2  times  human  exposure  al  40  mg/day  based  on  body  surface  area  comparisons  In 
pregnant  rabbits  given  oral  gavage  doses  ot  0.3. 1, 3  mg/kg/day  from  gestation  day  6  to  lactation 
day  18  (weaning),  exposures  equivalent  to  human  exposure  af  40  mg/day  based  on  body  surface 
area  comparisons,  decreased  telal  viability  and  maternal  mortality  was  observed.  Rosuvastatin 
was  not  teratogenic  in  rats  at  <25  mg/kg/day  or  in  rabbits  <3  mg/kg/day  (systemic  exposures 
equivalent  to  human  exposure  at  40  mg/day  based  on  AUC  or  body  surface  comparison,  respec- 
tively). Nursing  Mothers  It  is  not  known  whether  rosuvastatin  is  excreted  in  human  milk. 
Studies  in  lactating  rats  have  demonstrated  that  rosuvastatm  is  secreted  into  breast  milk  at  levels 
3  times  higher  than  that  obtained  in  the  plasma  following  oral  gavage  dosing  Because  many  drugs 
are  excreted  in  human  milk  and  because  of  the  potential  for  serious  adverse  reactions  in  nursing 
infants  from  rosuvastatin.  a  decision  should  be  made  whether  to  discontinue  nursing  or  adminis- 
tration of  rosuvastatm  taking  into  account  the  importance  of  the  drug  to  the  lactating  woman 
Pediatric  Use  The  safety  and  effectiveness  in  pediatric  patients  have  not  been  established. 
Treatment  experience  with  rosuvastatin  in  a  pediatric  population  is  limited  to  8  patients  wilh 
homozygous  FH.  None  of  these  patients  was  below  8  years  of  age  Geriatric  Use  Of  the 
10,275  patients  in  clinical  studies  with  rosuvastatin.  3.159  (31%)  were  65  years  and  older,  and 
698  (6.8%)  were  75  years  and  older  The  overall  Irequency  of  adverse  events  and  types  of 
adverse  events  were  similar  in  patients  above  and  below  65  years  of  age.  (See  WARNINGS, 
Myopalhy/Rhabdomyolysis.)  The  efficacy  of  rosuvastatin  in  the  geriatric  population  (>65  years  of 
age)  was  comparable  lo  the  efficacy  observed  in  the  non-elderly  ADVERSE  REACTIONS 
Rosuvastatin  is  generally  well  tolerated  Adverse  reactions  have  usually  been  mild  and  transient.  In 
clinical  studies  of  1 0,275  patients,  3.7%  were  discontinued  due  to  adverse  experiences  attributable 
to  rosuvastatin.  The  most  frequent  adverse  events  thought  to  be  related  to  rosuvastatin 
were  myalgia,  constipation,  asthenia,  abdominal  pain,  and  nausea.  Clinical  Adverse 
Experiences  Adverse  experiences,  regardless  ot  causality  assessment,  reported  in  >2%  ol 


patienls  in  placebo-controlled  clinical  studies  ol  rosuvastatin  are  shown  in  Table  I;  discontim 
lions  due  lo  adverse  events  in  these  studies  ol  up  to  f  2  weeks  duration  occurred  in  3%  of  patie 
on  rosuvastalin  and  5%  on  placebo. 

Table  I  Adverse  Evenls  in  Placebo-Controlled  Studies 


Rosuvastatin 

Placebo 

Adverse  event 

N=744 

N=Ot}£ 

Pharyngitis 

9.0 

7.6 

Headache 

5.5 

5.0 

Diarrhea 

3.4 

2.9 

Dyspepsia 

3.4 

3.1 

Nausea 

3.4 

3.1 

Myalgia 

2.8 

U 

Asthenia 

2.7 

26 

Back  pain 

26 

24 

Flu  syndrome 

2.3 

1.8 

Urinary  tract  inlection 

2,3 

1.6 

Rhinitis 

2,2 

2.1 

Sinusitis 

2,0 

1.8 

In  addition,  the  lollowing  adverse  evenls  were  reported,  regardless  ol  causality  assessment 
>1%  of  10,275  patients  treated  with  rosuvastatin  in  clinical  studies  The  evenls  in  /fataoccui 
in  >2%  of  these  patients  Body  as  a  Whole:  Abdominal  fain,  accidental  in/cry,  chest  pain,  in, 
lion  pain,  pelvic  pain,  and  neck  pain  Cardiovascular  System:  Hypertension,  angina  pedr 
vasodilatation,  and  palpitation  Digestive  System:  Constipation  gastroenteritis,  vomrting.  ft 
lence  periodontal  abscess,  and  gastritis  Endocrine:  Diabetes  mellitus  Hemic  and  Lympha 
System:  Anemia  and  ecchymosis  Melabolic  and  Nutritional  Disorders:  Peripheral  edei 
Musculoskeletal  System:  Arthritis  arthralgia,  and  pathological  fracture  Nervous  Sysle 
Dimness,  insomnia,  hypertonia,  paresthesia  depression,  anxiety,  vertigo,  and  neuralrji 
Respiralory  System:  Bronchitis,  cough  increased,  dyspnea,  pneumonia,  and  asthma  Skin  a 
Appendages:  Rash  and  pruritus  Laboratory  Abnormalities:  In  the  rosuvastatin  clinical  II 
program,  dipstick-positive  proteinuria  and  microscopic  hematuria  were  observed  among  rosui 
statin-treated  patienls.  predominantly  in  patients  dosed  above  the  recommended  dose  range  (il 
80  mg)  However,  this  finding  was  more  frequent  in  patients  taking  rosuvastatin  40  mg.  wr| 
compared  to  lower  doses  of  rosuvastalin  or  comparator  statins,  though  it  was  generally  transit 
and  was  nol  associated  with  worsening  renal  function  (See  PRECAUTIONS,  Laboratory  Test 
Other  abnormal  laboratory  values  reported  were  elevated  creatinine  phosphokinase,  transan 
nases.  hyperglycemia,  glutamyl  transpeptidase,  alkaline  phosphatase,  bilirubin,  and  thy r t 
function  abnormalities  Other  adverse  events  reported  less  frequently  than  1%  in  the  rosuvasta 
clinical  study  program,  regardless  ot  causality  assessment,  included  arrhythmia,  hepatitis,  hypi 
sensitivity  reactions  (i.e.  lace  edema,  thrombocytopenia,  leukopenia,  vesiculobullous  rat 
urticaria,  and  angioedema),  kidney  failure,  syncope,  myasthenia,  myositis,  pancreatitis,  photose 
sitivity  reaction,  myopathy,  and  rhabdomyolysis  Postmarketing  Experience  In  additi 
to  the  events  reported  above,  as  with  other  drugs  in  this  class  the  following  event  has  ba 
reported  during  post-marketing  experience  with  CRESTOR,  regardless  of  causality  assessmet 
very  rare  cases  of  jaundice  OVERDOSAGE  There  is  no  specific  treatment  in  the  event 
overdose.  In  the  event  ot  overdose,  the  patient  should  be  treated  symptomatically  and  supportl 
measures  instituted  as  required.  Hemodialysis  does  not  significantly  enhance  clearance  of  rosut 
statin  DOSAGE  AND  ADMINISTRATION  The  patient  should  be  placed  on  a  stands 
cholesterol-lowering  diet  before  receiving  CRESTOR  and  should  continue  on  this  diet  during  Irel 
ment.  CRESTOR  can  be  administered  as  a  single  dose  at  any  time  of  day,  with  or  without  fort 
Hypercholesterolemio  (Heterozygous  Familial  and  Nonfamiliol)  ar 
Mixed  Dyslipidemia  (Fredrickson  Type  lla  and  lib)  The  dose  range  for  CREST! 
is  5  to  40  mg  once  daily.  Therapy  with  CRESTOR  should  be  individualized  according  to  goal, 
therapy  and  response.  The  usual  recommended  starting  dose  of  CRESTOR  is  10  mg  once  da 
However,  initiation  ot  therapy  with  5  mg  once  daily  should  be  considered  for  patients  requiring  le 
aggressive  LDL-C  reductions,  who  have  predisposing  factors  for  myopathy,  and  as  noted  below ' 
special  populations  such  as  patients  taking  cyclosporine.  Asian  patients,  and  patients  with  sevt 
renal  insufficiency  (see  CLINICAL  PHARMACOLOGY,  Race,  and  Renal  Insufficiency,  and  Dr 
Interactions.  For  patients  with  marked  hypercholesterolemia  (LDL-C  >190  mg/dL)  and  aggressi 
lipid  targets,  a  20-mg  starting  dose  may  be  considered  After  initiation  and/or  upon  titration 
CRESTOR,  lipid  levels  should  be  analyzed  within  2  lo  4  weeks  and  dosage  adjusted  according, 
The  40-mg  dose  ol  CRESTOR  is  reserved  only  lor  those  palients  who  have  nol  achieved  tin 
LDL-C  goal  utilizing  Ihe  20  mg  dose  ol  CRESTOR  once  daily  (see  WARNINGS.  Myopallt 
Rhabdomyolysis).  When  initiating  slalin  therapy  or  switching  Irom  another  statin  therapy,  t 
appropriale  CRESTOR  starting  dose  should  first  be  utilized,  and  only  then  titrated  according 
Ihe  patient  s  individualized  goal  ol  Iherapy.  Homozygous  Familial  Hyperchi 
lesterolemia  The  recommended  starting  dose  of  CRESTOR  is  20  mg  once  daily  in  patien 
with  homozygous  FH  The  maximum  recommended  daily  dose  is  40  mg  CRESTOR  should  be  ust 
in  these  patients  as  an  adjunct  to  other  lipid-lowering  treatments  (e  g..  LDL  apheresis)  or  rf  sut 
treatments  are  unavailable  Response  to  therapy  should  be  estimated  from  pre-apheresis  LDL 
levels  Dosage  in  Asion  Patients  Initiation  of  CRESTOR  therapy  with  5  mg  once  da 
should  be  considered  for  Asian  patients  The  potential  lor  increased  systemic  exposures  relative 
Caucasians  is  relevant  when  considering  escalation  ol  dose  in  cases  where  hypercholesterolenf 
is  not  adequately  controlled  at  doses  ot  5,  10,  or  20  mg  once  daily.  (See  WARNING: 
Myopathy/Rhabdomyolysis.  CLINICAL  PHARMACOLOGY,  Spec*  Populations,  Race,  a 
PRECAUTIONS,  General)  Dosage  in  Patients  Taking  Cyclosporine  In  patients  taki 
cyclosporine,  therapy  should  be  limited  lo  CRESTOR  5  mg  once  daily  (see  WARNING) 
Myopathy/Rhabdomyolysis,  and  PRECAUTIONS,  Drug  Interactions).  Concomitant  Lipii 
Lowering  Therapy  The  effect  of  CRESTOR  on  LDL-C  and  total-C  may  be  enhanced  whl 
used  in  combination  with  a  bile  acid  binding  resin.  II  CRESTOR  is  used  in  combination  w' 
gemfibrozil.  Ihe  dose  of  CRESTOR  should  be  limited  to  10  mg  once  daily  (see  WARNING! 
Myopathy/Rhabdomyolysis,  and  PRECAUTIONS,  Drug  Interactions).  Dosage  in  Patien 
With  Renal  Insufficiency  No  modification  of  dosage  is  necessary  for  patients  with  mildi 
moderate  renal  insufficiency.  For  patients  with  severe  renal  impairment  (CL^  <30  mL/mi 
1 73  m?)  not  on  hemodialysis,  dosing  ot  CRESTOR  should  be  started  at  5  mg  once  daily  and  not 
exceed  10  mg  once  daily  (see  PRECAUTIONS,  General,  and  CLINICAL  PHARMACOLOGY,  Spec 
Populabons.  Renal  Insufficiency) 


NOTE:  This  summary  provides  important  information  aboul  CRESTOR.  For  more  informatio 
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Wake-up  call: 
The  Pigeon 
Starter  (1875) 
roused  lazy 
birds  so  that 
hunters  could 
pick  them  off. 


#8,075).  He  points  out  the  inventions  of  men  far  ahead  of  their 
time,  like  Louis  Ransom's  cylindrical  Traveling  Trunk  (1867, 
#67,905),  the  precursor  to  our  modern  rolling  luggage  bags.  ("We 
were  asleep  for  100  years!"  Rothschild  exclaims.) 

Perhaps  the  most  curious  invention:  H.A.  Rosenthal's 
Pi  geon  Starter  (1875,  #159,846),  a  catlike  creation  loaded  on 
springs,  designed  to  scare  indolent  pigeons  released  from 
traps — the  targets  of  a  popular  sport  in  the  1800s — into  flight. 
Though  pigeon-shooting  was  eventually  banned,  Rothschild 
points  out  that  the  nomenclature  of  the  sports  modern  iteration 
survives.  "It's  still  called  'trap-shooting'  and  the  targets  are  called 
'clay  pigeons,'"  he  says,  running  out  of  breath  as  his  face  flushes 
red.  He  gets  so  worked  up  that  his  wife,  Ann,  sometimes  stands 
behind  his  guests  and  signals  for  him  to  calm  down.  But  for 
him,  what  these  models  evoke  is  the  nut  of  the  thing.  "I  love 
objects  that  tell  a  story,"  he  says. 

Thousands  more  models  cram  hundreds  of  shelves  in  the 
basement.  Thirty  boxes  sit  in  his  garage,  the  700  or  so  models 
within  still  wrapped  in  packing  paper.  Rothschild  believes  he  has 
4,000  models  in  total,  but  he  hasn't  had  the  time  or  energy  to 
count  them  all.  He'd  rather  spend  his  efforts  sharing  his  passion 
with  the  general  public.  "The  patent  system  is  what  propelled  the 
Industrial  Revolution.  My  collection  is  the  visual,  actual  proof  of 
what  transpired  during  an  amazing  time  in  our  history,"  he  says. 
"Seeing  them  might  inspire  the  next  generation  of  inventors." 

Alas,  it's  a  case  of  unrequited  love.  Rothschild  has  come  close 
on  three  occasions  to  achieving  his  goal  of  a  national  museum 
for  his  models,  but  his  efforts  ultimately  have  come  up  short.  He 
has  since  scaled  back  his  plans  and  is  in  the  process  of  selling  all 
but  300  or  so  of  his  pieces  in  an  attempt  to  fund  a  traveling 
exhibit,  a  virtual  museum  and  a  national  invention  program  for 
schoolchildren.  His  disappointments  are  something  he  shares 
with  the  five  previous  owners  of  his  collection,  which  is  essen- 
tially an  abridged  version  of  the  first  private  collection  of 
150,000  models  bought  from  Uncle  Sam  in  1925  by  Sir  Henry 
Wellcome,  founder  of  Burroughs  Wellcome  &  Co.,  absorbed  by 
GlaxoSmithkline.  Each  had  big  plans  for  the  collection  that  were 
never  realized.  "There  are  those  of  us  who  genuinely  love  these 


things  and  see  something  in  them  that  a  lot  of 
people  don't  see,  but  it  doesn't  really  convert  to  a 
commercial  reality,"  says  Donald  Kelly,  the  for- 
mer executive  director  of  the  Rothschild 
Petersen  Patent  Model  Museum,  who  now 
runs  Intellectual  Asset  Management  Associ- 
ates, a  Washington,  D.C.  consultancy. 

The  U.S.  patent  system,  created  in  1790,  mir- 
rored Britain's,  with  a  major  difference:  It 
required  a  miniature  working  model  with 
each  patent  claim.  Thousands  were 
displayed  in  the  Patent  Office — a 
popular  tourist  attraction 
during  the  early  19th  cen- 
tury. But  by  1880,  even 
though  two  large  fires  had 
culled  86,000  models  from 
the  collection,  the  Patent  Office  decided  that  the  200,000  or  so 
models  in  existence  were  taking  up  too  much  space  and 
dropped  the  model  requirement  for  nearly  all  applications. 
From  that  point  on  the  government  seemed  to  just  want  to  get 
rid  of  the  models,  moving  them  into  storage,  sending  some  back 
to  their  owners  and  allowing  the  Smithsonian  to  take  some 
important  ones— Isaac  Singer's  sewing  machine,  for  example, 


An  early  American  sampler:  the  Machine  for  Casting  Confectionary 
(1875)  by  renowned  candy  man  and  inventor  Stephen  F.Whitman. 

and  Samuel  Colts  revolver.  After  his  purchase,  Sir  Wellcome 
intended  to  build  a  national  museum.  The  stock  market  crash  in 
1929  quashed  that  dream.  Wellcome  died  in  1936. 

Since  then  the  collection  has  passed  through  the  hands  of 
fortune  hunters.  Broadway  producer  Crosby  Gaige  bought  the 
collection  for  $50,000  and  then  flipped  it  to  a  group  of  business- 
men who  created  a  company  called  American  Patent  Models, 
which  went  bankrupt.  O.  Rundle  Gilbert,  an  auctioneer,  bought 
the  collection  at  a  liquidation  auction  for  $5,000.  He,  too,  hoped 
to  strike  it  rich,  selling  off  a  few  items  but  losing  15,000  in  a  fire. 
In  1979  aerospace  engineer  Cliff  Petersen  bought  the  remaining 
35,000  models  or  so,  packed  in  800  crates,  ambitiously  valuing 
the  haul  at  $16  million.  But  in  1990  he  ended  up  donating  all 
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Business  meetings  and  events  are 
increasingly  regarded  as  a  strategic 
function  within  organizations,  with 
more  emphasis  on  ROI,  according  to 
FutureWatch  2006,  the  latest  in  a  series 
of  annual  reports  commissioned  by 
American  Express  and  Meeting 
Professionals  International  (MPI). 

"Meeting  planners  now  spend  more  time  communicating  with 
CEOs  and  CFOs,  determining  what  strategic  success  looks  like," 
says  MPI  Chairman  Mark  Andrew.  "And  while  businesses  have 
always  been  focused  on  doing  more  with  less,  today's  quest  for 
return  on  investment  (ROI)  requires  that  you  actually  'do  more 
with  more'  —  capitalizing  on  the  additional  technologies  and 
enablers  that  allow  you  to  plan  better,  more  efficient  meetings." 

MEETING  TRENDS  INCLUDE  GREATER  STRATEGIC 
VALUE  AND  INCREASED  SPENDING 

More  than  half  of  respondents  said  they  expected  the  perceived 
strategic  value  of  meetings  to  increase  further  over  the  next  two  to 
three  years,  with  71%  of  client-side  planners  stating  that  meetings 
are  recognized  to  a  great  or  very  great  extent  as  important  to  the 
growth  and  success  of  their  organization.  Planners,  intermediaries 
and  suppliers  also  predicted  a  7%  to  14%  increase  in  meeting 
expenditures  over  2005. 

Amid  all  of  the  heightened  spending  and  strategic  scrutiny,  over 
one-third  of  respondents  said  that  discussions  about  ROI  within 
their  organizations  are  focusing  more  often  on  cost  savings  and 
efficiencies,  with  60%  citing  return  on  objectives  (ROO)  as  another 
major  topic  of  discussion. 


ALIGNING  MEETING  AND  EVENT  PLANNING 
WITH  ORGANIZATIONAL  GOALS 

Successfully  achieving  meeting  goals  and  objectives  requires  the 
right  tools,  and  American  Express  Corporate  Meeting  Solutions  can 
provide  the  convenience  and  cost  savings  that  meeting  planners  seek. 
The  American  Express*  Corporate  Card  delivers  benefits  such  as 
time  savings,  convenience  and  added  rewards. 

•  Create  More  Efficiency:  Using  the  Card  eliminates  time- 
consurning  credit  applications,  decreases  the  time  spent  on  arranging 
payments,  reduces  the  need  for  purchase  orders  and  company  checks, 
and  combines  all  event-related  expenses  onto  a  single  statement. 

•  Increase  Visibility  and  Control:  By  consolidating  meeting 
expenses  with  the  Card,  one  can  share  comprehensive  information 
across  a  division,  the  department  or  the  entire  company,  increasing 
control  and  accountability. 

•  Leverage  Tools  and  Offers:  American  Express  Corporate  Meeting 
Solutions  include  helpful  planning  guides  for  venue  and  supplier 
searches,  expertise  for  more  successful  vendor  negotiations  and  exclu- 
sive offers  for  Cardmembers  that  can  lead  to  additional  sayings.  M 


PLAN  ON  EVERYTHING  BEING  EASIER. 

"Success  is  all  about  empowering  meeting  planners  with 
the  information  and  tools  that  will  allow  them  to  do  their 
jobs  better,"  says  MPI's  Andrew.  Enjoy  the  efficiency, 
convenience  and  savings  that  come  with  using  the 
American  Express®  Corporate  Card  when  planning  your 
next  meeting  or  event.  Your  bottom  line  will  thank  you. 
Visit  www.americanexpress.com/meetingsolutions 
for  more  information  and  helpful  tools. 


Lesson  1: 

Use  the  American  Express  Card  for  all  your  meeting  and  event  expenses. 


When  you  pay  for  entire  meetings  and  events  with  the  Card,  everyone  can  benefit. 
Your  planners  can  concentrate  on  planning,  and  you  can  get  a  clear  picture  of  spend 
and  ROI.The  Card  integrates  easily  with  existing  financial  systems,  so  you  can  leverage 
best  practices  like  direct-to-supplier  payments  and  online  expense  management.  From 
attendee  registration  through  expense  reconciliation,  a  dedicated  payment  solution 
like  the  Card  can  help  improve  efficiency  at  practically  every  step. 

Help  improve  efficiency  in  your  organization  — learn  more  about  managing 
meeting  and  event  expenses  with  the  American  Express  Card  at 
americanexpress.com/meetingsolutions 
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but  his  favorite  5,000  models  and  giving  $1  million  to  the  United 
States  Patent  Model  Foundation,  run  by  former  investment 
banker  J.  Morgan  Greene. 

Greenes  foundation  supports  a  group  called  Invent  Amer- 
ica, which  encourages  schoolchildren  to  enter  inventions  in  a 
nationwide  contest.  Since  he  obtained  the  collection,  Greene  has 
been  selling  models  in  antique  shows  and  on  Ebay  (for  $160  to 
$2,150  apiece).  Does  that  violate  the  spirit  of  Petersen's  dona- 
tion? "He  says  100%  of  his  sales  go  to  the  foundation,  but  I'm 
not  so  sure,"  says  James  Davie,  a  patent  model  collector  and  for- 
mer patent  examiner.  "He's  not  doing  what  Petersen  intended." 

Apparently  Petersen  agreed.  In  1997  he  sued,  unsuccessfully, 


Progress,  19th-century 
style:  an  early  bicycle 
(1879);  an  artificial  leg 
(1863),  a  Civil  War 
necessity;  a  roller  skate 
(1869);  an  automatic 
swing  (1868). 


to  get  die  collection  back.  Greene  says  he 
countersued  and  is  happy  with  the 
results,  which  are  sealed.  He  has  30,000 
models  stored  in  two  buildings  in 
Alexandria,  Va.  He  claims  he  sells  lesser 
pieces  to  help  fund  the  foundation  and 
fumre  exhibits.  "That's  just  sour  grapes," 

he  says  of  those  who  thinks  he's  mishandled  the  collection.  "If  any- 
one could  do  a  better  job  with  these,  be  my  guest." 

Rothschild  caught  the  collecting  bug  at  age  18,  when  he 
bought  and  restored  a  Ford  Model  A.  That  was  in  1960.  While 
attending  the  Albany  College  of  Pharmacy  of  Union  University, 
he  became  fascinated  by  old  apothecary  items,  like  patent  med- 
icines and  lozengemakers.  After  graduation  he  joined  the  family- 
pharmacy  business  his  father  started  but  branched  off  to  form 
Rothschild  Medical  Supply,  which  had  $2.5  million  in  sales  in 
2004.  He  sold  that  company  last  year  but  still  runs  the  Roths- 
child Cos.,  a  home  health  care  and  real  estate  development  out- 
fit with  $4  million  in  annual  revenues. 

In  1990  Rothschild  saw  his  first  patent  model  at  an  antique 
show  in  upstate  New  York.  "It  rang  a  bell  in  my  head,"  he  says. 


Cars  and  apothecary  items  were  fun  to  collect,  but  the  miniatures 
offered  a  chance  to  gather  one-of-a-kind  items.  He  quickly  came 
across  Petersen's  name  and  made  several  visits  to  his  home  in 
Phoenix  in  the  late  1990s.  "Petersen  was  a  difficult  guy,  but  I 
think  with  my  passion  for  the  models  I  reminded  him  of  him- 
self," says  Rothschild.  After  lengthy 
negotiations  Rothschild  bought  4,000 
models  from  the  lot  Petersen  had 
withheld  from  Greene.  He  won't 
divulge  what  he  paid,  but  Gregg  K. 
Dietrich,  a  scientific-instrument  spe- 
cialist at  Christie's,  guesses  that  the 
collection  is  worth  $2.5  million.  In 
1998  Rothschild  created  the  museum 
and,  in  honor  of  Petersen,  attached 
his  name  to  it. 

His  ultimate  goal  was  a  national 
museum.  In  2001  he  worked  with  the 
state  of  New  York  on  a  plan  for  $20  mil- 


lion in  funding  but  lost  it  in  the 
wake  of  budget  cutbacks  after 
Sept.  11.  Two  years  later  he 
announced  a  partnership  with 
the  State  University  of  New 
York  for  a  50,000-square-foot 
museum,  but  that  deal  fell 
through.  A  2004  partnership 
with  Syracuse  University  met 
the  same  fate. 

Frustrated  but  not  embit- 
tered, Rothschild  has  minia- 
turized his  plans,  hoping  to 
sell  enough  models  to  fund 
the  traveling  exhibit,  the  vir- 
tual museum  and  the  national  invention  program,  and  recoup 
some  of  his  investment.  He  believes  $1  million  in  startup  money 
will  be  enough  to  launch  the  program  as  soon  as  next  year.  His 
most  painful  sale  to  date  was  the  patent  model  for  the  safety  pin. 
"I  probably  shouldn't  have  sold  it,"  he  sighs.  "But  I  can't  have  it 
both  ways."  F 
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Before  you  invest  in  this  year's  IRA, 

look  closer. 


When. you  dig  deeper  into  your  IRA  investment  options, 
it's  easy  to  understand  why  more  and  more  investors 
are  switching  to  T.  Rowe  Price.  We  have  some  of  the 
most  experienced  fund  managers  in  the  industry,  with 
proven  track  records  in  a  variety  of  market  conditions. 
And  our  low-cost,  active  management  approach  has 
helped  retirement  investors  reach  their  long-term  goals 
for  more  than  65  years. 

For  more  information  on  IRA  investing  at  T.  Rowe  Price, 
visit  ira.troweprice.com  or  call  our  Investment  Guidance 
Specialists  today.  They  can  answer  any  questions  you 
might  have  and  open  your  IRA  in  just  one  phone  call. 


We  offer  a  wide  range  of  IRA 
tools  and  solutions: 

•  Low-cost  mutual  funds 

•  Online  Fund  Compare  Tool 

•  Free  Morningstar®  Analyst  Reports* 

•  T.  Rowe  Price  Retirement  Funds 

•  EasyTransfer  IRA  Service 

•  Investment  Guidance  Specialists 


" 


ira.troweprice.com    1 .866.893.3506 


the  more  we  re  d ttterent 


Act  by  April  16for  your  2006  contribution. 


TRoweRice 


INVEST  WITH  CONFIDENCE 


Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses,  and 
other  information  that  you  should  read  and  consider  carefully  before  investing. 

All  mutual  funds  are  subject  to  market  risk,  including  possible  loss  of  principal.  'Limited  time  offer.  Available  online. 

T.  Rowe  Price  Investment  Services.  Iris .  Distributor.  IRA07J735 


Gina  Garan  and  her  collection  of  1,000  Blythes. 


IDOLATRY 


The  Eyes  Have  It 

Nearly  35  years  after  the  Blythe  doll  failed  with  kids,  adult  fashionistas 

and  photographers  vie  to  own  her  and  dress  her  |  by  helen  coster 


FEW  MINUTES  IN  GINA  GARAN'S  MANHATTAN 
studio  can  make  the  most  well-adjusted  visi- 
tor feel  uneasy.  On  the  walls  1,000  dolls — 
each  a  model  known  as  "Blythe" — transfix 
the  intruder  with  their  enormous  goggle- 
eyes.  Their  expressions  are  identical:  guarded,  knowing,  noncom- 
mittal. Some,  sent  to  Garan  as  gifts  by  collectors  from  around  the 
world,  are  customized.  One  sits  in  a  wheelchair,  lacking  legs,  her 
shoes  atop  the  foot  rests.  Another,  sent  by  a  Japanese  man,  lies  in 
a  coffin-shaped  box,  arms  folded  across  her  chest.  These  are  not 
your  daughters  Barbies. 

Blythe  has  been  around  since  1972,  when  Kenner,  an  Amer- 


ican toy  company,  produced  four  different  versions  in  one  year, 
then  retired  them  because  of  poor  sales.  It's  no  surprise  that  the 
doll,  with  its  oversize  forehead,  neutral  facial  expression  and 
enormous,  alien  eyes,  didn't  appeal  to  children.  "Kids  thought 
they  were  creepy'  says  Garan,  41,  a  producer  of  corporate  videos 
and  an  amateur  photographer.  The  doll's  one  interactive  fea- 
ture—a string  on  the  back  of  its  head  that  allows  users  to  change 
its  eye  color  with  a  yank — does  little  to  humanize  it. 

But  the  same  qualities  that  alienated  children  now  attract 
adults,  who  find  something  compelling  in  the  doll's  eeriness.  When 
Philip  Leeming,  a  New  York  City  fashion  designer,  first  saw  Blythe 
in  2001,  he  was  entranced  by  what  he  calls  her  "real  sense  of 
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ode  Island 

UILDING  A  21ST-CENTURY  INNOVATION  ECONOMY 


By  Michael  Arnold 

erfectly  positioned  along  the  northeast  corridor  between  Boston  and  New  York, 
Rhode  Island  is  known  throughout  the  world  for  its  rich  history  and  the  beauty  of  its 
coastline.  More  than  just  beautiful,  Rhode  Island  —  set  amid  the  largest  concentration 
of  higher-education  facilities  in  the  UJS.  —  is  building  an  innovation  economy  driven  by  good 
jobs,  good  communities  and  a  statewide  commitment  to  helping  businesses  prosper. 


Tom  Ryan 

Chairman,  President  and 
Chief  Executive  Officer 
CVS/pharmacy 

CVS/pharmacy  Gives  Rhode 
Island  Something  Extra 

CVS/pharmacy  is  Rhode  Island's 
largest  company  and  America's 
largest  retail  pharmacy  with  6,200 
stores  in  43  states.  Headquartered  in 
Woonsocket,  the  company  has  been 
part  of  the  Rhode  Island  landscape 
for  more  than  40  years,  has  more 
than  170,000  employees  across  the 
U.S.  and  fills  one  in  seven  retail  pre- 
scriptions in  the  U.S. 

CVS/pharmacy's  mission  is  to  be 
the  easiest  pharmacy  retailer  to  use 
and  to  serve  the  health  care  needs  of 
all  customers  through  its  stores;  its 
online  pharmacy,  www.cvs.com;  its 
retail-based  health  clinic  subsidiary, 
MinuteClinic;  and  its  pharmacy  ben- 
efit management,  mail  order  and 
specialty  pharmacy  subsidiary, 
PharmaCare. 

CVS  also  serves  its  customers  by 
giving  back  to  the  communities 
where  they  live  and  work.  These 
efforts,  ranging  from  charitable 
donations  supporting  children  with 
disabilities  to  urban  education  and 
workforce  development,  share  a  sin- 
gular focus  —  to  help  people  live 
longer,  healthier  and  happier  lives. 


cv 
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"Rhode  Island  is  a  great  place  to  do  busi- 
ness," says  Governor  Donald  L.  Carcieri, 
who  is  often  credited  with  revivmg  the 
state's  commitment  to  economic  develop- 
ment. "Our  sjze  creates  an  environment  that 
allows  decision  makers  to  quickly  come 
together,  communicate  and  cooperate  to 
move  the  state  forward." 

In  2006,  Rhode  Island  adopted  one  of  the 
most  sweeping  pro-growth  tax  reform  pack- 
ages seen  in  any  state  in  recent  years.  The 
plan  provided  for  a  reduction  in  income 
and  property  tax  and  offered  entrepreneurs 
an  incentive  for  investing  in  Rhode  Island- 
based,  high-growth-potential  companies. 

No  surprise  that  Rhode  Island  has  emerged 
as  an  East  Coast  hot  spot,  distinguished  by  new 
leadership  and  the  revitalization  of  Providence, 
Rhode  Island's  capital  city  and  the  jewel  in  the 
state's  metropolitan  crown. 

There's  something  else  going  on,  too. 
Once  teased  for  its  small  size  —  a  mere 
1,100  square  miles  —  Rhode  Island  has 
discovered  a  creative  strategy  for  turning 
its  size  into  a  competitive  advantage.  When 
it  comes  to  creating  the  perfect  environ- 
ment for  experimentation,  Rhode  Island 
has  proven  that  bigger  isn't  always  better: 
State  leadership  calls  the  idea  Innovation 
@  Scale. 

A  BIG  IDEA  FOR  A 
SMALLER  STATE 

The  strategy  is  straightforward:  Leverage 
Rhode  Island's  manageable  size,  tight  net- 
works and  densely  concentrated  resources  as 
a  real-world  laboratory  for  testing  new 
ideas.  Rhode  Island  offers  innovators  and 
experimenters  all  the  geographic  and  demo- 
graphic diversity  found  in  larger  states,  only 
in  a  compact,  close-knit  footprint. 

"Whether  you're  a  multinational  company, 
university,  small  business  or  public  sector 
agency,  innovation  is  about  finding  better  ways 
to  deliver  value.  But  many  competent  leaders 
have  learned  the  hard  way  that  a  big-bang 


approach  to  change  is  not  only  hard,  it 
expensive  and  risky,"  says  Rhode  Islan 
Economic  Development  Corporatioi 
Executive  Director  Saul  Kaplan.  "Wha 
organizations  need  is  a  safe  and  manageabli 
environment  to  explore  and  test  new  ideas 
A  place  like  Rhode  Island." 

The  aim,  says  Kaplan,  is  to  help  organiza 
tions  leverage  Rhode  Island's  unique  ecosys 
tern  to  prototype  innovative  approaches  and 
by  understanding  implementation  realities 
speed  larger-scale  rollouts.  It  is  a  critical  step 
he  believes,  in  making  innovation  easier. 

Knowing  that  state  leadership  needed  ai 
implementation  platform  to  translate  the  idej 
into  action,  Kaplan,  the  original  architect  o| 
the  Innovation  @  Scale  strategy,  launched  the 
nonprofit  Business  Innovation  Factory  (131 F] 
in  2004.  It  is  through  BIF's  ambitious  inno- 
vation agenda  that  the  Innovation  @  Scah 
concept  springs  to  life. 

COLLABORATIVE 
INNOVATION 

Bringing  together  innovators  from  th 
private  and  public  sectors,  BIF  manages 
portfolio  of  collaborative  innovation  proj 
ects  focusing  on  big-impact  initiatives  tha 
transform  how  value  is  delivered  across  al 
sectors  of  the  economy. 

One  of  the  most  visible  of  BIF's  collab- 
orative innovation  projects  —  and  a  pow 
erful  example  of  Rhode  Island's  rising-stal 
status  —  is  the  Rhode  Island  Wirelesl 
Innovation  Networks  (RI-WINs).an  efFon 
to  make  Rhode  Island  the  first  state  in  tha 
country  with  a  border-to-border,  broad- 
band wireless  network.  RI-WINs  began  in 
2005  as  a  simple  idea  to  use  Rhode  Island 
as  a  t'est-bed  for  pushing  the  limits  of  w  ire- 
less technology  and  exploring  the  possibil- 
ities of  a  public-private  partnership. 

Today,  RI-WINs  is  operational  in  twd 
locations  and  gearing  up  for  statewide  roll-> 
out.  Current  project  partners  include 
Atnon  Networking  Corporation,  Brown 


At  CVS/pharmacy,  we  put  a  lot  more  into  the  communities  we  serve  than  a  store.  like  promise,  through  our  work  with 
Meeting  Street  —  a  nationally  acclaimed  school  enabling  children  of  all  abilities  to  learn  together.  Support,  by  helping  the 
Learning  Center  for  Deaf  Children  build  a  new  library  and  media  center.  And  hope,  by  partnering  with  St  Jude  Children's  Research 
Hospital  to  raise  over  $3  million  over  the  past  two  years.  We  do  all  this  because  every  community  that  we  serve  is  also  a 
community  where  we  live.  This  is  our  home.  And  home  is  always  where  your  heart  is. 


CVS/community.  Working  in  it.  Working  for  it. 


Shivan  S.  Subramaniam 
Chairman  and  Chief 
Executive  Officer 
FM  Global 

For  nearly  two  centuries,  many  of 
the  world's  largest  organizations 
have  relied  on  Johnston,  R.l.-based 
FM  Global  for  ways  to  prevent, 
control  and  insure  against  commer- 
cial, industrial  and  institutional 
property  losses  that  can  threaten 
their  operations. 

FM  Global,  a  mutual  insurance 
company  owned  by  its  policyholders, 
has  grown  rapidly  in  recent  years  to 
become  one  of  the  world's  top  insur- 
ance companies,  jumping  from 
approximately  $1.1  billion  in  revenue 
in  2000  to  more  than  S4  billion  today. 

The  company  serves  clients  in 
more  than  100  countries,  including 
nearly  one-third  of  the  world's  1 ,000 
largest  companies. 

The  secret  to  FM  Global's  suc- 
cess? Dedicated  employees  who  are 
committed  to  its  policyholders  and 
the  company's  belief  that  the  majori- 
ty of  all  property  loss  is  preventable. 
As  a  result,  FM  Global  has  a  client 
retention  rate  greater  than  90%. 

FM  Global  is  Rhode  Island's  largest 
private  company  and  employs  4,700 
people,  of  which  approximately  750 
work  in  the  state. 


University,  Cox  Communications  and 
Cox  Business  Services,  CVS/pharmacy, 
IBM,  the  Ocean  State  Higher  Education 
Economic  Development  and  Administrative 
Network,  Rhode  Island  Department  of 
Administration,  Rhode  Island  Economic 
Development  Corporation,  Rhode  Island 
Fort  Security  Communications  Network 
and  Stratum  Broadband. 

For  organizations  located  in  and  outside 
of  Rhode  Island,  the  Innovation  @  Scale 
idea  is  a  powerful  eye-opener,  prompting 
leaders  to  rethink  their  own  innovation 
approach.  Rhode  Island's  Innovation  @ 
Scale  platform  has  shifted  conversations 
with  industry  leaders  away  from  a  sole 
focus  on  financial  incentives  to  include 
strategic  discussions  about  growth  and 
innovation. 

GROWING 
INDUSTRIES 

Rhode  Island's  economic  renaissance  also 
draws  strength  from  the  state's  pristine 
Narragansett  Bay  and  beaches,  historic  archi- 
tecture and  easy-but-sophisticated  lifestyle, 
accented  by  top-quality  restaurants,  theater, 
arts  and  cultural  activities.  Tourism  is  a  fast- 
growing  sector  in  Rhode  Island,  with  rev- 
enue approaching  $5  billion  a  year. 


Rhode  Island's  Innovation  @  Scale 

platform  has  shifted  conversations  with  industr 
leaders  away  from  a  sole  focus  on  financial  incen 
fives  to  include  strategic  discussions  abou 
growth  and  innovation. 


Another  of  the  state's  largest  industries  i 
health  sciences,  and  thanks  to  the  world 
class  medical  school  and  research  facilities  a 
Brown  University  and  Lifespan's  premier 
teaching  hospitals,  Rhode  Island  has 
strong  presence  in  cutting-edge  health  can 
services  and  treatments.  The  state  is  als 
the  headquarters  of  CVS/pharmacy,  th 
nation's  largest  retail  pharmacy  chain 
Biomanufacturing  giant  Amgen  also  has 
significant  presence  in  Rhode  Island,  an 
biotech  start-ups  across  the  state  ar 
engaged  in  endeavors  such  as  vaccine  deve 
opment,  replacement  organs,  cell-base 
drug  transfer  and  tissue  engineering. 

Today,  Rhode  Island  industries  use  tecH 
nology  transfer,  workforce  developmen 
and  innovation  to  remain  relevant  and  profi 
itable,  with  products  including  robotics,  instill 
mentation,  electronics  and  high-toleranc 
plastic  components.  Once  a  center  of  th) 
nation's  textile  and  jewelry  industrie 
Rhode  Island  now  is  home  to  well-know 
manufacturers  such  as  toy  giant  Hasbrc 
textile  innovator  Cranston  Print  Workj 
progressive  manufacturers  like  Taco  an 
Concordia;  high-tech  drivers  like  America 
Power  Conversion,  G-TECH  and  Amtroi 
and  multinational  conglomerates  liw 
Nortek,  Textron  and  Cookson  America 
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SEISM)C  SHUT-OFF  VALVE 
OR 


SEISMIC  SHUT-DOWN7 


—  In  the  heart  of  Rhode  Island  sits  our  $75  million  facility  dedicated  to 

uncovering  potential  problems  before  they  become  full-blown  disasters.  This  clever  device,  for  example,  shuts 
off  gas  at  the  first  sign  of  an  earthquake.  It's  this  kind  of  insight  that  FM  Global's  1,500  full-time  engineers  give 
you.  And  it's  that  specialized  knowledge  that  prevents  billions  of  dollars  in  commercial  property  from  slipping 
through  the  cracks.  When  a  single  shut-down  can  cost  your  company  millions  of  dollars  in  lost  revenue,  jobs  and 
shareholder  value,  you  might  ask  your  risk  manager:  What  price  are  we  willing  to  pay  for  not  having  the  most 
effective  property  protection?  Visit  fmglobal.com  to  learn  more. 


Protecting  the  value 
Business  creates. 


Best  Worldwide  Property  Insurer:  by  Global  Finance*  magazine.  ©  2004-2006  Factory  Mutual  Insurance  Company.  All  rights  reserved. 
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Rhode  Island  has  long  contributed  to 
the  nation's  defense,  from  training  U.S. 
Navy  brass  at  the  Naval  Undersea  Warfare 
Center  in  Newport  to  designing  complex 
weapons  systems. The  state's  defense  indus- 
try is  substantial  and  diverse,  employing 
more  than  16.000  people  and  generating 
an  economic  impact  of  nearly  $2  billion, 
with  capabilities  ranging  from  designing 
sophisticated  submarine  warfare  systems  to 
manufacturing  conventional  armaments 
and  components. 

And  with  more  miles  of  coastline  than  most 
U.S.  states.  Rhode  Island  supports  a  cluster  of 
world-renowned  marine-related  industries, 
including  boatbuilding  and  repair,  shipbuild- 
ing, fishing,  aquaculture,  marine  electronics 
and  marine  trades.  One  federally  supported 
pilot  project,  the  Undersea  Perimeter 
Security  Interoperable  Defense  Environment 
(UPSIDE)  project,  is  designed  to  address 


Alfred  J.  Moscola 
General  Manager 
Rhode  Island  Public 
Transit  Authority  (RIPTA) 


As  General  Manager  of  RIPTA,  Alfred  J. 
Moscola  leads  the  statewide  public 
transportation  system,  including  bus, 
trolley,  paratransit  and  ferry  services,  plus 
varied  commuter  programs.  Serving  38  of 
Rhode  Island's  39  cities  and  towns,  this 
system  carried  24,531,965  passengers  in 
2006.  Under  Moscola's  leadership,  public 
transit  ridership  has  steadily  increased 
since  2005,  growing  by  ?1.2%. 

Visit  Rhode  Island  and  leave  the 
driving  to  us. 


waterborne  threats  to  the  state's  shoreline  infra- 
structure. If  successful,  it  could  be  expanded  to 
protect  critical  infrastructure  off  other  U.S. 
coasts  —  a  perfect  example  of  Rhode  Island's 
Innovation  @  Scale  strategy  in  action. 

THE  ECONOMIC 
ADVANTAGES  OF 
RHODE  ISLAND 

Rhode  Island  has  distinguished  itself  as 
having  the  most  progressive  tax  incentives 
in  the  country  for  securities  brokerage 
operations,  asset  management  firms  and 
servicing  entities  that  support  regulated 
investment  companies  and  pension  funds. 
The  array  of  incentives  has  attracted  invest- 
ment from  blue-chip  financial  services  com- 
panies such  as  Citizens  Financial  Group, 
Hank  of  America,  FM  Global,  Fidelity 
Investments  and  Metropolitan  Property  & 
Casualty  Insurance. 


Employment  in  Rhode  Island  grew  2.7°A\ 
from  2001  to  2006,  the  fastest  rate  in  NcvJ 
England,  and  households  earning  more  thaijl 
$100,000  are  expected  to  grow  faster  that] 
any  other  sector  of  the  state's  population 
from  2005  to  2010.  More  than  40%  of  all 
local  manufacturing  jobs  are  classified  as  pro- 
gressive manufacturing,  and  employers  look- 
ing for  highly  educated  workers  note  tha| 
Rhode  Island  has  more  college  students  pel 
capita  than  any  other  state  and  50%  mon 
master's  degree  recipients  than  the  national 
average.  Yet  Rhode  Island's  reasonable  labo 
costs,  combined  with  its  lower  commercial 
industrial  and  residential  real  estate  prices 
make  it  a  destination  of  choice  for  investors] 

ENSURING  FUTURE 
ECONOMIC  GROWTH 

The  growth  of  Rhode  Island's  innovation 
economy  would  not  have  been  possibli 


In  2006,  Rhode  Island  adopted 

one  of  the  most  sweeping  pro-growth  tax  reform 
packages  seen  in  any  state  in  recent  years.  The 
plan  provided  for  a  reduction  in  income  and 
property  tax  and  offered  entrepreneurs  an 
incentive  for  investing  in  Rhode  Island-based, 
h igh-growth-poten tial  companies. 
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Rhode  Island 


thout  the  bipartisan  support  of  the  state's 
:cted  officials.  They  have  championed  tax 
rorm,  made  efforts  to  improve  the  state's 
blic  education  system  and  taken  on  bold 
qjects  like  the  relocation  of  Route  195,  a 
ave  that  opened  a  new  frontier  of  devel- 
able  space  along  Providence's  waterfront, 
lese  same  leaders  brought  new  focus  to 
:  state's  innovation  agenda  by  creating  the 
hode  Island  Science  and  Technology 
lisory  Council  (STAC).  Comprised  of 
siness  and  community  leaders,  STAC 
Dmotes  collaboration  across  Rhode  Island's 
earch  institutions,  support  for  entrepre- 
urs,  and  programs  and  policies  that  help 
of  the  state's  businesses  and  institutions 
come  more  innovative. 
In  2006,  STAC  delivered  its  first  set  of 
:ommendations.  All  five  recommendations 
•re  supported,  resulting  in  $1.5  million  in 
iding  for  collaborative  research,  the  cre- 
on  of  a  national  panel  to  assist  the 
liversity  of  Rhode  Island  in  its  efforts  to 
rrease  its  research  capacity  and  a  new  tax 
:entive  that  rewards  entrepreneurs  and 
/estors  supporting  Rhode  Island-based 
lovation  companies.  STAC's  next  wave  of 
rommendations  promises  to  raise  Rhode 
and's  reputation  as  an  innovation  hot  spot 
even  higher  levels. 

Whether  for  its  gilded  history  or  its 
amising  tomorrows,  Rhode  Island  is 
3ud  to  claim  its  spot  in  the  pantheon  of 
:at  American  destinations.  Come  see  for 
utSell  why  Rhode  Island  is  one  of  the 
st  places  in  the  world  to  live,  work  and 
aw  a  business.  H 


rrection  Notice: 

e  Expanding  and  Complex  World  of  Mobile 
mputing,  a  special  advertising  section  in 
e  November  27,  2006  issue,  included  two 
:orrect  statements. 

rhe  mobile  workforce  is  expected  to  reach 
10%  of  the  U.S.  total  by  2008  (not  2009) 

(anuary's  merger  was  between  Verizon  and 
4C\  (not  Verizon  Wireless  and  MCI) 

e  corrected  section  appears  within  this  issue. 
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Brown  University 
www.brown.edu 

Business  Innovation  Factory 
www.businessinnovationfactory.com 

CVS/pharmacy 
www.cvs.com 

FM  Global 

www.fmglobal.com 

Rhode  Island  Economic 
Development  Corporation 

www.riedc.com 

The  Rhode  Island 
Public  Transit  Authority 
www.ripta.com 

Rhode  Island  Science  and 
Technology  Advisory  Council 

www.stac.ri.gov 
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loneliness."  Leeming,  who  has  spent  as 
much  as  $250  for  a  Blythe  that  would 
originally  have  sold  for  $6,  has  8  full- 
size  dolls  and  30  smaller  "mini-Blythes." 
He  began  buying  them  online,  then  in 
boutiques  during  trips  to  Singapore, 
Hong  Kong  and  Japan.  He  started 
designing  clothing  for  Blythe  and  pho- 
tographing her  in  various  settings.  At 
India's  Taj  Mahal,  he  says,  "We  sat  her  in 
the  place  where  Princess  Diana  sat, 
when  she  was  interviewed  about  her 
divorce."  Blythe  wore  a  sari.  When 
Leeming  took  her  to  Las  Vegas,  she  wore 
a  Paris  Hilton  outfit. 

Lauren  Townsend,  a 
graphic  designer  in  Santa 
Barbara,  Calif.,  uses  Blythe 
as  a  canvas.  She  customizes 
her  dolls,  removing  their 
hair  and  "rerooting"  them 
with  mohair  or  Saran 
(polyvinylidene  chloride), 
the  filament  used  for 
Barbie  dolls.  Sometimes 
she  replaces  the  dolls'  eyes 
with  colored  discs  she 
buys  online.  "It's  a  form  of 
artistic  expression  I've 
never  had  before,"  she  says. 

When  Garan  first 
saw  Blythe,  she  thought  the  doll  looked 
like  her.  She  bought  one  on  Ebay 
in  1997  and  began  photographing  it 
against  different  backdrops,  playing 
with  the  scale  so  the  doll  would  look 
life-size.  In  one  shot  Blythe  surfs  in 
Miami.  In  another  she's  frozen  in  a  huge 
block  of  ice.  Two  years  later,  on  a  whim, 
Garan  submitted  a  collection  of  her 
photos  to  Chronicle  Books,  which  gave 
her  a  book  deal. 

Six  months  later  Garan,  at  a  party, 
showed  her  photos  to  Junko  Wong,  a 
Tokyo  agent  who  represents  illustrators. 
Wong  saw  Blythe's  appeal  right  away.  "I 
thought  it  would  be  perfect  for  the  Japan- 
ese market,"  Wong  recalls,  noting  that  in 
Japan  girls  embrace  cartoons  and  other 
childlike  art.  Wong  went  back  to  Tokyo 
and  pitched  the  doll  to  the  Parco  depart- 
ment store,  which  cast  Blythe  in  an  ani- 
mated TV  commercial  that  showed  her 
walking  in  the  snow,  her  eyes  changing 
color  and  direction. 


Want  a  different  eye  color? 
Just  yank. 


Wong  had  approached  Hasbro  for 
permission  to  manufacture  the  doll  in 
Japan.  (Hasbro  had  acquired  Tonka, 
which  acquired  Kenner  in  1987.)  She 
bought  the  rights,  then  hired  Japanese 
toy  company  Takara  for  manufacture.  In 
2001  Takara  released  a  limited  edition  of 
1 ,000  dolls,  priced  at  $66  each.  They  sold 
out  in  one  day.  Over  the  past  five  years 
Takara  has  sold  325,000  Blythes  in  Japan, 
mostly  at  Japanese  outposts  of  Toys  "R" 
Us  and  in  boutiques  like  Kittyland  and 
Wong's  own  Junie  Moon. 

Chronicle  released  Garan's  This  Is 
Blythe  in  2000.  Two  years 
later  Women's  Wear  Daily 
and  Vogue  Japan  ran 
spreads  showing  the  doll 
wearing  miniature  de- 
signer clothes.  To  capital- 
ize on  the  buzz,  Garan 
developed  a  Web  site, 
thisisblythe.com,  and 
became  Blythe's  ad  hoc 
spokesperson,  moderating 
discussion  groups  for  peo- 
ple interested  in  buying. 
On  Ebay,  original  Kenner 
models  today  fetch  up- 
ward of  $1,800.  Despite 
Blythe's  surge  in  popular- 
ity, Hasbro  produces  just  2,000  a  year,  sold 
mostly  in  boutiques.  "Our  audience  is  a 
creative,  design-focused  group,  age  18  and 
up,"  explains  Bryony  Bouyer,  who  oversees 
the  licensing  of  Blythe  for  Hasbro.  "It's  not 
a  traditional  doll  that  Hasbro  would  do 
in  mass  markets."  Even  so,  Hasbro  has 
licensed  a  small  line  of  Blythe  products  in 
Asia  and  the  U.S.,  including  stationery, 
mouse  pads  and  journals. 

Garan  works  with  Junko  Wong  to 
promote  the  dolls  and  her  own  photog- 
raphy in  Japan.  She's  published  two  more 
books,  Blythe  Style  and  Blythe  Moment. 
Hundreds  of  people  show  up  for  Garan's 
public  appearances  in  Japan  and  for 
other  Blythe  events,  such  as  an  annual 
charity  fashion  show.  Wong  enlists  fash- 
ion designers  like  Prada  and  Gucci  to 
dress  Blythe  and  then  hires  models  to 
walk  down  a  runway  with  the  dolls  held 
out  in  front.  Collectors  in  the  audience, 
says  Garan,  "hold  up  their  Blythes,  so  the 
dolls  can  get  a  good  look."  F 
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THE  DARK  SIDE  OF  COLLECTING 

Smoking 
Gun 

The  king  of  the  antique  firearms 
business,  Larry  Wilson,  sits  in  prison. 

Is  he  a  con  artist — 
or  did  he  just  shoot  himself 

in  the  foot?  by  david  Armstrong 


T 

O  HIS  DEFENDERS,  ROBERT  L.  (LARRY)  WILSON  IS 
the  most  prominent  expert  in  collectible  antique 
firearms,  a  scholar  who  pops  up  in  the  middle  of 
almost  every  major  transaction  in  the  gun  trade.  "He's  the  king," 
says  his  friend,  sometime  business  partner  and  New  York  antique 
dealer  Martin  Lane.  "His  research  single-handedly  made  this  hobby 
what  it  is.  This  stuff  wouldn't  be  worth  nearly  what  it  is  if  it  weren't 
for  Wilson." 

To  his  detractors  Wilson  is  a  con  man,  snookering  the  col- 
lecting elite  and  part-time  hobbyist  alike,  artificially  pumping  up 
the  value  of  old  guns  and  working  with  a  network  of  conniving 
dealers  who  profit  off  the  inflated  values.  Sometimes,  his  accus- 
ers say,  he  simply  steals  guns  outright.  "At  best,  he's  been  abusive 
of  his  position;  at  worst,  a  total  crook,"  says  Jim  Gordon,  who  serves 
on  the  board  of  the  Buffalo  Bill  Historical  Center  in  Cody,  Wyo. 

Whatever  the  case,  Wilson,  67,  sits  in  a  federal  penitentiary 
in  Lompoc,  Calif.  He  is  serving  a  12-month-and-one-day  sen- 
tence after  pleading  guilty  last  year  to  cheating  a  California  seller 
out  of  a  $500,000  1840  Colt  Paterson  revolver  that  once  belonged 
to  the  son  of  French  King  Louis- Philippe.  He'll  be  released  three 
days  after  Christmas;  in  March  he  will  head  to  a  juried  trial  in 
Louisville,  Ky.  to  face  criminal  charges  in  a  separate  case,  where 
he  could  get  an  additional  1 1  years.  In  an  eight- page  letter  from 


J  J  a 

Recoil:  Acting  as  coproducer  and  star  in  his  documentary,  In  the 
Blood,  Wilson  fires  the  gun  used  by  Teddy  Roosevelt  on  an  African 
safari.  The  film  got  decent  reviews  but  was  no  moneymaker. 
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SAME  GOES  FOR  MY  COUNTRY. 


My  company  runs  on  my  principles,  period. 
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prison,  Wilson  says  he's  innocent  of  all  new  charges,  the  victim  of 
an  overzealous  attorney,  jealous  dealers  and  "wannabe"  scholars 
who  resent  his  success  and  influence  in  the  gun  trade.  "After  my 
unprecedented  contributions  to  the  study  of  arms,  to  arms  col- 
lecting," he  writes,  "my  treatment ...  is  disgraceful." 

Indeed,  Wilson  has  had  both  success  and  influence.  For  more 
than  four  decades  he  has  written  more  extensively  about 
historical  firearms  in  the  U.S.  than  anyone  else,  pro- 
ducing 42  books,  including  the  definitive 
history  of  Colt  firearms  and  an 
exhaustive  guide  to 

Colt  serial  numbers 
and  manufacturing  dates,  the 
bible  for  dealers  and  collectors.  He's 
written  many  catalog  essays  and  articles, 
has  sat  on  the  boards  of  the  nations  major  antique 
gun  museums — and  has  been  kicked  off  at  least  one.  He 
has  also  been  the  go-to  guy  in  documentaries  on  gun  history  for 
the  Discover)',  A&E  and  History  channels.  For  collectors  his  acknowl- 
edgment of  a  guns  provenance  and  value  was  widely  considered  the 
last  word.  "For  years  I  was  educated  by  Larry.  He  knew  everyone,  all 
over  the  world,"  says  New  York  financier  Donald  Zilkha,  who  bought 
Colt's  Manufacturing  Co.  in  1994. 

The  son  and  grandson  of  Presbyterian  ministers  from  Min- 
nesota, Wilson  developed  a  passion  for  antique  guns  matched  only 
by  a  carefully  cultivated  image  of  the  gentleman  adventurer.  His 
Hadlyme,  Conn,  home  was  tilled  with  curiosities:  a  full-size  replica 
Wells  Fargo  stagecoach  in  the  middle  of  the  living  room,  an  1893 
roulette  table  and  built-in  vaults  that  held  his  own  collection  of  rare 
firearms,  and  a  vast  trove  of  books.  A  stuffed  boar  and  lion  inhab- 
ited the  place,  along  with  hyena  and  baboon  skulls,  trophies  from 
the  nine  expeditions  Wilson  made  to 
Africa,  accompanied  by  the  likes  of 
former  Treasury  Secretary  William 
Simon  and  wealthy  art  dealer  Alec 
Wildenstein.  Wilson  regularly  attended, 
and  participated  in,  the  Mille  Miglia, 
once  driving  a  rare  1947  Cisitalia  in  the 
annual  recreation  of  the  famed  Italian 
cross-country  race  from  Brescia  to 
Rome.  "He  was  trapped  in  a  society  that 
he  tried  to  keep  up  with,  the  world  of 
the  rich  and  famous,  and  he  couldn't  do 
it,"  says  John  Malloy,  a  collector  who  has 
known  Wilson  for  at  least  30  years. 

To  many  who  know  him,  Wil- 
son is  no  crook,  just  a  befuddled 
scholar— a  freelance  appraiser  and 
author  with  little  business  acumen  who  got  in  over  his  head 
financially  even  as  gun  owners,  relying  on  his  expertise  and 
connections,  trusted  him  to  act  as  a  middleman  in  their  deals. 
They  say  Wilson  never  really  recovered  after  sinking  as  much 
as  $500,000  into  In  the  Blood,  a  feature-length  movie  in  1989, 
shot  in  Africa,  re-creating  Theodore  Roosevelt's  1909-10 
hunting  expedition.  Directed  by  Pumping  Iron  auteur  George 


Carrying  "the  big  stick":  In  1909  T.R.  bagged  a  rhino  with 
this  famous  shotgun,  which  Wilson  later  sold  for  $900,000. 


Butler,  the  film  got  good  reviews— but  no  audience. 

The  deal  that  landed  him  in  jail  is  vintage  Wilson.  In  1999  the 
owner  of  the  Colt  Paterson,  a  gun  that  once  belonged  to  the  Duke 
of  Orleans,  entrusted  Wilson  to  find  a  buyer,  for  $500,000  in  cash. 
Soon  after,  Wilson  sold  the  gun  through  Lane  to  another  collector 
for  $250,000  and  a  handful  of  lesser- valued  guns  but  repeatedly  told 
the  seller  that  he  needed  more  time  to  close  the  deal,  according  to 
a  lawsuit  filed  by  Antiques  &  Arts  Trading  Consultants,  the  seller. 
The  suit  claims  Wilson  used  the  money  to  repay  debts  he  owed 
Lane  and  others— including  William  Eby,  with  whom  Wilson  also 
had  an  earlier  agreement  to  sell  a  different  $500,000  Colt  pistol — 
and  to  fund  Wilson's  "extravagant  lifestyle."  Wilson  declared  bank- 
ruptcy in  January  2001.  The  seller  later  won  a  nondischargeable 
$750,000  claim  against  Wilson,  the  sum  of  what's  due  with  inter- 
est and  other  fees,  though  it  has  received  only  $50,000. 

Last  year,  Wilson  says,  the  lawyers  hounding 
him  for  the  money  got  the  U.S.  district 
attorney  in  Connecticut  involved,  and 
Wilson — believing  he  wouldn't  serve 
any  time  in  jail,  say  people  close 
to  him — pleaded  guilty  to 
one  count  of  wire 

fraud  in  connection 
with  the  case.  In  his  letter 
Wilson  admits  there  is  "par- 
tial payment  due"  on  the  deal 
but  says  the  federal  case  was  pushed  by 
the  seller's  lawyer  in  an  attempt  to  use  the 
federal  government  "as  their  bill  collector." 

In  the  wake  of  his  bankruptcy  Wilson's 
Connecticut  home  was  auctioned  off  for 

$  1  million.  Other  gun  sellers  turned 
up  with  similar  stories  about  being 
stiffed— with  more  than  $800,000  owed 
to  Lane  for  previous  deals;  $250,000 
to  auction  house  Bonhams  &  Butter- 
fields;  $400,000  to  a  gun  seller  in 
Akron,  Ohio;  and  $50,000  to  a  doctor 
in  South  Dakota.  Joseph  Imbrognio  of 
Mechanicsburg,  Pa.  claims  he  engaged 
Wilson  in  1999  or  2000  to  sell  a  $40,000 
Colt  Walker  that  had  been  in  his 
fiancee's  family  for  80  years,  a  gun  be- 
lieved to  have  been  with  the  famed 
Texas  Ranger,  Cordell  Walker,  in  Mex- 
ico. He  never  saw  the  gun  (or  the 
money)  again."  "I  tell  everyone  who  will 
listen  that  Wilson  is  a  thief  he  says. 
The  National  Cowboy  &  Western  Heritage  Museum  in  Okla- 
homa City  in  2000  gave  Wilson  100  guns  to  sell.  After  his  bank- 
ruptcy, only  37  were  accounted  for.  Still  the  museum's  curator  Richard 
Rattenbury  defends  Wilson:  "The  situation  with  us  was  disappoint- 
ing, but  there's  no  doubt  he's  always  been  honest  with  me." 

Suspicions  about  Wilson  first  surfaced  in  the  late  1970s  and  early 
1980s  when  he  was  working  as  a  pro  bono  adviser  to  the  Colt  Firearms 
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OCEANFRONT  LIVING  ON  KAPALUA  Bay. 


7*00/  rtrctf  interior  renderings  conceptual  and  subject  to  change.  Furnishings  not  included.  Occupancy  scheduled  for  2008. 


Alluringly  placed  along  the  ocean's  edge,  The  Residences  at  Kapalua  Bay  will  redefine  luxury  island  living.  These  gracefully 
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Owners  will  also  enjoy  membership  in  The  Kapalua  Club!  with  special  privileges  at  Kapalua  Resort's  famed  Plantation 
and  Bay  Golf  Courses,  as  well  as  the  new  Beach  Club  and  full-service  spa,  both  planned  for  completion  in  2008. 
Come  see  what  is  destined  to  become  Maui's  most  cherished  address. 
Call  800.281.9440  or  visit  KapaluaBay.com. 

The  Residences 

A  Kuz-Carlum  l  1/"         1  D 

Managed  Residence  dt  JKapalUd  Day 


The  Residences  at  Kapalua  Bay  are  not  owned  or  developed  by  The  Ritz-Carlton  Hotel  Company,  LLC.  An  affiliate  of  The  Rit2-Carlton  Hotel  Company,  L.L.C.  owns  an  interest 
in  Kapalua  Bay,  L.L.C  the  Developer,  and  The  Residences  at  Kapalua  Bay  will  be  managed  by  The  Ritz-Carlton  Hotel  Company,  L.L.C.  The  Ritz-Carlton  Development  Company, 
Inc.  and  Kapalua  Realty  Co.,  Ltd.  are  the  brokers  (B).  Plans,  uses,  dimensions,  locations,  specifications,  material  and  availability  are  subject  to  change  without  notice.  Illustrations  are 
artist's  depictions  only  and  may  differ  from  completed  improvements.  Kapalua  Club  membership  subject  to  terms  and  conditions.  The  Residences  at  Kapalua  Bay  are  currently  under 

construction  and  has  a  completion  date  of  2008.  RK(W)-O6  oo i .  Warning:  the  California  Department  of  Real  Estate  has  not  inspected, 
examined,  or  qualified  this  offering.  Obtain  the  Property  Report  required  by  Federal  law  and  read  it  before  signing  |Bf 
anything.  No  Federal  agency  has  judged  the  merits  or  value,  if  any,  or  the  property.  masss 


When  you 
put  money  in 
our  kettle, 
expect  change. 


Thanks  to  your  donations,  The  Salvation  Army  is 
making  a  difference.  By  offering  at-risk  children  a 
chance  at  a  better  life.  By  rebuilding  homes  and 
hopes  when  disaster  strikes.  By  helping  those  in  the 
grip  of  addiction  reclaim  control.  And  by  changing 


ives  for  the  better.  In  your  community  and  around 
the  world,  at  Christmastime  and  every  day  of  the  year, 
The  Salvation  Army  pledges  to  do  the  most  good  with 
your  contributions. Thank  you  for  your  continued 
giving  at  1-800-SAL-ARMYor  tsagoldenstate.org. 
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Expert  advice  for  luxury  travelers. 


From  inspiration  to  reservation,  ForbesTraveler.com  is  your  online 
source  for  dreaming,  planning,  and  booking  the  world's  most  distinctive  travel  experiences. 
All  from  the  editorial  source  you  know  and  trust,  Forbes. 


ForbesTraveler.com  offers  exclusive  content,  including: 

Acclaimed  Travel  Writers  •  Luxury  Travel  Expert  Panel  •  Fine  Property  Reviews 
Destination  Experts  •  Virtual  Tours  of  Featured  Locations... and  more! 

Get  Inspired.  Visit  ForbesTraveler.com  today! 
www.forbestraveler.com 
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72  HOLES  TO  VICTORY. 
2664  TO  GLORY. 
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Collection  at  the  Museum  of  Connecticut  History.  Wilson  arranged 
a  series  of  five  trades  with  the  museum,  including  one  in  which  he 
swapped  a  double-barreled  Colt  rifle  that  he  bought  for  $15,000  to 
the  museum  for  nine  other  guns,  six  of  which  he  soon  sold  for  $44,000. 
In  another  trade  Wilson  gave  seven  guns  worth  $43,000  to  the  mu- 
seum in  return  for  16  guns  he  would  later  value  at  $84,000. 

After  an  18-month  investigation,  then  state  attorney  general 
Joseph  Lieberman  filed  a  report  to  Connecticut  governor  William 
O'Neill  in  1988.  Given  the  wide-ranging  values  by  different  apprais- 
ers of  items  moving  in  and  out  of  the  museum,  Lieberman  could 
not  prove  that  a  crime  had  been  committed.  Wilson  says  his  prof- 
its were  the  result  of  "dumb  luck"  and  "a  typical  markup"  over  the 
years  since  he  owned  the  guns.  Current  museum  president  Dean 
Nelson  tracked  the  guns  in  later  deals  and  is  convinced  Wilson  prof- 
ited handsomely.  In  2004,  he 
says,  the  FBI  in  Louisville,  Ky. 
asked  for  those  records. 

None  of  this,  apparently, 
was  known  to  Owsley  Brown 
Frazier  when  he  started 
to  build  a  vast  gun  collection 
in  1997.  The  71 -year-old  for- 
mer vice  chairman  of  Brown- 
Forman,  makers  of  Jack 
Daniels  whiskey,  among  other 
brands,  turned  first  to  Michael 
Salisbury,  a  relative  unknown 
in  gun  collecting  circles  who 
had  met  Frazier  through  a 
mutual  friend.  For  the  next 
five  years  Salisbury,  acting  on 
Frazier's  behalf,  bought  hun- 
dreds of  guns,  including  19th- 
century  Colts  and  Winches- 
ters. In  late  2000  Salisbury 
tapped  Wilson  to  appraise  the 
budding  collection.  Wilson  flew  to  Louisville,  met  Frazier  and 
was  quickly  brought  into  the  fold.  Frazier  had  46  guns  at  the 
time,  and  Wilson  signed  off  on  a  $5.5  million  appraisal,  almost 
twice  what  Frazier  had  paid. 

By  the  middle  of 200 1  Frazier  was  committed  to  the  idea  of  build- 
ing a  gun  museum  and  charged  Salisbury  with  building  a  "world 
class"  collection.  Court  documents  say  Salisbury  bought  more  than 
400  guns  in  16  months.  Meanwhile,  Wilson  made  many  trips  to 
Louisville  to  advise  on  acquisitions  and  plans  for  the  museum.  He 
introduced  Frazier  to  the  head  of  the  British  Royal  Armories— the 
U.K.  museum  dedicated  to  arms  and  armor;  now,  thanks  to  Wil- 
son, the  third  floor  of  Frazier's  museum  contains  the  Royal  Armories' 
only  U.S.  outpost.  He  persuaded  Frazier  to  spend  $300,000  to  sup- 
port research  on  a  history  of  women  and  firearms,  Silk  and  Steel 
(Random  House,  2003). 

Wilsons  bankruptcy  apparently  didn't  bother  Frazier,  though  oth- 
ers close  to  the  museums  foundation  had  their  suspicions.  When 
the  museum  published  a  brochure  with  photos  of  a  Winchester  rifle 
and  Remington  revolver,  both  supposedly  decorated  by  early  Amer- 


Was  the  booze  baron  had?  Owsley  Brown  Frazier,  former  vice  chairman 
of  Brown-Forman,  at  his  gun  museum  in  2004.  He  has  sued  for  fraud. 


ican  engraver  L.D.  Nimschke,  they  were  called  out  as  fakes  by  John 
Malloy,  an  expert  on  Nimschke.  "Wilson,  in  my  opinion,  should  have 
known  they  were  fakes,"  Malloy  says.  Another  controversial  trade 
was  the  piece  Wilson  brought  to  Frazier:  a  Holland  &  Holland  dou- 
ble-barreled shotgun  presented  to  Theodore  Roosevelt  by  the  British 
government.  Wilson  sold  the  gun,  known  as  "the  big  stick,"  to  Fra- 
zier for  $900,000  after  buying  it  from  San  Francisco  dealer  Greg  Mar- 
tin for  $650,000.  Days  later,  according  to  a  lawsuit  filed  by  Frazier 
against  Wilson  and  Salisbury,  Wilson  upped  the  appraised  value  to 
$3  million  to  disguise  the  fact  that  Frazier  overpaid  for  it.  Wilson 
now  says  "no  more  valued,  or  important,  sporting  rifle  exists."  Mar- 
tin agrees. 

Its  not  clear  who  tipped  Frazier  off  that  he  had  paid  more  than 
the  guns  were  worth.  But  in  2004  he  filed  a  civil  suit  against  Salis- 
bury, Salisbury's  wife  and  Wil- 
son, alleging  conspiracy  to 
defraud  by  overcharging  him  for 
guns  and  covering  up  the  fraud 
by  overvaluing  the  pieces;  two 
years  later  the  feds  followed  with 
criminal  charges.  In  one  partic- 
ularly egregious  transaction, 
according  to  the  federal  indict- 
ment, Frazier  was  charged 
$  1 35,000  for  a  Henry  Repeating 
rifle  that  Salisbury  bought  for 
$3 1 ,000.  (Salisbury's  lawyer  says 
those  numbers  are  wrong.)  Wil- 
son's official  appraisals  didn't  re- 
flect what  Salisbury  paid,  says 
the  civil  suit,  but  rather  what 
Frazier  coughed  up,  and  some- 
times even  twice  that  amount, 
to  give  the  "veneer  of  legiti- 
macy" to  the  transactions.  The 
federal  indictment  charges  Wil- 
son with  knowingly  signing  off  on  inflated  valuations  on  Frazier's 
8283  tax  forms  for  charitable  contributions  to  the  museum.  (The 
IRS  requires  the  signature  of  a  qualified  appraiser  for  noncash  do- 
nations exceeding  $5,000.)  Neither  the  civil  suit  nor  the  indictment 
spells  out  exactly  how  Wilson  allegedly  profited  from  the  fraud,  aside 
from  fees  he  may  have  gotten  as  the  appraiser 

In  a  countersuit  Salisbury  claims  that  he  and  Frazier  had  a  writ- 
ten agreement  that  guaranteed  profits  from  the  guns  he  found  for 
Frazier.  Salisbury  also  claims  in  his  countersuit  that  Frazier  encour- 
aged Wilson  to  appraise  the  guns  "on  the  high  end."  Wilson  says  he 
was  "flabbergasted"  to  be  named  as  a  coconspirator.  In  an  interview 
with  Frazier's  lawyer,  Paul  Weller,  Wilson  said  that  he  simply  signed 
off  on  appraisals  that  Salisbury  provided.  In  his  letter  Wilson  ac- 
cuses Weller  of  "tricking"  him  into  making  damning  statements  about 
his  role  at  the  museum. 

When  the  smoke  finally  clears — and  all  the  sentences  and  set- 
tlements are  meted  out — one  thing  is  for  sure:  With  all  the  grap- 
pling for  authority  and  big  clients,  the  gun  business,  as  dealer  Mar- 
tin Lane  says,  "is  a  nasty  game."  F 
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•  Coca-Cola  FEMSA.  The  world's 
largest  Coca-Cola  bottler,  outside 
the  United  States. 

<  FEMSA  Cerveza.  The  only  brewery 
with  operations  in  Mexico  and 
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NANDAN  NILEKANI  OF  INFO- 
sys  has  a  busy  year  ahead.  He 
will  hire  28,500  workers. 
While  he's  at  it,  he  has  to 
reshape  his  company's  strat- 
egy, selling  higher-value  services  to  keep 
ahead  of  competitors  that  try  to  imitate 
Infosys  by  hiring  low-wage  Indian  workers. 
He  has  to  add  nearly  $1  billion  to  last  year's 
revenue  to  keep  his  word  to  Wall  Street 
analysts — he  promised  them  Infosys  would 
be  a  $3  billion  company  by  April.  "We  have 
a  unique  challenge,"  says  the  51 -year-old 
executive,  "and  it  is  a  nice  challenge  to  have: 
How  do  you  at  the  same  time  have  rapid 
growth  and  rapid  change?" 

Along  with  Tata  Consultancy  Services 
and  Wipro,  Infosys  defines  the  outsourc- 
ing phenomenon  that  is  reshaping  West- 
ern business.  Nilekani  has  been  chief 
executive  of  Infosys  since  2002  but  took 
sole  charge  of  the  company  in  August 
when  cofounder  Narayana  Murthy 
retired  at  the  age  of  60.  This  is  not  a  bad 
time  to  be  running  Infosys,  although,  in 
the  past  decade  of  its  25-year  history, 
Infosys  has  been  on  a  tear.  Its  revenue 
reached  $746  million  for  the  three 
months  ended  September  2006,  up  13% 
from  the  previous  quarter  and  up  42% 
from  the  same  period  a  year  ago.  Net 
income  was  $199  million,  up  14%  from 
the  previous  three  months  and  up  44% 
from  the  year-ago  period.  At  that  pace 
Infosys  will  make  more  money  this  fiscal 
year  than  Central  Japan  Railway,  Fujifilm 
Holdings  or  Sharp,  for  example,  all  con- 
siderably bigger. 


But  this  is  not  a  business  in  which  a 
participant,  even  one  with  a  strong  bal- 
ance sheet,  can  coast.  Nilekani  is  spending 
$140  million  on  training  this  year  and  has 
built  a  $300  million  center  in  Mysore  to 
mold  new  hires  into  the  "Infoscions"  who 
write  software,  design  airplane  compo- 
nents, process  mortgage  applications  and 
maintain  computer  systems  on  behalf  of 
multinational  companies.  He  is  readying 
new  hires  as  well  as  experienced  workers 
to  provide  more  higher-end  services  like 
consulting,  computer-aided  engineering 
and  even  R&D;  at  the  same  time,  Nilekani 
has  called  on  his  experienced  hands  to 
gun  for  ever  bigger  contracts.  (See  related 
story,  p.  128.) 

Every  time  Infosys  spreads  its  wings,  it 
knocks  some  established  company  or 


process  aside.  "We  have  created  a  new, 
destructive  business  model,"  Nilekani  says. 
"Business  is  being  taken  away  from  legacy 
players  and  given  to  us  because  we  are 
better."  Bigger  and  bigger  clients  of  the 
sort  that  used  to  rely  on  IBM,  EDS  and 
Accenture  are  going  with  Infosys.  For 
instance,  the  Dutch  bank  ABN-AMRO 
recently  chose  the  company  for  a  five-year 
global  outsourcing  contract  worth  $250 
million.  At  the  end  of  September  Infosys 
had  34  clients  paying  more  than  $50  mil- 
lion a  year,  up  from  14  a  year  before. 

Infosys'  two  big  domestic  competitors 
have  also  done  well  as  the  industry  has 
expanded  dramatically,  but  in  the  past 
year  Infosys  has  been  outdistancing  them 
by  growing  faster.  (All  three  are  public; 
Infosys  and  Wipro  are  listed  on  U.S. 
exchanges,  as  well  as  in  India.)  "Offshore 
IT  outsourcing  has  now  become  a  main- 
stream option,  and  we  think  scale  and 
scalability — along  with  an  ability  to  move 
up  the  value  chain — are  key  criteria  for 
successful  offshore  IT  vendors,"  writes 


Scaling  The 
Heights  of  A 
Flat  World 

Nandan  Nilekani 
is  riding  Infosys  at  a  global  gallop, 
changing  the  company  as  it  changes 
the  way  the  world  does  business. 

By  Robyn  Meredith 
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Surendra  Goyal,  an  analyst  at  Citigroup, 
in  an  October  2006  report.  "In  this  respect 
Infosys  appears  well  positioned  among  the 
Indian  IT  vendors  and  continues  to  gain 
disproportionately,  given  its  strong  brand- 
ing and  industry-leading  sales  force." 

The  thoughtful,  unassuming  Nilekani 
is  the  leader  of  that  effort,  one  largely  play- 
ing out  outside  India.  For  the  past  four 
years  he  has  been  a  fixture  at  the  Davos 
meeting  of  the  World  Economic  Forum, 
opening  doors  by  schmoozing  with  bosses 
of  the  world's  biggest  companies.  New 
York  Times  columnist  Thomas  Friedman 
credits  Nilekani  for  showing  him  that  "the 
world  is  flat,"  and  Infosys  now  alludes  to 
Friedman's  book  of  that  title  as  it  markets 
itself  to  potential  clients,  urging  them  to 
"win  in  the  flat  world." 

Infosys  didn't  set  out  to  engage  in  a 
David-and-Goliath  competition  against 
companies  like  IBM.  In  fact,  it  started  like 
many  entrepreneurial  enterprises:  A  few 
talented  people  with  an  idea  scraped 
together  some  cash  to  start  a 
company.  That  was  a 
quarter-century 


Outsourcing 
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Infosys  is  an  Indian  wonder,  but  98%  of  its  business  comes  from  the  rest  of  the 
world.  Most  of  its  customers  live -and  work  in  the  U.S.  How  to  sell  to  them? 

This  year  the  company  started  recruiting  at  U.S.  colleges  and  sending  "freshers" 
to  India  for  training.  The  first  126  just  finished  boot  camp  in  Mysore  and  will 
work  in  Infosys  offices  in  India  for  a  few  months  before  being  shipped  back  to 
engineering  and  marketing  posts  in  America.  The  model  is  simple:  marry  low- 
priced  Indians  performing  coding  and  processing  work  back  home  with  high- 
priced  American  salesmen  and  engineers  working  face-to-face  with  customers.  A 
partner  at  Infosys  Consulting  in  the  U.S.  will  bill  $221  an  hour,  but  any  work  done 
in  India  is  billed  at  $35  an  hour. 

For  many  clients  the  new  American  face  of  Infosys  is  Stephen  Pratt,  a  former 
Deloitte  Consulting  partner  who  is  now  head  of  Infosys  Consulting,  a  two-year-old 
subsidiary  in  Silicon  Valley.  Thus  does  Infosys  aim  to  get  the  job  not  just  of  making, 
say,  a  retailer's  debit  card  work  but  also  the  job  of  making  its  customers'  online 
shopping  experience  more  sophisticated  and  more  fun.  Advising  clients  on  better 
ways  to  run  their  businesses  "can't  be  done  from  the  other  side  of  the  world,"  says 
Pratt.  "It  can't  even  be  done  from  the  other  side  of  the  city."         — Deborah  On 


Nilekani  was  working  for  the  soft-spoken 
Murthy  at  an  Indian  software  exporter 
called  Patni  Computer  Systems,  in  Mum- 
bai  (f.k.a.  Bombay).  Murthy,  Nilekani  and 
five  others  quit  their  jobs  to  start  a  com- 
puter services  company.  It  wasn't  easy:  In 
socialist  India  in  1981  Infosys  couldn't 
even  get  modest  bank  loans.  The 
founders  pooled  $250,  much  of  it  bor- 
rowed from  their  wives,  and  ran  Infosys 
from  the  bedroom  of  Murthy 's  apart- 
ment. Infosys'  big  break  came  when  a 
Bangalore  subsidiary  of  Germany's  Bosch 
Group  hired  Infosys  to  run  its  data  center. 
The  fledgling  tech  company  moved  its 
headquarters  to  Bangalore  to  be  close  to 
its  first  big  customer. 

While  Murthy  stayed  in  India, 
Nilekani  and  the  other  founders  moved 
to  the  U.S.  to  drum  up  business.  In  Tampa, 
Fla.  Nilekani  was  paid  so  little  that  he  and 
his  wife  shared  a  two-bedroom  apartment 
with  roommates  and  rode  the  bus  because 
they  couldn't  afford  a  car.  He  programmed 
computers  and  managed  projects  there 
before  moving  to  other  projects  in 
Chicago,  Grand  Rapids,  Mich,  and 
Kenosha,  Wis.  In  1987  Nilekani  moved 
back  to  India  but  helped  Infosys  land 
some  of  its  biggest  American  clients — 
including  General  Electric — by  promis- 
ing cost  savings  of  50%. 

The  movement  of  white-collar  jobs 
overseas  really  began  to  take  off  in  the 
U.S.  as  the  date  Jan.  1,  2000  loomed. 


Doubts  about  whether  old  software 
would  handle  the  calendar  rollover  gave 
rise  to  many  a  panicked  programming 
assignment.  Having  had  a  taste  of  what 
low-budget  Indian  programmers  could 
do  during  the  Y2K  scare,  U.S.  corpora- 
tions gave  them  more  work.  A  deft  coder 
with  five  years'  experience  might  make 
$50,000  a  year  in  the  U.S.,  including  ben- 
efits, but  only  one-fifth  that  in  Bangalore. 
Following  the  example  of  Indian  off- 
shorers,  IBM,  EDS  and  Accenture  have 
hired  tens  of  thousands  of  workers  in 
India  to  answer  tech  support  and  cus- 


tomer service  calls,  to  write  computer 
code  and  do  other  white-collar  work  on 
behalf  of  big  U.S.  clients. 

All  the  competition  pushed  up  wages 
an  average  of  14%  last  year  at  Infosys.  As 
Indian  wages  rise,  and  as  the  big  American 
outsourcers  lower  their  costs,  too,  Infosys  is 
moving  up  the  value  chain.  Instead  of  rac- 
ing to  the  bottom  by  competing  on  costs, 
Infosys  is  persuading  its  Western  clients  to 
send  ever  more  sophisticated  work  offshore 
to  Infosys.  "We  don't  really  do  call  centers," 
Nilekani  says.  Indeed,  Infosys'  business- 
process-outsourcing  unit — which  com- 
prises call  centers  and  other  more  routine 


white-collar  work— represents  only  4.5%  of 
its  revenue. 

The  leafy  Infosys  campus  in  Bangalore 
has  a  gym,  a  24-hour  restaurant  and  vol- 
leyball and  basketball  courts,  and  it  has 
gotten  so  big  that  its  more  than  40  build- 
ings are  known  by  their  numbers.  In 
Building  Three  a  security  guard  rigorously 
checks  whether  an  Infosys  employee  visit- 
ing from  a  different  building  should  be 
granted  access  to  this  one,  guarding 
against  disclosure  of  Infosys  customer 
information,  even  to  other  Infosys 
employees.  Inside,  two  gray  car  seats  sit  on 


the  floor  near  two  red  minivan  doors. 
Infosys  designed  them  for  an  American 
auto  supplier.  Infosys  also  designed  part  of 
the  wing  of  the  new  Airbus  A380  jet,  in 
addition  to  developing  software  for  the 
company. 

Infosys  has  a  500-person-strong 
research  and  development  department 
based  in  Bangalore,  with  more  researchers 
in  other  locations  worldwide.  The 
researchers  are  not  waiting  for  customer 
orders  but  are  striving  to  invent  services 
that  Infosys  can  later  offer  to  clients.  Last 
year  the  R&D  department  applied  for  58 
U.S.  patents.  One  would  be  for  software 
that  extends  Internet  banking  capabilities 
to  nearly  any  handheld  computer  and 
soon  to  mobile  phones.  The  technology  is 
being  folded  into  Infosys'  popular  banking 
software,  called  Finacle. 

Whether  Nilekani  can  pull  off  his  goals 
of  transforming  an  already  wildly  success- 
ful company  while  it  grows  quickly  rests  on 
the  shoulders  of  the  66,150  "Infoscions," 
whose  average  age  is  26.  Seventy  percent  of 
Infosys'  new  employees  are  hired  upon 
graduation  from  college.  After  four  months 
of  training  at  Mysore  most  new  hires  are 
sent  to  Infosys  headquarters  80  miles  away 
in  Bangalore.  There  they  blend  into  the 
crowd  of  young  strivers  wearing  security  ID 
cards  around  their  necks. 

Nilekani  isn't  riding  the  bus  anymore. 
Our  Asian  rich  list  researchers  put  his  net 
worth  at  over  $  1  billion.  F 


"We  have  a  unique  challenge,  and  it  is 
a  nice  challenge  to  have/' 
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The  global  enterprise  is  connected  to  thousands  of  servers 

is  connected  to  hundreds  of  storage  devices 

is  connected  to  petabytes  of  data 

is  connected  to  a  single  set  of  software  tools 

that  brings  harmony  to  data  center  complexity. 


he  Symantec  Data  Center  Foundation  helps  you  master  complexity.  At  Symantec,  we  understand  how 
ie  complexity  of  the  modern  data  center  increases  costs  and  impairs  manageability.  Thanks  to  our  Veritas  cross- 
latform  software,  this  infrastructure  solution  can  help  you  manage  the  most  complex,  heterogeneous  IT  environment 
kith  a  single  set  of  tools.  The  cost  savings  can  be  dramatic.  The  same  can  be  said  for  the  impact  on  service  levels, 
tart  with  our  free  tour:  symantec.com/confidence 


Confidence  in  a  connected  world. 


^  Symantec, 
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THE  EXPANDING 

WORLD  OF 

MOBILE 

COMPUTING 


By  John  Dickinson 


VeriZQflbusiness 

We  never  stop  working  for  you. 


Verizon  Business  provides  solutions  to  address  the  increasingly  wide  range  of 
mobile  computing  challenges  posed  by  a  huge  and  growing  mobile  workforce. 


Not  so  long  ago  the  mobile  workforce  was  happy  to  have 
access  to  e-mail  and  the  Internet.  Today  it's  different,  says 
Verizon  Business  Vice  President  of  Voice  and  Data 
Services  Tom  Roche:  "We  have  a  highly  mobile  workforce  and  a 
very  large  number  of  corporate  telecommuters  that  need  to  be  as 
productive  outside  the  office  as  they  are  inside." 

Roche  says  that  the  mobile  workforce  is  growing  quickly  and  is 
expected  to  reach  30%  of  the  U.S.  total  —  about  41  million  workers 
—  by  2008.  Verizon  Business  says  that  four  categories  of  mobile 
knowledge  workers  require  office-level  productivity  tools  and  infor- 
mation assets  that  are  only  available  on  the  corporate  network: 

•  Full-  and  part-time  workers:  Knowledge  workers  today  can  work 
in  any  location,  from  a  desk  at  the  office  to  their  home  or  even 
at  a  coffee  shop  or  airport  in  a  distant  city; 

•  Extended  day  workers:  Workers  that  don't  stop  working  when  they 
leave  their  offices; 

•  True  mobile  workers:  The  classic  road  warriors  who  live  out  of 
a  suitcase  and  do  all  their  work  on  a  laptop; 

•  Event-driven  mobile  workers:  Disasters  can  take  a  company 
out  of  business,  but  a  planned-for  remote  solution  can  put 
that  business  back  on  its  normal  course. 

This  wide  variety  of  worker  mobility  and  remote  locations 
requires  an  equally  wide  variety  of  equipment  that  includes  lap- 
top computers  and  remote  desktops,  mobile  PDAs  and  smart 


phones;  and  yet  another  broad  range  of  connectivity  solution: 
including  the  cellular  phone  network,  public  WiFi  and  wired  ne 
works  and  even  satellite.  Roche  concludes  that  today,  "work  isn 
so  much  a  place  as  it  is  what  people  do  and  how  they  do  it." 

Helping  businesses  manage  this  diverse  mobile  workforce 
complex,  but  January's  merger  of  Verizon  and  MCI  gave  Verizo 
Business  the  tools  it  needs  to  do  the  job.  "Our  technology  gives  usei 
a  seamless  experience  with  consistent  and  secure  access  to  th 
corporate  network,"  says  Roche,  "and  the  network  managers  get 
robust  set  of  administrative  tools  and  information  that  lets  them  d 
everything  from  set  policy  to  manage  costs." 

The  seamless  experience  starts  with  a  standard  log-on  the 
works  the  same  regardless  of  the  network  or  device  being  used  t 
the  mobile  worker,  and  includes  unified  messaging  with  e-maj 
instant  messaging,  collaboration  tools,  Web  and  audio  conferenc 
ing  and  voice  telephony.  "Customers  can  use  Verizon-supplie 
hosted  productivity  tools  or  continue  using  the  ones  they  alread 
have,"  says  Roche. 

Verizon  Business  gives  mobile  users  security  beyond  th 
customer's  virtual  private  network,  which  is  critical  in  today's  env 
ronment  where  viral,  intrusion  and  spam  attacks  are  common.  "Th 
corporate  network  can  be  accessed  securely  through  the  cellule 
phone  network,  cable  modem  or  WiFi,"  says  Roche,  "and  we  ca 
even  work  through  a  satellite  connection  where  that  is  necessary 

The  bottom  line  is  that  managing  today's  mobile  workforce  is 
large  and  complex  problem,  and  Verizon  Business  provides 
solution  that  is  up  to  the  job.  j 


Whether  you're  moving  toward  a  global  IP  solution 


or  a  single  application  like  VoIP,  the  experts  at 


erizon  Business  can  take  you  there.  Our  global  IP  network 


delivers  a  wide  range  of  scalable  solutions.  And  our 


people  can  help  you  design,  manage  and  optimize  your 


transition  to  IP— on  your  timeline,  and  on  your  terms. 


verizonbusiness.com 


lobal  IP. 


we  know  the  way. 


VBfUOn  business 


2006  Verizon.  All  Rights  Reserved. 


Outsourcing  

Consultants  From  Chennai 


Indian  firms  are  moving  into  high-value  strategic 
advice  faster  than  anyone  had  expected.  Just  ask  IBM, 
Accenture  and  EDS  j  By  Megha  Bahree 


CITIGROUP'S  GLOBAL  EXPAN- 
sion  has  complicated  its  data 
processing.  It  had  59  different 
versions  of  banking  software 
across  100  countries.  So  it 
hired  a  consultant  in  1999  to  strip  them  all 
down  to  a  single  version.  The  project, 
which  has  so  far  been  implemented  in  70 
countries,  will  save  the  company  at  least 
the  $1 10  million  a  year  it  cost  to  maintain 
the  old  mess. 

Blackstone  Real  Estate  Groups  LXR 
Luxury  Resorts  has  amassed  33  properties, 
along  with  681  hotels,  under  the  Extended 
Stay  banner.  Again,  technological  chaos. 
Within  seven  months  a  consulting  firm 
helped  Blackstone  unite  them  all,  with  one 


system  for  payroll  and  reservations,  run  from 
one  computing  center. 

Northeast  Utilities  in  Hartford,  Conn, 
consolidated  three  customer  information 
systems  into  one,  and  six  call  centers  into 
two.  NU  figures  it  will  save  $10  million  in 
annual  operations  and  management  costs. 

The  usual  providers  of  this  kind  of  ad- 
vice are  firms  such  as  IBM,  Capgemini  and 
Accenture,  the  well-known  shops  that  spon- 
sor golf  tournaments  and  run  ads  during  the 
Super  Bowl.  These  firms  bid  on  the 
aforementioned  projects,  but  they  lost.  The 
winners  came  from  Bangalore  and  Chennai 
in  India,  firms  such  as  I-flex  Solutions, 
Mphasis  BFL  Group,  Infosys  Technologies  and 
SlashSupport  (see  story,  p.  122).  In  the  case 


of  Northeast  Utilities,  Infosys  got 
the  strategic  advice  business 
while  IBM  got  left  with  the  scut 
work  of  moving  the  company's 
2  million  customer  records  from 
the  old  system  to  the  new. 

Indian  firms,  once  purely 
providers  of  cheap  call-center 
services  and  payroll  processing, 
are  moving  up  the  value  ladder. 
They  offer  product  design,  soft- 
ware design,  chip  engineering 
and  the  kind  of  corporate  asset- 
deploying  advice  once  the  sole 
domain  of  Western  firms  like 
McKinsey  &  Co.  and  Booz  Allen 
Hamilton. 

"A  lot  of  consulting  deals 
won  by  the  Indians  in  the  last 
few  years  have  really  shocked 
the  industry,"  says  Forrester  Re- 
search analyst  Stephanie  Moore. 
"I  don't  think  companies  like 
EDS  or  BearingPoint  or  Deloitte 
have  come  to  terms  with  it,  and 
they  have  no  idea  what  to  do 
about  it." 

To  be  sure,  Indian  data  pro- 
cessing firms  still  depend  for 
75%  to  85%  of  their  revenue  on 
cheap  labor  applied  to  software 
testing  and  order  processing, 
but  they're  adding  strategic  and 
innovation  consulting  services 
rapidly.  Wipro's  consulting  unit 
in  Reston,  Va.,  started  four  years 
ago,  now  contributes  5%  to  its 
$2.4  billion  in  revenue  and  is  ex- 
pected to  reach  10%  in  the  next  few  years. 
Tata  Consultancy  Services'  strategy  consult- 
ing arm  provided  only  $35  million  of  its  $975 
million  in  revenue  in  the  last  quarter,  but  Tata 
says  it  will  be  a  billion-dollar  business  by  2010. 
Infosys'  consulting  arm  generated  3.5%  of  the 
company's  $750  million  in  revenue  in  its  most 
recent  quarter,  but  the  contribution  jumps 
to  17%  if  you  count  the  outsourcing  work 
consultants  bring  in. 

Infosys  recruited  Deloitte  senior  partner 
Stephen  Pratt  to  run  its  now  220-people- 
strong  consulting  practice  headquartered  in 
New  York,  with  2,000  more  in  India  sup- 
porting them.  Pratt  populated  his  staff  with 
executives  from  Deloitte,  EDS,  Capgemini 
Ernst  &  Young  and  IBM,  and  will  recruit  300 
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ed  Materials;  Mike  Splinter,  president  and  chief  executive  officer,  Applied  Materials 
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people  this  year  from  82  U.S.  and  U.K.  cam- 
puses. Wipro  is  hiring  125  consultants  in  the 
U.S.  in  the  next  12  months.  TCS  this  year 
plans  to  hire  or  poach  1 ,000  people  from  the 
U.S.,  visiting  campuses  such  as  MIT,  Carnegie 
Mellon  and  Georgia  Tech. 

"Offshore  firms  are  hiring  big  names  so 
they  have  people  with  reputations  that  a  chief 
executive  in  the  U.S.  or  in  Europe  can  check 
out,"  says  John  Parkinson,  managing  direc- 
tor of  Park  Wood  Advisors  and  the  former 
chief  technology  officer  of  Capgemini  in 
North  America. 

The  top  five  Indian  players  in  consult- 
ing (Tata,  Infosys,  Wipro,  Satyam  and  HCL 
Technologies)  have  averaged  30%  revenue 
growth  this  year,  while  the  largest  U.S.  play- 
ers have  averaged  just  4%,  according  to  Data- 
monitor  senior  analyst  Patrick  O'Brien. 
The  Indian  firms  see  consulting  work  as  a 
way  to  maintain  their  competitive  edge  in 
the  face  of  wage  inflation  in  India  and  the 
rise  of  Chinese  data  processing  firms.  The 
labor  arbitrage  is  not  what  it  used  to  be. 
Wages  for  project  managers  in  India  have 
increased  23%  per  year  from  2000  to  2004, 
while  salaries  for  programmers  have  in- 
creased at  a  13%  pace,  according  to  the 
McKinsey  Global  Institute. 

Multinationals  are  relying  on  Indian 
firms  for  fundamental  missions.  At  Slash- 
Support  in  Chennai,  75  to  100  engineers 
monitor  a  dozen  75-inch  flat  screens  to 
analyze  a  large  bank's  new  online  system 
to  avoid  crashes.  With  a  few  tweaks  of 
software  code  they  can  expand  the  bank's 
capacity  from  20  simultaneous  customers 
to  500.  Wipro  Technologies  says  its 
designers  enabled  a  U.S.  semiconductor 
firm  to  bring  a  chip  for  a  gaming  PC  to 
market  20%  faster  than  it  could  have  done 
with  a  U.S.  design  team. 

Every  morning  David  Coler,  the  tech- 
nology chief  at  LXR  Luxury  Resorts,  gets 
on  the  phone  with  his  operations  staff 
and  a  firm  in  Bangalore  called  Mphasis 
(acquired  in  July  by  EDS).  They  use 
Mphasis'  technology  to  assess  and  ana- 
lyze over  the  Web  the  performance  of 
Blackstone's  hotel  properties.  On  one 
Monday  in  October  the  discussion  was 
centered  on  how  to  streamline  billing 
for  corporate  clients  who  want  a  single, 
consolidated  tab  for  all  their  employees 
staying  at  the  hotels  in  Blackstone's  prop- 


erties. "We  are  working  with  people  with 
both  business  and  engineering  degrees. 
It's  an  extremely  rare  combination  to  find, 
even  in  the  U.S.,  but  India  seems  to  have 
plenty  of  it,"  says  Coler. 

Seven  years  ago  GE  Appliances 
entrusted  Satyam  only  to  prepare  engi- 
neering drawings  and  blueprints  for  its 
home  business.  Four  years  later  Satyam 
was  doing  tear-down  analysis  of  all  its 
products  and  its  competitors'  products. 
Now  it's  the  only  point  of  contact  for  GE 
Appliances'  vendors  and  components  sup- 
pliers, and  it  has  also  taken  over  the 
design  of  nearly  all  new  product  features. 

Indian  firms  have  moved  beyond  sell- 
ing time  to  selling  products  born  from  the 
expertise  built  over  the  last  decade  of 
back-office  technical  work.  Earlier  this 
year  Tata  Consultancy  Services  began 
licensing  software  that  speeds  up  the 
process  of  identifying  molecules  that  might 
make  for  promising  drugs.  The  tool  is 
being  used  by  16  companies  and  research 
institutes,  including  Sequenom,  a  biotech 
firm  in  San  Diego,  Calif.,  and  by  the  Indian 
government,  to  track  drugs  to  treat  a  new 
strain  of  malaria. 

SlashSupport  has  snagged  10,000 
subscribers  in  the  eleven  months  it  has 
been  selling  SupportMinds,  a  $15  per 
month  service  that  ensures  that  your 
home  PC,  network  and  entertainment  sys- 
tem are  safe  from  spam  and  viruses.  The 
company  will  also  help  make  your  Inter- 
net phone  work,  transfer  your  iPod  music 
or  set  your  TV's  parental  controls  for  $8 
per  transaction.  SupportMinds  debuted 
six  months  before  Microsoft  launched  its 
Windows  Live  OneCare,  a  $50-per-year 
subscription  service  that  promises  to  keep 
your  PC  protected  from  viruses  and  spam. 

Western  firms  are  countering  the  Indi- 
ans' move  up  the  value  ladder  by  moving 
their  own  operations  there  or  buying  up 
rivals.  Accenture,  which  has  23,000  employ- 
ees in  India,  used  to  play  down  its  offshore 
operations  to  clients  in  the  U.S.  and  Europe. 
Now  it  sells  their  services  direcdy.  In  Octo- 
ber Capgemini  agreed  to  pay  $1.3  billion 
for  Kanbay  International,  a  services  firm  in 
Rosemont,  111.  with  a  large  presence  in 
India.  The  combined  company  will  employ 
12,000  people  in  India  by  year's  end.  If  you 
can't  beat  em,  join  em.  F 
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e  2006  Pfizer  Inc  Printed  in  USA 


Think  of  it.  Americans  are  living  longer  and  spend- 
ing more  on  healthcare.  In  fact,  spending  has  risen  to 
more  than  two  trillion  dollars  a  year.  At  Pfizer  we're 
working  on  ways  to  help  -  with  innovative  medicines 
that  help  prevent  illnesses  and  reduce  the  cost  of 
treating  them.  We  also  have  programs  that  provide  our 
medicines  to  people  without  prescription  coverage. 

But  we  know  we  have  to  go  further.  Across  America, 
Pfizer  is  partnering  with  health  care  providers,  state 
governments  and  local  communities  to  bring  personal 
ized,  quality,  preventive  health  solutions  to  patients; 
measures  like  providing  personal  care  managers, 
24  hour-a-day  nurse  call  centers,  and  health  education 


such  as  diabetes  workshops  and  other  group  health 
classes.  And  the  results  are  clear.  These  programs  are 
helping  keep  people  healthy  and  reducing  the  eco- 
nomic burden  of  disease,  in  some  cases  decreasing 
hospital  stays  by  as  much  as  52%. 

Today,  Pfizer  is  working  toward  solutions  that  mean  a 
happier,  healthier  tomorrow  for  us  all. 


Working  for  a  healthier  world 

www.pfizer.com 


Corruption 


Trust  Us 


The  feds  say  companies 
overseas  corruption  will 
By  Michael  Freedman 


that  turn  themselves  in  for 
get  leniency.  If  you  believe  that ... 


0 


VER  FIVE  YEARS,  BEGINNING  IN 
1999,  employees  in  Asia  work- 
ing for  a  Portland,  Ore.  com- 
pany called  Schnitzer  Steel  In- 
dustries gave  $205,000  in  cash 


and  gifts  to  managers  of  government-owned 
businesses  in  China  in  the  hope  of  making 
them  customers.  The  company  became  aware 
of  the  practice  in  2004,  stopped  it  on  its  own 
and  then  behaved  exactly  how  U.S.  authori- 


ties would  have  wanted.  It 
voluntarily  disclosed  the 
matter  to  federal  prosecu- 
tors, began  an  internal  in- 
vestigation and  promptly 
shared  the  results.  It  disci- 
plined wrongdoers,  re- 
placed senior  management 
and  implemented  what 
authorities  called  "a  robust 
compliance  program." 

With  this  kind  of  deci- 
sive action,  Schnitzer 
should  have  gotten  off  easy.  Federal  prosecu- 
tors and  Securities  &  Exchange  Commission 
lawyers  have  for  years  promised  leniency  to 
companies  that  voluntarily  disclose  potential 
violations  of  the  Foreign  Corrupt  Practices 
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it 


Act,  a  law  that  prohibits  bribery  of  govern- 
ment officials  overseas.  And  authorities  in- 
volved with  the  Schnitzer  case  even  hailed  it 
as  "an  excellent  example  of  how  voluntary  dis- 
closure followed  by  extraordinary  coopera- 
tion with  the  Department  [of  Justice]  results 
in  a  real,  tangible  benefit  to  the  company' 

Yet  the  benefit  was  hard  to  discern.  Au- 
thorities also  alleged 
the  company  made 
$1.7  million  in  "cor- 
rupt" payments  to 
managers  of  privately 
owned  companies  in 
South  Korea  and 
China  without  prop- 
erly disclosing  them.  In  October  the  DOJ  an- 
nounced the  company's  South  Korean  sub- 
sidiary had  pleaded  guilty  to  conspiracy  and 
bribery  and  would  pay  a  $7.5  million  fine.  The 
parent  company  would  pay  another  $7.7  mil- 
lion and  install  a  government-approved 
compliance  monitor  that  would  bill  the 
company  for  its  time  yet  report  back  to  the 
government  on  its  findings.  Former  Schnitzer 
executives  could  also  face  charges,  and  the 
company  says  it  may  incur  further  expenses. 

Cases  like  this  are  prompting  corporate 
defense  lawyers  to  question  the  strategy  of  vol- 
untary confessions.  No  one  is  condoning 
bribery,  but  companies  are  finding  that  by 
turning  themselves  in  they  are  opening 
themselves  up  to  years  of  negative  publicity, 
fines,  criminal  investigations,  indictments  and 
highly  intrusive  compliance  monitors  that 
have  billed  companies  for  as  many  as  40,000 
hours,  at  rates  up  to  $700  an  hour.  "It's  very 
hard  to  tell  to  what  extent  there  is  credit  for 
voluntary  disclosures,"  says  Lucinda  A.  Low, 
a  lawyer  at  Steptoe  &  Johnson  who  special- 
izes in  Foreign  Corrupt  Practices  Act  litiga- 
tion. "When  you  look  at  the  cases,  they're 
really  all  over  the  map.  In  some  cases  there 
appears  to  be  credit  and  in  some  cases  not." 

The  FCPA  was  first  enacted  in  1977  but 
for  25  years  got  only  spotty  enforcement.  That 
changed  in  the  wake  of  corporate  scandals, 
Sarbanes-Oxley  and  foreign  treaties  that 
made  it  easier  for  U.S.  prosecutors  to  extract 
information  from  abroad.  In  the  last  five  years 
law  enforcement  has  brought  more  actions 
than  in  the  previous  two  decades.  Most  of  the 
investigations  were  begun  after  companies 
themselves  disclosed  potential  problems. 
According  to  law  firm  Shearman  &  Sterling, 


17  of  20  newly  disclosed  FCPA  investigations 
in  2005  and  2006  were  voluntarily  disclosed 
to  the  SEC  or  the  DOJ  following  internal 
investigations  by  the  companies. 

Companies  began  to  err  on  the  side  of 
caution  after  Schering-Plough  got  an  FCPA 
mauling.  A  low-level  employee  at  the  com- 
pany's Polish  subsidiary  made  $76,000  in 


Companies  are  so  unclear  as  to 
where  the  line  is  drawn,  they 
 disclose  everything." 


contributions  over  a  three-year  period  to  a 
legitimate  charity.  On  the  charity's  board  was 
a  health  official  who  also  oversaw  drug  pro- 
curement for  regional  hospitals.  He  derived 
no  financial  benefit  from  the  contributions, 
yet  Schering  disclosed  they  possibly  violated 
the  Foreign  Corrupt  Practices  Act.  In  2004 
the  feds  slapped  it  with  a  $500,000  fine  for 
incorrectly  reporting  the  payments.  They  re- 
quired the  firm  to  hire  a  monitor,  at  a  cost 
of  $2  million,  to  go  through  its  books  and  re- 
port back  to  authorities.  "Companies  are  so 
unclear  as  to  where  the  line  is  drawn,  they 
disclose  everything,"  says  Alexandra  Wrage, 
president  of  Trace  International,  a  nonprofit 
that  helps  companies  comply  with  the  FCPA. 

Compliance  is  no  easy  thing.  The  law  al- 
lows "facilitating  payments" — payments  to  an 
official  to  grease  the  wheels — yet  prohibits 
making  payments  to  a  government  official  to 
secure  a  business  advantage.  It  also  prohibits 
gifts  to  public  officials  in  exchange  for  busi- 
ness yet  fails  to  distinguish  a  high-powered 
bureaucrat  from  an  employee  at  a  govern- 
ment-controlled institution.  A  nurse  at  a  state- 
owned  hospital  is  considered  a  government 
official.  Better  not  give  her  a  fountain  pen. 

Equally  difficult  is  determining  what  con- 
stitutes a  bribe.  The  law  does  not  take  into 
account  varying  costs  of  living  or  cultural  dif- 
ferences. A  gift  of  a  $100  Scotch,  for  instance, 
is  a  relative  token  in  expensive  Great  Britain 
compared  with  someplace  like  Nigeria.  A 
Dubai  businessman  told  a  lawyer  recently  that 
he  would  be  mortified  to  give  a  gift  of  less 
than  $1,000  to  a  friend  worth  billions.  Nor 
is  there  any  minimum  standard  for  what  con- 
stitutes a  bribe.  Even  a  gift  of  a  baseball  hat 
with  a  logo  could  potentially  trip  the  wire. 


Arthur  (Randy)  Bregman,  a  lawyer  at  the 
firm  Salans,  says  he's  heard  a  prosecutor  sug- 
gest buying  lunch  for  a  potential  client  would 
be  unlikely  to  trigger  an  investigation,  but  din- 
ner might  Clients  have  asked  Bregman  if  they 
can  give  a  handbag  with  a  logo  on  it  or  maybe 
an  expensive  clock  with  a  logo  and  a  lot  of 
jewelry  on  it.  Bregman  advised  that  Justice 
might  look  askance 
at  a  clock,  but  an  in- 
expensive handbag 
would  probably  be 
okay.  Another  client 
gave  a  Russian  official 
history  books  because 
the  fellow  was  an  avid 
reader.  In  that  case,  Bregman  thought  it  was 
okay.  "But  I  guess  if  they  had  given  him  some 
sort  of  antique  book  that  had  a  high  value,  I 
would  question  it,"  he  says. 

Wrage  and  others  say  it's  now  dawning 
on  companies  that  disclosure  is  merely  the  be- 
ginning of  a  tortuous  and  expensive  process. 
In  March  2005  defense  company  Titan  dis- 
closed a  potential  violation — but  was  whacked 
with  a  $28.5  million  fine,  the  largest  ever.  Some 
companies,  like  oil  and  gas  pipeline  contrac- 
tor Willbros,  get  hit  with  shareholder  suits; 
others  can  be  penalized  by  the  World  Bank 
or  foreign  governments,  or  lose  out  on  fed- 
eral contracts.  Most  are  also  required  to  hire 
expensive  compliance  monitors,  who  have 
every  incentive  to  find  more  wrongdoing,  thus 
pleasing  their  ultimate  client — the  federal 
government — and  getting  more  lucrative 
work  in  the  future.  Typically  companies  must 
comply  with  all  of  a  monitor's  recommenda- 
tions; there  is  virtually  no  recourse. 

Prosecutors  acknowledge  the  difficult 
bind  companies  face.  At  an  American  Bar  As- 
sociation conference  in  Washington,  DC.  in 
October  Alice  S.  Fisher,  head  of  Justice's  crim- 
inal division,  said  she  was  aware  of  concerns 
that  there  was  not  enough  certainty  in  the 
process  but  noted  that  a  single  bribe  is  often 
just  the  tip  of  the  iceberg.  "So  it  would  not 
make  sense  for  law  enforcement  to  make  one- 
size-fits-all  promises  about  the  benefits  of 
voluntary  disclosure  before  getting  all  of  the 
facts."  Yet  she  still  encouraged  companies  to 
come  forward.  "It  may  not  mean  that  you  or 
your  client  will  get  a  complete  pass,"  she  said, 
"but  you'll  get  a  real,  tangible  benefit." 
Unless  we  decide  you  don't.  F 
With  additional  reporting  by  Hannah  Clark 
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ENVIRONMENTAL 
ATONEMENT 


mm  AN  WAS  HIKING  AT  SLEEPING  GIANT  PARK  OUTSIDE  NEW 
I  Haven.  As  he  exited  the  car,  a  tissue  fell  out  of  his  pocket. 
I  Ian  stooped  to  pick  up  the  litter,  but  a  gust  of  wind  blew  it  a 
I  few  feet  out  of  reach.  He  walked  over  to  pick  it  up  and  again 
I  the  tissue  skittered  beyond  his  grasp. 
As  Ian  started  to  make  his  third  attempt  at  propriety,  he 
noticed  that  he  was  walking  by  a  lot  of  other  peoples  trash.  On 
the  spur  of  the  moment,  he  picked  up  a  McDonald's  cup  and  a 
Coke  can  and  left  his  wayward  tissue  to  dance  in  the  wind.  Ian's 
kids  had  been  watching  with  great  amusement  their  dad's  inef- 
fectual attempts  to  corral  his  litter.  But  they  went  ballistic  when 
they  saw  him  try  to  substitute  his  duty  to  pick  up  his  own  refuse. 
It  made  no  difference  to  them  that  dad  was  picking  up  a  greater 
quantity  of  more  environmentally  unfriendly  trash.  If  it's  your 
trash,  you  pick  it  up.  That's  what  they  had  been  taught. 

There  is  something  in  the  kids'  logic,  especially  with  regard  to 
intentional  pollution.  We'd  be  squeamish  about  throwing  an  ice- 
cream-sodden napkin  out  the  car  window  for  convenience's  sake, 
even  if  we  had  volunteered  for  a  park  cleanup  the  day  before. 
And  our  squeamishness  isn't  just  because  littering  is  a  crime.  Two 
rights  don't  justify  an  intentional  wrong.  A  paramedic  who  saves 
three  lives  doesn't  get  a  license  to  commit  one  murder. 

Thus  it  may  seem  odd  that  many  environmentalists  are 
embracing  the  pollute-and-repair  paradigm  in  the  fight  against 
global  warming.  Instead  of  eliminating  your  own  carbon  pollu- 
tion, you  plant  trees  in  the  Amazon  that  suck  up  other  people's 
carbon.  The  idea  seems  to  be  catching  on.  If  you  buy  a  Hummer 
H3,  give  TerraPass  $80  to  offset  the  7  tons  of  carbon  dioxide  emit- 
ted during  a  year.  Book  a  flight  and  Expedia  offers  you  a  chance  to 
help  offset  the  CO2  for  $6  to  $30,  depending  on  distance. 

Is  it  really  okay  to  substitute  other  people's  pollution  control 
for  your  own?  We  think  the  answer  is  yes,  but  only  with  three 
important  qualifications. 

First,  you  really  have  to  make  a  full  offset.  If  you  are 
going  to  engage  in  intentional  CO2  littering,  make  sure 


that  your  offset  is  what  philosopher  John  Locke  called  "enough 
and  as  good."  That  means  that  even  after  you  sell  the  Hummer, 
you  are  still  responsible  for  the  extra  CO2  it  continues  to  produce 
compared  with  other  used  cars. 

Second,  make  sure  you're  not  changing  the  incidence  of  pol- 
lution. If  everyone  litters  on  Colbert's  property  but  atones  for  it  by 
picking  up  trash  on  Stewart's  land,  Colbert  is  not  going  to  be  very 
happy  about  it.  That's  why  the  paramedic  doesn't  get  a  license  to 
kill — the  victim  wouldn't  approve  the  trade.  In  the  case  of  CO2 
abatement,  one  molecule  is  the  same  as  the  next,  and  so  the  Earth 
is  happy  for  you  to  add  one  as  long  as  you  take  away  two. 

The  third  test  is  to  ensure  that  your  substi- 
tute cleanup  really  is  going  beyond  what  you  and 
others  would  have  done  anyway.  You  must  be  con- 
fident that  your  substitute  is  an  incremental  ben- 
efit and  not  crowding  out  someone  else's  effort. 
Thus,  before  Ian  feels  satisfied  about  trading  other  people's  trash 
for  his  tissue,  he  should  consider  whether  anyone  else  might  have 
come  along  and  picked  up  the  can  and  the  cup.  As  related  in  the 

previous  issue  of  FORBES 
(Dec.  11,  p.  62),  a  badly 
designed  pollution-trading 
program  may  cause  people 
to  produce  chemicals  for 
which  there  is  no  demand, 
just  so  they  can  sell  the 
credits  generated  by  partly 
reducing  the  noxious  by- 
products. 

When  you  buy  CO2 
offsets  via  TerraPass,  it  in- 
vests in  renewable  energy 
resources  such  as  wind 
farms.  But  it  isn't  clear  that 
the  money  you  spend  there  really  leads  to  lower  pollution.  While 
they  are  investing  in  clean-energy  projects,  those  projects  might  have 
proceeded  even  without  your  investment. 

If  you  truly  want  to  be  serious  about  reducing  CO2,  you  can 
buy  permits  on  the  European  exchange.  Buying  a  permit  to  emit  a 
ton  of  CO2  and  then  parking  it  unused  is  a  more  powerful  way  to 
make  sure  that  your  substitute  is  having  an  incremental  impact. 
But  for  your  purchase,  a  corporation  would  have  emitted  an  extra 
ton  of  greenhouse  gases.  It  turns  out  that  this  higher  effectiveness 
comes  at  a  price.  The  cost  of  the  7  tons  emitted  from  the  Hummer 
H3  would  be  $120,  50%  more  than  the  price  from  TerraPass. 

The  danger  of  false  substitutes  is  that  they  can  lure  people 
into  thinking  that  it's  okay  to  pollute  more.  This  danger  is  great 
enough  that  we  think  a  two-for-one  norm  is  a  good  rule  of 
thumb.  If  everyone  tried  to  pick  up  twice  as  much  as  they  pol- 
luted, very  soon  we'd  have  a  world  where  there  wasn't  much  trash 
to  pick  up  at  all.  F 


Two  rights 
don't  justify  an 
intentional  wrong. 
A  paramedic  who 
saves  three  lives 
doesn't  get  a 
license  to  commit 
one  murder. 


Forbes 


Ian  Ayres  and  Barry  Nalebuff  are  professors  at  Yale  Law  School  and 
Yale  School  of  Management. 
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The  2006  PGA  TOUR 

season  began  in  the  usual  way.  Australia's 
I     Stuart  Appleby  won  the  Mercedes-Benz 
Championship  for  the  third  year  in  a  row, 

and  the  games  chattering  observers  resumed  their  speculation  over  when 
the  Wachovia  championship.         Tiger  Woods  would  win  and  how  often  he'd  do  it  in  the  course  of  the  year. 


Woods  didn't  force  them  to  wait  long.  Three  weeks  into 
the  season  he  won  the  Buick  Invitational  for  the  third 
time  in  four  years  and  the  fifth  time  ever.  Woods  owns 
Torrey  Fines  almost  as  much  as  the  good  people  of  San  Diego. 

Woods'  next  victory  came  at  Doral's  famed  "Blue  Monster,"  the 
site  of  the  Ford  Championship  at  Doral.That  tournament  has  been 
replaced  on  the  2007  schedule  by  the  World  Golf  Championships- 
CA  Championship  which,  in  turn,  replaces  the  WGC-American 
Express  Championship  that  Woods  won  in  October.  This  made 
him  a  double  defending  champion  of  sorts  at  Doral  in  March  — 


perhaps  another  first  for  the  remarkable  Mr.  Woods. 

Phil  Mickelson  warmed  up  for  the  Masters  by  blow  ing  away  the 
field  at  the  BellSouth  Classic  and  then  moved  down  the  road  to 
Augusta,  where  he  won  his  second  Green  Jacket  in  three  years,  set- 
ting up  speculation  that  2006  might  be  the  season  he  threatens 
Woods'  domination  of  the  game.  Woods,  the  defending  champion, 
finished  tied  for  third,  three  strokes  back,  but  his  heart  and  mind 
were  clearly  elsewhere  —  with  his  father,  Earl,  who  was  111  the  List, 
dreaded  stages  of  his  fight  against  cancer  and  diabetes.  It  was  a  fight 
he  would  finally  lose  on  May  3,  when  he  died  at  age  74. 
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the  PGA  TOUR  and  Cham^ 


iBr         Canon  products.  For  performance  you  can  always  count  on.  While  it  may  not  seem 
obvious,  there's  actually  an  important  connection  between  PGA  TOUR  players  and  Canon  office  solutions. 
I  TOUR  players  can't  perform  without  the  best  clubs  and  business  people  can't  perform  without  the  best  technology. 
Which  explains  why  the  PGA  TOUR  depends  on  Canon  office  products  to  get  information  to  those  who  need  it. 

They  know  they  can  count  on  Canon's  high-performance  solutions  to  enable  people   

to  work  the  way  they  need  to.  Ali  of  which  is  why  Canon  is  the  category  leader  in  OH 
both  black-and-white  and  color  office  solutions*  At  Canon,  we  understand  that  you 

have  to  do  better  than  par  for  the  course.  1-800-OK-CANON  www.usa.canon.com  lITIQgCANYWARE 


,DVERTISEMENT  4 


Phil  Mickelson  donned  his  second  Green  Jackec  in  April.  Byron  Nelson  left  ns  in  September  at  age  94. 


An  emotional  Tiger  Woods  with  his  caddie, 

Steve  Williams,  after  winning  the  2006  British  Opt 


"My  dad  was  my  best  friend  and  greatest  role  model,  and  I  will 
miss  him  deeply,"  said  Woods.  "I'm  overwhelmed  when  I  think  of 
all  the  things  he  did  in  his  life.  He  was  an  amazing  dad,  coach, 
mentor,  soldier,  husband  and  friend.  I  wouldn't  be  where  I  am 
today  without  him,  and  I'm  honored  to  continue  his  legacy  of 
sharing  and  caring." 

And  so  a  year  that  would  be  both  the  best  of  times  and  the  worst 
of  times  for  Woods  began  in  earnest. 

He  didn't  play  again  competitively  until  the  U.S.  Open  at  Winged 
Foot  and  then  missed  the  cut.  As  penance,  he  forced  himself  to  watch 
the  television  coverage  over  the  weekend,  and  he  must  have  been  as 
stunned  as  the  rest  of  the  golf  world  by  what  he  saw  on  the  final  hole 
of  the  final  round,  as  first  Scotland's  Colin  Montgomene  and  then 
Mickelson  spectacularly  bungled  the  1 8th  to  hand  the  trophy  to 
Australia's  Geoff  Ogilvy. 

But  five  weeks  later,  Woods  gave  a  textbook  lesson  in  both  course 
strategy  and  mental  toughness  by  surgically  taking  apart  Royal 
Liverpool  (Hoylake)  to  successfully  defend  his  British  Open  title. 
When  he  holed  out  on  the  final  green,  his  raw  emotions  were  there 
tor  all  the  world  to  see  as  he  broke  down,  first  in  the  arms  of  his 
caddie,  Steve  Williams,  and  then  his  wife,  Elm. 

But  he  was  just  getting  started. 

He  followed  up  his  win  at  Hoylake  with  a  victory  in  the  Buick 
Open  and  then  won  his  third  PGA  Championship,  this  time  at 
Medinah,  where  he  had  won  the  championship  in  1999.  His  sixth  win 
of  the  year  came  at  Firestone  Country  Club,  where  he  successfully 
defended  his  title  to  win  his  fifth  WGC-Bridgestone  Invitational.  It 
was  his  fourth  win  in  a  row.  His  fifth  would  come  over  Labor  Day  at 
the  Deutsche  Bank  Championship. 

Three  weeks  later,  Woods  was  part  of  the  United  States  team  that 
was  drubbed  by  the  Europeans,  18  1/2  to  9  1/2  —  the  same  result 


they  had  suffered  two  years  earlier.  It  was  the  first  time  in  histor 
Europe  had  won  three  straight  matches  and  the  first  time  one  side  ha 
won  all  five  sessions.  Surely,  Irish  eyes  were  smiling  on  the  European 
for  three  days  at  Ireland's  K  Club. 

If  the  loss  had  shaken  Woods,  it  wasn't  immediately  apparent  the  fol 
lowing  week  when  he  won  his  fifth  WGC-American  Expres 
Championship.  It  was  his  eighth  victory  of  the  year  and  his  sixth  straight 

But  for  all  the  singular  brilliance  Woods  exhibited  in  2006,  th 
season  ended  on  a  sad,  even  wistful  note  as  Byron  Nelson  died  c 
natural  causes  at  his  beloved  Fairway  Ranch  on  September  26  at  th 
age  of  94.  Nelson  was  born  in  1912,  the  same  year  as  Ben  Hogai 
and  Sam  Snead.  He  enjoyed  success  earlier  than  both,  winning  h 
first  major  championship,  the  Masters,  in  1937.  He  would  go  on  t 
win  54  PGA  TOUR  events,  including  two  Masters,  the  1939  U.31 
Open  and  two  PGA  Championships. 

In  1945,  Nelson  turned  in  one  of  the  most  remarkable  —  if  nc 
the  most  remarkable  —  performances  in  golf  history  —  or  sporl 
history,  for  that  matter.  He  won  1 1  tournaments  in  a  row  and  1 8  i 
all  in  a  30-event  schedule.  His  scoring  average  for  118  competitiv 
rounds  was  68.33. 

For  all  intents  and  purposes,  Nelson  retired  from  competitive  go 
at  age  34.  Both  he  and  his  wife,  Louise,  were  tired  of  the  travelin 
and  longed  to  return  home  to  Texas  and  the  ranch  they  had  bough 
with  his  winnings. 

In  the  end,  Nelson's  legacy  was  best  captured  by  Ken  Ventun,  th 
1964  U.S.  Open  champion  whom  Nelson  had  mentored  as  an  amateu 
and  whom  Nelson  treated  like  the  son  he  never  had. 

"People  can  always  argue  about  who  the  greatest  player  in  histor 
is,  but  Byron  Nelson  was  the  finest  gentleman  the  game  has  evfl 
known,"  said  Venturi. 

Absolutely. 
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FedExCup:  A  New  Era  in  Golf  for  2007 

The  new  year  will  offer  a  new  era  in  golf  for  the  PGA 
TOUR  with  the  introduction  of  the  FedExCup,  a  sea- 
son-long points  competition  culminating  with  the  first- 
ever  PGA  TOUR  Playoffs  for  the  FedExCup.  The  FedExCup 
will  offer  fans  exeiting  competition  on  a  weekly  basis  in  2007  and 
will  give  the  game  its  first  tru;  eason."  Pla\  ers  w  il!  be  rewarded 
for  their  season-long  con  ,  1  ;  ind  ability  to  rise  ro  the  occasion 
in  the  Playoffs,  thereby  ere:  ci  ig  more  impact  for  ich  tournament. 


"The  FedExCup  and  the  PGA  TOUR  Playoffs  for  th 
FedExCup  truly  usher  in  an  exciting  new  era  in  golf  and  establish 
new  measurement  of  success  on  the  PGA  TOUR,"  said  TOUI 
Commissioner  Tim  Finehem.  "Fans  will  love  the  fact  that  evet 
week  has  more  meaning  with  more  reasons  to  watch." 

The  new  PGA  TOUR  schedule  divides  the  golf  season  int 
three  parts:  FedExCup  Season;  PGA  TOUR  Playoffs  for  tr 
FedExCup;  and  the  Fall  Series,  which  finalizes  eligibility  for  tr 
following  season's  FedExCup. 


Insights  i  P 


eter  Huber 


ASSIGNMENT: 
WOMBATS 


Y  TWO  BOYS  ARE  BEING  SCHOOGLED,  AND  I 
don't  like  it.  Schoogling  is  what  you  get  from  an 
old-school  educator  who  teaches  history,  biology 
or  some  other  fact-intensive  subject  to  the  Google 
generation. 

A  typical  assignment  sheet  looks  something  like  this.  Prepare 
a  poster  or  slide  show,  with  pictures  and  text;  you  will  then  pres- 
ent your  research  to  the  whole  class.  Subject:  the  hairy-nosed  wom- 
bat. (Life  is  unfair:  The  teachers  pet  got  the  Komodo  dragon.) 
Cover  14  points.  Origin  of  "wombat."  Wombat  behavior  (when 
in  a  bad  mood).  Wombats  as  pets  (pros  and  cons).  The  problem 
of  roadkill.  Eora.  Marsupial.  Crepuscular.  Sedge.  Diprotodontia. 
Narawntapu.  Who  once  wrote  something  about  the  wombat  and 
mortal  combat?  Was  it  funny?  Are  we  at  14  yet? 

My  kids  bring  home  a  lot  of  stuff  like  this,  and  I  am  confident 
they  will  grow  up  to  be  awesome  PowerPointers.  As  adults  they  will 
pack  all  their  reports  with  facts  and  pictures,  and  give  the  chirpiest 
I  presentations. 

But  consider  how  their  wombat  time  gets  spent.  Finding  all 
jfthe  little  facts  takes  ten  minutes,  tops.  My  boys  and  I  some- 
times stage  a  race  to  see  who  can  do  it  faster,  and  it  rarely 
[takes  me  more  than  five.  To  keep  it  competitive,  I  have  to  find 
all  14  answers  on  a  single  Web  page,  and  I  quite  often  suc- 
Iceed.  Call  it  School  Jeopardy — the  teacher,  I  surmise,  first 
ifound  a  great  site  packed  with  wombat  answers  and  used  it 
Jto  draft  the  questions.  Which  single  site  supplied  my  wombat 
■14?  If  you  can't  find  it  in  60  seconds,  you'll  never  shine  in 
Imiddle  school. 

So  now  you're  ten  minutes  into  the  assignment,  and  you've  found 
■all  the  factoids — if  not  at  one  site,  then  at  14.  And  you've  found  re- 
lally  great  sites,  too,  well  organized,  with  lucid  text  and  lovely  pic- 
tures. You  copy  and  paste  the  required  pictures  into  a  file.  Then  you 
tead  a  sentence  or  two  of  text  on  your  screen,  retype  it  in  your 
Jown  words  and  repeat  13  times.  Total  time  elapsed:  30  min- 
lutes.  Less,  if  you  cut  just  a  few  teensy  corners  on  the  rewrites. 


Then  the  real  work  begins.  You  have  your  material;  now 
you  can  spend  the  rest  of  the  evening  formatting.  It's  remark- 
able how  long  a  kid  can  spend  laying  out  one  picture  and  one 
fact  onto  one  page  of  PowerPoint.  For  a  poster,  he  fires  up  the 
color  printer,  prints  out  a  picture  or  a  little  slice  of  text,  and 
then  moves  on  to  scissors  and  glue.  Either  way,  figure  two  and 
a  half  hours.  When  it's  over,  well-formatted  digital  sources, 
composed  by  knowledgeable  adults  and  formatted  by  profes- 
sional graphic  designers,  have  been  transferred  to  ink,  paper, 
poster  board  and  glue  on  my  carpet. 

Every  child  should  indeed  learn  that  he  shares  this  good 
earth  with  a  creature  as  endearing  as  a  wombat  and  with  writ- 
ers as  whimsical  as  the  authors  of  the  "Wombats  and  Humans" 
section  of  the  Web  page  I  consulted.  But  I  spent  only  minutes 
consulting  it.  Perhaps  all  the  pasting  helps  focus  the  mind  and 
imbue  kids  with  some  pride  of  learning.  But  any  parent  who 
has  helped  make  this  happen  knows 
that  the  ratio  of  qual- 
ity wombat  time  to 
reformat-and-glue 
time  is  wildly  out  of 
whack. 

Kids  do  still  need  to 
learn  facts,  just  as  they  \ 
still  need  mental  arith- 
metic, even  with  calcu- 
lators always  at  hand.  It  is 
in  learning  mental  Google — 
the  art  of  storing,  indexing 
and  retrieving  facts  in  our 
own  minds — that  we  learn 
to  impose  our  own  intelligent  order  on  a  factually  jum- 
bled universe.  When  print  ruled,  wombat  assignments  could 
teach  a  lot  precisely  because  indexes  were  so  thin  and  weak. 
You  had  to  read  a  great  deal  to  work  your  way  down  to  the  lit- 
tle things,  and  you  learned  to  search  efficiently  by  coming  to 
understand  how  facts  had  been  logically  organized  by  others. 
Google  cuts  out  the  intelligent  middleman.  You  waste  no  time 
finding  out  where  some  dusty  Darwin  or  Gibbon  thought  a 
wombat  fact  might  fit  in  the  grander  scheme.  That's  what  gets 
lost  in  schoogle  pedagogy. 

The  best  teachers  never  did  try  to  stuff  facts  directly  into  little 
heads;  they  slipped  them  in  under  the  cover  of  engaging  stories 
and  inspiring  visions.  Did  you  know  that  a  young  boy  let  into  an 
enclosure  unprotected  to  feed  a  wombat  at  a  caravan  park  was 
charged,  knocked  over  and  bitten  and  scratched  all  over?  Or  that 
Harry  Frauca  once  received  a  wombat  bite  2  centimeters  deep  into 
the  flesh  of  his  leg— through  a  rubber  boot,  trousers  and  thick 
woolen  socks?  Neither  did  I.  There's  more,  and  if  you  have  an  in- 
quisitive 10-year-old  daughter  in  the  house,  see  how  long  it  takes 
her  to  find  it.  Maybe  she'll  read  the  rest,  too.  F 


I  Forbes 


Peter  Huber  is  a  senior  fellow  of  the  Manhattan  Institute  and 
coauthor  of  The  Bottomless  Well  (Basic  Books,  January  2005). 
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Makers  Breakers 


Stock  pri< 


FOR  MORE  FINANCIAL  STATS  GO  TO  WWW.FORBES.COM/MAKERS 

By  the  Book 

ooks  are  hardly  a  growth  industry.  And  the  biggest  bookseller  of 
them  all,  BARNES  &  NOBLE  (40,  BKS),  is  far  from  a  hot-growth  com- 
pany. Same-store  sales  inched  up  2%  in  the  past  quarter.  For  the 
nine  months  ended  October  earnings  were  flat  at  $23.8  million 
and  revenue  almost  unchanged  at  $3.4  billion.  Unfor- 
tunately, no  blockbuster  like  a  Harry  Potter  installment  is  out  this 
Christmas  to  perk  up  sales.  The  chain  is  yet  another  recipient  of  a 
federal  probe  into  options  backdating. 

The  good  news  is  that  all  this  has  knocked  the  stock  down  17% 
from  its  March  high.  Here's  a  chance  to  buy  into  a  very  well-run 
business.  Hedge  fund  Pershing  Square  Capital  Management  thinks 
so:  This  fall  it  bought  an  8%  stake  now  worth  $200  million.  At  18  times  trail- 
ing earnings  Barnes  &  Noble  is  even  with  the  S&P  500  and  cheaper  than  the 
competition,  namely  Borders  Group  (35  times)  and  Amazon  (58  times). 

The  company's  692  Barnes  &  Noble  outlets  are  entertainment  meccas, 
offering  reading  chairs  and  cafes  serving  Starbucks  coffee.  The  stores  also 
sell  music,  DVDs,  magazines,  gift- wrap  paper  and  cards.  (B&N  also  owns  109 
B.  Dalton  stores,  less-profitable  and  pared  down  from  900.)  Buying  Sterling 
Publishing  in  2003  allowed  B&N  to  expand  its  book  publishing  with  how- 
to  titles  on  gardening  and  photography.  Sterling  books  and  its  other  publish- 
ing ventures  (like  re-issues  of  classics)  now  account  for  about  5%  of  sales. 
Ivan  Feinseth,  an  analyst  at  Matrix  USA,  reports  consensus  earnings  per 
share  of  $2.25  in  fiscal  2007,  up  1 1%  from  fiscal  2006.    —Tatiana  Serafin 


Stock  price 


Growing  Pains 

CARTER'S  INC.  (28,  CRl)  is  the  grand  old  man 
of  baby  togs.  Founded  in  1865,  what's  now 
the  nation's  largest  manufacturer  and  seller 
of  infant  apparel  (10%  of  the  market)  last 
year  added  rival  OshKosh 
B'Gosh.  That  acquisition 
helped  earnings  to  dou- 
ble for  2006's  first  three 
quarters  to  $60  million,  as 
sales  climbed  25%  to 
$966  million. 

Alas,  integration  headaches— Osh- 
Kosh wholesale  brands  were  reduced  from 
three  brands  to  one— pulled  down  the 
division's  third-quarter  sales  by  21%. 
Result:  The  stock  is  off  21%  from  its  yearly 
high.  But  W.R.  Hambrecht  analyst  Melissa 
Otto  notes  that  OshKosh  orders  for  early 
2007  are  up.  With  a  21  P/E,  Carters  is  a  bit 
cheaper  than  competitors  the  Children's 
Place  (25)  and  Gymboree  (24). 

— Megan  Johnston 


Stock  price 


Gout  Tout 

For  decades  there  have 
been  no  new  drugs  to 
treat  gout,  a  painful,  de- 
bilitating ailment  that  at- 
tacks joints.  Gout  afflicts 
4  million  Americans,  and 
standard  drug  treatments 
don't  work  for  up  to 
100,000  of  them.  That's 
likely  to  change  with  a  drug  called  Puricase, 
now  in  late-stage  clinical  trials,  which  appears 
to  reduce  pain  and  swelling. 

The  maker  of  this  remedy,  SAVIENT 
PHARMACEUTICALS  (11,  SVNT),  drifts  in  and 
out  of  the  red,  like  many  biotechs.  Its  P/E 
of  32  sounds  pricey,  but  the  prospects 
make  it  worthwhile.  Joon  Yun,  a  partner 
at  hedge  fund  Palo  Alto  Investors,  which 
owns  20%  of  Savient,  believes  Puricase 
should  rack  up  revenues  of  $1  billion  a 
year,  16  times  current  yearly  sales. 

— Kerry  A.  Dolan 


House  of  Cards 

This  holiday  season,  it's  a  jolly  time  for  newly 
public  credit  card  giant  MASTERCARD  (101, 

MA).  Up  159%  since  the  May  initial  offering, 
the  stock  is  buoyed  by  a 
revenue  rise  of  12%  to  $2.5 
billion  through  Sept.  30. 
Wall  Street  shrugs  off 
tepid  earnings  of  $9  mil- 
lion, down  from  the  2005 
period's  $319  million.  The 
dip  is  from  charges  from 
the  IPO  and  reserves  to 
pay  for  settling  a  federal  antitrust  suit  against 
it  and  nonpublic  Visa. 

But  Stifel  Nicolaus  analyst  Christopher 
Brendler  is  wary  of  civil  lawsuits  from 
American  Express  and  Discover,  who  claim 
the  Big  Two  muscled  them  out  of  some  mar- 
kets. Also,  MasterCard  is  losing  market  share 
both  home  and  abroad  to  Visa  and  AmEx. 
At  25  times  expected  2007  earnings  it  is  over- 
priced. We  say  short  the  stock.  —M.J. 
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Yes,  But  James  Grant 


BET  THE  HOUSE 


B: 
_j 


Y  A  MARGIN  OF  ALMOST  2-TO-l,  ECONOMISTS  SUR- 
veyed  by  WSJ.com  last  month  judged  that  the  worst 
of  the  residential  real  estate  slump  was  history. 
House  prices  will  soften  in  2007,  the  sages  predicted, 
but  by  only  a  little  bit.  In  fact,  20  of  the  49  respon- 
dents forecast  a  rise. 

Ebenezer  Scrooge  was  a  mortgage  banker,  and  the  arguments 
I  am  about  to  marshal  for  a  hard  landing  in  housing  might  sound 
un-Christmaslike.  But  during  the  just-pricked  bubble,  it  wasn't 
the  Scrooges  and  the  Marleys  who  lent  more  than  100%  of  the 
purchase  price  of  a  house  without  bothering  to  verify  the  income 
or  employment  of  the  applicant,  or  even  to  insist  that  he  or  she 
pay  down  a  little  bit  of  the  principal  now  and  then.  House  prices 
soared  on  the  wings  of  the  modern,  optimistic,  growth-obsessed 
mortgage  industry. 

All  can  agree  that  the  housing  data  are  grim  enough  today. 
From  their  recent  respective  peaks,  single-family  home  sales  are 
down  by  15%,  single-family  housing  starts  by  35%  and  single- 
family  home  prices  by  3.5%.  The  question  is  whether  the  stock 
market  and  the  famously  resilient  U.S.  economy  will  continue  to 
shrug  off  the  bad  news. 

Gary  Gordon,  a  member  of  the  investment  committee  of 
Annaly  Mortgage  Management,  has  built  a  coherent  and  persua- 
sive case  that  they  won't.  The  housing  downturn  will  proceed  in 
three  phases,  Gordon  postulates.  In  Phase  I,  now  under  way, 
home  sales  will  drop  to  cure  what  are  politely  known  as  "afford- 
ability  issues."  In  Phase  II,  starting  soon,  job  growth  will  falter  as 
the  pace  of  lending  and  borrowing  downshifts.  In  Phase  III,  lin- 
gering into  2008,  mortgage  lenders  will  relearn  the  fine  art  of  say- 
ing no.  The  resulting  withdrawal  of  easy  credit  will  add  new 
downward  pressure  on  house  prices  and  consumer  spending. 

The  fundamental  problem,  Gordon  observes,  is  that  the  typ- 
ical American  home  buyer  can't  afford  a  home  at  today's  prices. 
"We  Americans  have  tested  the  limits  of  affordability  over  the 
past  five  years,"  he  says.  "Since  the  end  of  2001,  disposable  per- 
sonal income  is  up  about  25%  and  mortgage  rates  are  little 
changed.  That  argues  for  2  >  higher  home  prices.  Instead, 
home  prices  rose  by  an  average  of  50%  and  in  many  markets  by 


100%  or  more."  In  fact,  according  to  data  compiled  by  Yale  econ- 
omist Robert  Shiller,  inflation-adjusted  house  prices  in  the  past 
five  years  logged  the  second- fastest  cumulative  growth  since  the 
administration  of  William  McKinley  110  years  ago  (the  late 
1940s  hold  the  record  for  the  fastest  rise  in  real  house  prices  over 
a  half-decade). 

Falling  house  prices  in  isolation  would  constitute  no  grave 
peril.  A  housing-induced  downturn  in  job  growth  is  what  would 
cause  a  bear's  pulse  to  race.  Gordon  insists  it's  coming,  because 
the  formerly  potent  stimulus  of  above-trend  borrowing  growth 
is  about  to  be  removed.  Consider,  he  notes:  "Americans  pulled 
out  nearly  $500  billion  of  equity  in  their  homes  last  year  in 
order  to  buy  other  stuff.  That  number  shot  up  from  about 
$100  billion  in  2001."  The  source  of  this  borrowing?  Why, 
the  12% — or  $2  trillion — bump- up  in  the  appraised  value 
of  the  2005  U.S.  housing  stock,  double  the  2002  increase. 

Reduce  or  reverse  this  apprecia- 
tion and  you  stymie  the  bor- 
rowing boom. 

The  bulls  will  counter  that, 
at  the  first  sign  of  serious  weak- 
ness, the  Federal  Reserve  would 
engineer  a  collapse  in  mort- 
gage-borrowing costs.  Gordon 
points  out  that  the  Fed  can  do 
only  so  much.  By  trimming  the 
funds  rate,  it  can  invite  lenders 
and  borrowers  to  do  business 
together.  But  it  can  hardly  hold 
a  gun  to  their  heads. 
And  a  large-caliber  weapon  would  be  needed  if  losses  on  the 
recent  crop  of  exotic,  nonconforming  mortgages  (i.e.,  loans  not 
guaranteed  by  Fannie  Mae  or  Freddie  Mac)  continue  to  work 
higher.  And  why  wouldn't  they?  In  1998  "liars'  loans"  (those  with 
little  or  no  documentation  required)  amounted  to  24%  of  mort- 
gage originations.  To  date  this  year  they  account  for  62%. 
Interest-only  mortgages  have  vaulted  in  the  same  period  from 
virtually  no  market  share  in  the  mainstream  lending  business  to 
a  50%  share. 

Already,  despite  a  still  low  jobless  rate,  delinquencies,  foreclo- 
sures and  other  signs  of  distress  are  surfacing  in  the  subprime 
segment  of  the  nonagency  market.  Even  a  mild  business  down- 
turn could  cause  a  revulsion  against  the  kind  of  easy  credit  that 
put  so  many  houses  within  financial  reach  (or  seemed  to). 

Investment  strategies  to  deal  with  this  predicament  could 
involve  two  exchange-traded  funds.  Bears  on  residential  real 
estate  could  sell  (if  they  own  it)  or  short  (if  they  don't)  the  Street- 
Tracks  SPDR  Homebuilders  (35,  XHB)  or  buy  the  puts  thereon. 

To  profit  from  a  housing-induced  drop  in  short-term  rates, 
buy  the  iShares  Lehman  1-3  Year  Treasury  Bond  Fund  (80,  SHY) 
or  its  call  option.  F 


Don't  believe 
talk  that  the 
worst  of  the 
real  estate 
downturn  is 
over.  Too  many 
funky  loans  are 
out  there. 


I  Forbes 


James  Grant  is  the  editor  of  Grant's  Interest  Rate  Observer. 
Visit  his  home  page  at  www.forbes.com/grant. 
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Can  a  particular  blue  boost  sales?  It  can -when  it's  the  right  t 
color  trends  and  having  the  right  paint  in  stock  adds  up  to  repe 
Vormittag  Associates.  Inc.  (VAI)  set  up  a  system  that  links  sj 
with  sales  trends.  Daily  sales  went  up  immediately.  Miller  Pai 
eight  months.  And  in  one  year,  they  saved  $130,000  just  by  b 
innovation  for  coverage?  Talk  to  IBM  or  an  IBM  Business  f 


Fixed-Income  Watch 


Richard  Lehmann 


THE  BEST  DEFENSE 


USE  THE  GOOD  TIMES  TO  PREPARE  FOR  THE 
coming  bad  times.  That  old  piece  of  wisdom  could 
find  considerable  utility  in  the  next  year  or  two. 
Fellow  columnist  Gary  Shilling  has  been  unequiv- 
ocal in  predicting  a  recession  triggered  by  a  col- 
lapse in  the  housing  market.  Should  his  warnings  come  true  in 
2007,  you  can  still  prosper.  That  is,  if  you  invest  in  fixed- 
income  securities. 

Income  investors  have  refuges  where  they  can  profit  from 
adversity.  Even  if  the  bad  times  don't  come,  they  can  do  well, 
too.  Diversification  is  the  key  to  such  a  happy  state  of  affairs. 
In  the  fixed-income  world,  diversification  usually  means  buy- 
ing securities  from  different  issuers  with  different  maturities 
and  credit  ratings.  Take  another  tack.  Allocate  your  capital 
among  income  sources  that  depend  on  different  drivers:  inter- 
est rates,  energy  prices,  stock  market  performance  and  com- 
pany- or  industry-specific  events. 

Begin  with  securities  sensitive  to  interest  rates.  I  like  trust 
preferreds  and  closed-end  income  funds  because  they  are  liq- 
uid and  offer  good  yields.  Put  40%  of  your  fixed-income 
money  here.  A  slowdown  brings  lower  rates,  pushing  up  prices 
of  bonds.  Bad  times  also  reduce  inflation  fears,  the  bane  of 
fixed-income  investors,  and  depress  stock  prices,  making 
income  securities  more  appealing.  Don't  buy  issues  below  a 
Standard  &  Poor's  BB  or  Moody's  Ba,  the  highest  tier  for  junk. 
A  severe  economic  contraction  could  lead  to  a  default  wave  or, 
almost  as  harmful,  fear  of  one,  thereby  slamming  prices. 

Put  20%  in  convertible  securities;  these  pay  you  decent 
interest  while  you  are  waiting  for  the  stock  market  to  recover, 
so  your  securities  can  be  switched  into  upward-moving  shares. 
Convertible  preferreds  and  closed-ends  specializing  in  con- 
verts are  the  best  vehicles  here.  But  stay  away  from  manda- 
tory convertibles,  which  move  you  into  equity  at  a  certain  date 
that  may  not  be  a  good  one  for  you. 

Get  some  exposure  to  energy.  I  have  already  recommended 
Canadian  oil  and  gas  trusts,  most  recently  in  my  Oct.  30  col- 
umn. I  noted  then  that  the  decline  in  oil  and  gas  prices  pulled 
down  trust  shares  and  yielded  a  buying  opportunity.  Like  real 


estate  investment  trusts  in  the  U.S.,  the  Canadian  oil  trusts 
pass  through  their  income  and  are  not  taxed  at  the  corporate 
level.  Alas,  shortly  after  my  column  appeared,  the  Canadian 
government  announced  plans  to  end  the  trusts'  tax  advantages 
in  201 1,  and  prices  plunged  even  further. 

The  government  acted  out  of  fear  that  too  many  companies 
outside  the  energy  realm  were  adopting  the  trust  structure 
and  sending  less  tax  revenue  to  Ottawa.  Moves  by  two  of 
Canada's  largest  companies  to  become  trusts — Telus  and  BCE, 
both  telecoms — proved  too  much  for  officials.  Remember, 
however,  that  we  have  four  years  until  the  heavier  taxing  takes 
effect.  Expect  vigorous  lobbying  by  the 
energy  industry  to  blunt  the  tax  plan's 
effect  on  its  trusts.  They  have  a  powerful 
argument:  The  trust  structure  has 
worked  very  well  in  attracting  the  capital 
needed  to  develop  Canada's; 
valuable  oil  sands  deposits.  Let's 
see  if  it  continues  now.  If  that 
doesn't  work,  the  trusts  can  use 
the  four-year  grace  period  to 
rejigger  their  finances  so  the 
nice  dividends  aren't  hurt  too 
badly — borrowing  more  heav- 
ily, for  instance. 

The  latest  price  slump  has 
brought  dividend  yields  for 
these  trusts  up  to  a  10%  to  17% 
range,  making  them  a  better 
buy  than  we've  seen  in  two 
years.  Make  a  20%  capital  allo- 
cation to  this  sector. 
The  final  20%  of  your  portfolio  should  be  held  in  short- 
term  investments  (rates  these  days  of  5%  aren't  bad)  and 
undervalued  targets  of  opportunity.  Take  a  chance  on  debt 
from  General  Motors  and  Ford.  The  corporate  bonds  and  pre- 
ferreds yield  10%  to  11%;  securities  from  the  companies' 
stronger  financing  arms,  GMAC  and  Ford  Credit,  have  better 
credit  ratings  and  yield  8%  to  9%.  GM  and  Ford  are  simply  not 
going  to  stiff  creditors,  despite  scare  stories  you  read  and  hear. 
Now  is  a  good  time  to  buy  these  things.  Year-end  tax-loss  sell- 
ing likely  will  depress  prices.  Auto  bonds  should  see  an  uptick 
in  January,  as  happened  this  year. 

My  past  columns  have  detailed  specific  trades  that  fit  into 
this  40-20-20-20  allocation.  A  selection  from  those  picks  are 
summarized  in  a  table  available  for  your  perusal  on  the  Web 
(forbes.com/lehmann).  The  21  securities  have  a  composite 
current  yield  of  9.3%.  It  is  reasonable  to  expect  capital  appre- 
ciation, as  well,  but  even  if  you  don't  get  it,  you  stand  a  good 
chance  of  outperforming  equity  investors,  especially  if  that 
Shilling  recession  is  around  the  corner.  F 


Here's  how  to 
diversify  your 
fixed-income 
portfolio  so 
you  prosper 
no  matter 
what  happens 
tothe 
economy. 
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COLLEGE  COSTS  OF  $50,000  A  YEAR?  THAT  PROSPECT 
seemed  extreme  when  I  wrote  about  soaring  higher 
education  bills  in  a  1989  column.  Then,  tuition  and 
fees  at  private  four- year  colleges  averaged  $20,000  in 
2006  dollars.  But  17  years  later  the  tab  has  jumped 
50%  in  inflation-adjusted  terms,  to  $30,000  (see  chart). 

One  reason  for  exploding  prices:  The  schools  can  get  away 
with  it.  Demand  exceeds  supply  at  high-end  private  schools. 
Americans  have  always  associated  education  with  career  success, 
and  college  grads  earn  45%  more  than  high  school  grads. 

Many  believe  that  college  educations,  not  the  innate  talents 
of  students,  give  rise  to  this  earnings  disparity.  This  presumption 
is  unproven,  and  causality  may  run  the  other  way.  Also,  the  pres- 
tige of  American  institutions  attracts  hordes  of  foreign  students. 
The  irrefutable  proof  of  excess  demand  is  that  universities  pay 
legions  of  employees  to  turn  down  perfectly  good  business.  Many 
first-tier  universities  admit  only  one  of  ten  applicants. 

The  better  schools  assess  only  the  most  prosperous  cus- 
tomers the  full  amount.  Then  they  give  part  of  that  money  to 
poorer  families  to  yield  their  desired  student  body  mixes.  This 
is  price  discrimination,  pure  and  simple.  In  this  environment 
college  presidents  worry  more  about  catching  up  and  keeping  up 
than  about  costs.  Second-tier  schools  strive  to  improve  faculty 
salaries  and  campus  infrastructure  (labs,  dorms,  libraries)  to 
compete  with  the  leaders.  And  the  first  rank  is  determined  to 
stay  ahead. 

Will  additional  government  aid  or  alumni  giving  curb  the 
tuition  spiral?  No.  If  the  Democrats  get  their  way  and  Congress 
provides  more  federal  support,  that  would  only  increase  higher 
education  demand  and  allow  colleges  to  make  offsetting  tuition 
hikes.  Fatter  contributions  to  your  alma  maters  endowment  will 
encourage  more  spending.  Most  institutions  keep  tuition  and  fees 
at  a  constant  percentage  of  total  income,  includ- 
ing income  from  endowment.  So  more  endow- 
ment means  higher  tuition. 


Still,  there  are  reasons  to  hope  for  an  end  to  this  plague  of 
ever  higher  bills.  One  is  increased  competition  by  online  educa- 
tion. For-profit  institutions  and  lesser-known  public  universities 
are  offering  much  cheaper  virtual  classrooms.  And  recall  that  not 
long  ago  the  premium  selling  prices  of  prestigious  retailers  were 
immune  to  inroads  from  e-tailing.  Not  now. 

Demand  for  higher  ed  may  also  moderate  as  parents  revolt. 
Some  have  been  forced  to  limit  their  family  sizes  in  anticipation 
of  crushing  tuitions.  In  yesteryear  many  families  skipped  vaca- 
tions to  meet  college  costs;  nowadays  they  substitute  their 
houses'  appreciation  via  home  equity  loans.  But  with  the  collaps- 
ing housing  bubble  (see  my  June  19  column),  this  well  is  running 
dry.  Parents  also  realize  that  more  money  is  buying  a  deteriorat- 
ing product.  A  2005  federally  sponsored  study  finds  declining 
literacy  among  the  college  educated.  Many  schools  have  aban- 
doned core  curriculums,  along  with  any  effort  to  influence  their 
students'  morals  and  ideals. 

Many  parents  are  shifting  college  costs  to  students,  who  leave 

Higher  Edf  Higher  Costs  

College  costs  have  surged  in  the  past  three  decades.  Here's 
the  real  rise  in  tuition  and  fees  for  private  four-year  schools. 
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undergraduate  days  with  $20,000  of  debt  on  average.  New  stu- 
dent loans  through  banks  tripled  to  $17  billion  from  2001-02  to 
2005-06.  Less-swanky  private  and  public  schools  are  fighting 
price  discrimination  with  price  discrimination  by  using  merit  aid 
to  buy  students  from  the  first  tier.  Ivy  league  colleges  discount 
only  for  need,  but  in  2003-04,  62%  of  public  and  50%  of  private 
school  grants  were  based  on  merit,  up  from  45%  and  33%  respec- 
tively ten  years  earlier.  And  these  schools  often  provide  just  as 
good  an  education.  Only  11%  of  large  company  chief  executives 
had  Ivy  league  diplomas  in  2004,  down  from  16%  in  1998. 

Families,  wondering  whether  the  big-ticket  schools  are 
worth  the  money,  should  reflect  on  these  nongraduates: 
Andrew  Carnegie,  Henry  Ford  and  Bill  Gates.  Real  wages  of 
college  grads  fell  3.1%  between  2000  and  2005.  Supply-demand 
imbalances  get  corrected  eventually.  College  education  will  be 
no  exception.  F 
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Edward  Wilson  believed  in  America, 
and  he  would  sacrifice  everything  he  loved  to  protect  it. 
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Stocking  Stuff er 

Ridiculous4obking?  Sure.  But  Dan  Nachbar's  personal  blimp  is  a  borderline 
work  of  genius,  with  potential  to  rise  above  mere  novelty  By  Alan  Farnham 


\  \  KNiOR  PA  MR-  NACHBAR  HAS  COME  UP  WITH  A  CON- 
tradiction  tn-terms:  a  serious  blimp.  Bulbous  bodies  usually 
invite  laughs— and  Nachbar's  vessel,  looking  nearly  spheri- 
caL pushes  the  comic  envelope.  Yet  its  ingenious  design,  low  cost 
and  simplicity  give  it  the  potential  to  be  more  than  a  rich  mans 
tor  (his  original  idea).  As  a  toy,  though,  it's  compelling. 

Instead  of  using  costly  helium,  Nachbar  uses  hot  air  gener- 
ated by  an  onboard  propane  burner.  The  envelope,  not  needing 
to  be  gas-tight,  is  made  of  ordinary  heat-treated  nylon.  Beneath 
the  skin,  unseen  in  the  photo  below,  sits  a  spindle  of  aluminum 
ribs,  whose  front  ends  meet  in  a  nose  cone,  their  back  ends  in 
a  tail  cone.  The  ribs  are  flexible,  kept  in  tension  by  an  axial  wire 
running  nose-to-tail  through  the  center  of  the  ship.  The  best 
way  to  picture  this,  says  Nachbar,  is  to  imagine  two  open  and 
opposed  umbrellas,  joined  at  the  handles. 

"The  term  for  this  is  a  'tension-membrane  structure,"'  he  says. 
"These  have  great  strength-to-weight  ratios.  Wherever  you  need 
a  large  volume  enclosed  by  a  lightweight  structure,  they're  ideal." 
The  blimp  holds  205,000  cubic  feet  and  measures  a  little  over  100 
feet  long  by  70  feet  in  diameter.  A  vectorable  24hp  gasoline  motor 
attached  to  the  tail  cone  scoots  pilot  and  passenger 
along  at  1 2  miles  an  hour.  See  www.person-  ^^^^^^^ 
alblimp.com  for  other  specs.  sf0^ 

When  you're 
flying,  just  vent 


die  hot  air,  release  die  tensioning  wire  and  voila!— die  whole  con- 
traption folds  up  like  an  umbrella,  leaving  a  neat,  compact  cylin- 
der. No  hangar  required.  Just  throw  a  tarpaulin  over  it,  and  go 
home.  Nachbar,  a  former  Bell  Labs  computer  scientist,  hasn't  yet 
setded  on  a  price,  but  he  thinks  $100,000  to  5200,000  would  be 
about  right. 

But  is  this  just  another  bauble  for  a  Neiman  Marcus  catalog? 
Nachbar  thinks  not.The  personal  blimp  may  have  a  more  serious 
(and  profitable)  application  as  a  platform  on  which  to  mount  sen- 
sors—the kind  now  being  used,  say,  by  mining  giant  De  Beers  for 
aerial  prospecting  in  South  Africa. 

De  Beers  is  using  a  modern-day  Zeppelin,  because  that 
craft  is  virtually  vibration-free.  Unlike  blimps,  whose  motors 
are  mounted  on  their  gondolas,  Zeppelins  have  a  metal  skele- 
ton that  permits  the  engines  to  be  situated  farther  down  the 
hull.  That  means  sensors  in  the  gondola  are  unperturbed  by 
vibration.  The  quality  of  data  received  is  superior  to  what 
could  be  had  onboard  a  plane,  a  helicopter  or  a  conventional 
blimp.  But  a  Zeppelin  will  set  you  back  $12  million  or  more. 

Nachbar's  prototype,  with  its  tail-mounted  engine,  offers 
low  vibration  at  low  cost.  He  sounds  almost  disappointed 
that  his  brainchild  might  amount  to  some- 
^^^^^^  thing:  "What  was  going  to  be  my 

plaything  is  now  a  technology 
demonstrator."  F 
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Ice  Follies 


A  home  rink  can  be  a  $1,000  slapdash  affair  or  a  $1  million  showpiece.  The  lure 
is  the  same — skating  on  your  own  ice,  on  your  own  time  |  By  Ashlea  Ebeling 


WHEN  ROB  BURNETT,  EXECUTIVE 
producer  of  the  Late  Show  with 
David  Letterman,  hops  on  his 
custom  John  Deere  tractor  at  home  in 
Greenwich,  Conn.,  it's  not  to  tame  the 
land  but  to  resurface  his  outdoor  rink. 
"Building  ice  is  an  art,"  he  says.  "You  can't 
just  run  a  hose  and  flood  the  thing.  You've 
got  to  paint  it  on  in  thin  layers."  When 
there's  a  crisis — pockets  of  air,  say — he 
calls  his  rink  shrink.  This  is  a  customer 
rep  at  Custom  Ice,  a  Burlington,  Ont. 
company  that  builds  refrigerated  residen- 
tial rinks.  "She'll  talk  me  down,"  he  says. 

Burnett,  44,  skates  with  his  wife  and 
three  kids,  ages  5  to  1 1  (two  girls  and  a 
boy),  and  hits  the  puck  three  times  a  week 
with  a  dozen  neighborhood  guys.  They 
keep  stats,  and  there's  a  trophy.  "The  only 
reason  I'm  allowed  to  play  is 
because  it's  my  ice,"  he  says. 

Don't  kid  yourself,  though, 
that  adding  a  rink  will  raise  your 
home's  resale  value.  Do  it  for  the 
exercise.  Says  Daniel  Craig  (not 
the  actor),  a  facilities  manager 
with  the  National  Hockey  League 
and  owner  of  his  own  home  rink, 
"You  see  a  player,  and  ask,  'Where 
did  you  learn  that?'  They  learned 


it  in  the  back  yard  with  their  friends."  Both 
Wayne  Gretzky  and  Sarah  Hughes  grew  up 
with  home  rinks. 

You'll  have  two  big  choices  to  make. 
First,  permanent  or  portable?  A  portable 
rink  is  laid  out  over  a  lawn  and  broken 
down  in  spring.  Second,  will  you  rely  on 
mother  nature  or  on  refrigeration  coils  to 
freeze  the  water? 

Burnett's  has  coils  embedded  in  its 
concrete.  Off-season  it's  a  tennis  court. 
Around  Thanksgiving  he  converts  it  to  ice 
and  skates  through  mid-March.  The  price 
tag  for  this  60-by-  120-foot  convertible  was 
$250,000  installed.  Laura  Glass,  a  stay-at- 
home  mom  and  amateur  figure  skater  in 
Youngstown,  Ohio,  and  her  husband  paid 
Custom  Ice  $125,000  for  their  55-by-90- 
foot  rink;  but  clearing  trees  and  adding  a 


Rob  Burnett's  tennis  court/rink,  off-season. 


warming  hut  with  fireplace,  another 
structure  to  house  the  rink  resurfacer,  and 
brick  columns  topped  with  globe-shaped 
lights  cost  an  additional  $200,000. 

A  big  rink  needs  a  400-amp  220-volt 
service  all  to  itself.  Glass'  smaller  rink  eats 
up  $  1 ,500  a  month  in  electricity. 

Although  a  six-figure  personal  rink 
sounds  lavish,  some  of  Custom  Ice's 
indoor  jobs  have  cost  more  than  $1  mil- 
lion. There's  an  NHL-regulation-size  (85- 
by-200  feet)  domestic  rink  in  Toronto. 
And  there's  another  in  Maryland  with  a 
tinted  greenhouse  roof.  The  owner  can 
melt  the  ice  in  24  hours  to  switch  it  to  a 
basketball  court. 

Custom  Ice  has  a  portable  rink  meas- 
uring 20-by-40  feet  that  costs  $19,000. 
You  roll  out  the  refrigeration  coils,  then  in 
summer  roll  them  up  for  storage.  Do-it- 
yourselfers  can  spend  even  less.  Benjamin 
Patch,  a  derivatives  specialist  at  AIG 
Financial  Products,  bought  materials  for 
his  35-by-55-foot,  naturally  cooled  rink 
for  $1,000:  brackets  and  a  liner  from 
Nicerink.com,  and  lumber.  Owing  to 
warm  weather,  he  got  only  14  days  of  skat- 
ing last  season.  A  friend  got  even  fewer. 
Explains  Patch,  "A  neighbor  put  goldfish 
in  his  rink."  F 
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COMPUTER  SOFTWARE  Advertisement 


Forbes 


THE  BEST  PATCH 

IS  STILL 
ONLY  A  PATCH 


With  most  security  software  products,  you  get  patch 
after  patch,  protecting  you  against  new  on  line  Threats'. 
But  only  AVG  takes  your  protection  a  giant  step  further. 
When  you  buy  our  integrated  Internet  Security  software, 
we  send  you — free — completely  new  versions  as  fast  as 
we  develop  them.  Not  just  patches.  So  you  rapidly  get 
the  benefits  of  every  improvement  we  make — in  speed, 
efficiency,  ease  of  use,  and  more.  AVG  Internet  Security 
protects  against  everything  from  viruses  to  spyware, 
trojans  to  worms  to  spam.  With  free  24/7  support,  it's  the 
best  value  in  online  security.  And  it's  always  new. 


For  a  free  30-day  trial, 
go  to  grisoft.com. 


41  AVG 


Protecting  against  online  threats  since  1991. 


All  AVG  security  products  are  available  in  the 
integrated  Internet  Security  suite  or  as  stand- 
alone modules,  for  homes  and  businesses. 
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luxury  Yachting 


K< .  Rent  A  Greek 


Cruising  Palace 


And  sail 
among  the 
,000  Greek 
islands 


THEN  YOU  CAN  SELECT  YOUR  OWN 
ENVIRONMENT,  YOUR  OWN  SCENERY,  YOUR  OWN  ISLAND! 
Charter  a  moror  yacht,  motor  sailer  or  sailing  yacht  (for  4  to  200  guests, 
from  60'  to  490'  and  S 1 ,500  to  §200,000  per  day  for  entire  yacht  with 
its  lull  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 
of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 


•  You  can  plan  your  own  itinerary  with  your  own  captain 
•  Your  food  with  your  own  chef 
•  Your  drinks  with  your  own  steward,  or  leave  it  up  to  them 
to... pamper  you. 

VALEF  YACHTS  LTD. 

lntemation.il  Headquarters:  7254  Fir  Rd.,  P.O.B.  385,  Ambler,  PA  19002  U.S.A. 
Tel:  (215)  64 1  -0423  •  (800)  223-3845  •  Fax:  (215)641-1 746 
,  E-mail:  INKX"  VALCrYACHTS.com  •  Website:  VALEFYACHTS.com 


-  John  ±  Christian 


Designers  8  Craftsmen 


9\[umeros-  Collection 

Jour  Anniversary  T)ate 

in  Roman  Numerals! 

'December  11, 1998  =  X 1 1  XI  MCMXCVIII 


View  Our  "Entire  Collection  Online.  Available  in  Sterling,  Gold  &  Platinum 


free  catalogue     RINGBOX.COM  1-888-646-6466 


Capital  Available 


Custom  Made  Shirts 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellent  manage- 
ment and  growth  potential. 
ARBOC  INC.  772-546-7813 


Custom  Made  Shirts 

Made  to  fit  you. 
For  Men  &  Women. 
From  finest  imported  Cottons. 
■  i    Box  of  six  from  $89  each 
it  SH/H.  Free  Monogramming 
c  Gift  Certificates  Available 
e-mail  info@britishtailore  com 
Call  Toll  Free:  1  266-857-8487 


Legal  Services 


Precious  Gemstones 


Business  Services 


(Infer 
This  Book!!! 


t  all  Ally 
JetTcry  Losing 
1 1 2-H07-1VW 


Fathers' 
Rights 


G  E  M  S  T  0  N  E  S  I  NYC  BUSINESS  ADDRESS 


The  Saint  Hart  Gallery,  LTD. 
Precious  Gemstones 
and  Objetsd'Art 
Serving  Our  Precious  Clients  Since  1926 
www.SaintHart.com 
1-800-833-GEMS  (4367) 

Investment  Gemstones  •  Museum  Quality.  Rare  Collector  Pieces 


Use  our  prestigious  Fifth  Avenue 
address  as  your  own.  Get  your 
mail  &  packages.  Safe  &  Secure. 
Voicemail  &  Fax  #s  available. 

www.nymail.com 
244  Fifth  Avenue  212-679-0000 


Opportunity  Of  A  Lifetime 

Buy  into  a  4,000,000  Acre 
Hunting  Camp  in  British 
Columbia  Salmon  Fishing, 
Grizzly,  Mt  Goat,  Sheep,  Moose, 
Black  Bear,  Wolf  &  Caribou. 
Fax  605-343-9485 


For  Advertising  Information 
and  Rates  Contact: 
Media  Options 
1-800-442-6441 

mediopt(a  aol.com 


You  can  charge  your  ad 


Forbes 


Forbes 


SLAM  DUNK  INVESTING  IN  OIL 

Curtis  Hesler,  Editor  of 
Professional  liming  Service,  rec- 
ommended Enerplus  Resources 
(ERF)  at  $17.  It's  now  $43,  and 
still  pays  a  10%  dividend.  He 
believes  that  there  are  4  major 
opportunities-crude  oil,  gold, 
stocks  and  bonds-that  will  make 
and  break  millionaires.  Subscribe 
today  and  get  his  free  special 
report,  OS:  Slam  Dunk  Investing 

for  Income  &  Capital  Gains. 
Call  toll  free  1-877-733-7876  or 
www.forbesnewsletters.com/pts 


Forbes 

Subscriber 
Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other  customer  service, 
visit  our  site  at .... 
www.forbes.com/customerservice 

orcalL.800-888-9896 


B  u  s 
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Life  insurance  prices 
drop  to  all-time  lows 

Call  or  visit  lnsure.com  today.  Compare  prices  in  seconds. 
Freedom  to  buy  from  the  company  of  your  choice. 
Also  quoting  auto,  health,  home  and  more! 


Monthly  Rates  for  Females 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$440 

40 

$116 

$240 

$617 

45 

$201 

$423 

$1,076 

50 

$328 

$652 

$1,623 

55 

$498 

$1,019 

$2,542 

60 

$755 

$1,536 

$3,833 

65 

$1,269 

$2,533 

$6,326 

70 

$2,069 

$4,134 

$10,329 

Monthly  Rates  for  Males 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$486 

40 

$123 

$240 

$661 

45 

$214 

$423 

$1,186 

50 

$353 

$701 

$1,973 

55 

$597 

$1,188 

$3,417 

60 

$967 

$1,928 

$5,909 

65 

$2,028 

$4,051 

$10,153 

70 

$3,233 

$6,461 

$16,214 

Also  available:  15,  20,  25  and  30  year  level  plans 


"The  premier  Web  site  in  terms  of  details  and  ease  of  use, 
(best  of  all,  it's  free)"  —  Yahoo!  FINANCE 

"...we'd  recommend  you  do  your  insurance  shopping 

here..."  llarron's 

"New  source  for  best  buys  In  insurance.  One  way  to  get 

to  kn  OW  the  market."  —  hij)l inker's  Personal  Finance 

"...provides  rock-bottom  quotes  for  life  insurance... 
this  s'te  Is  flush  with  useful  features."  lbrbes.com 


"A  godsend  for  those  who  are  shopping  around  for  the 
best  deal  in  insurance."  —  Independent  Business 


"The  best  Web  site  I've  found...' 


The  Dallas  Morning  New  s 


"...outstanding  -  as  good  as  a  Web  site  on  insurance  can 
possibly  be.  Hats  off  and  a  gold  star  to  the  top  insurance 

site  on  the  Web."  —  Insurance  for  Dummies 

"This...  solution  has  value  for  those  who  prize 
immediacy  and  privacy."     U.S.  News  &  World  Report 


visit  lnsute.com 

S  Or  call  1-800-441-0072  for  FREE  quotes  and  advice 


Ad  Code:  FORBS  12/06 


NOTE:  The  sample  10-year  term  life  Pennsylvania  rates  shown  above  are  not  specific  to  any  individual  person  or  insurer.  Please  call  1-800-441-0072 
or  visit  www.insure.com  to  obtain  personal  quotes  specific  to  your  health  history  profile.  Copyright©  1984-2006  Quotesmith.com,  Inc..  8205  South  Cass 
Avenue,  Suite  102,  Darien.  Illinois,  60561.  All  rights  reserved.  CA  agent  #0A13858,  LA  agent  #200696,  MA  agent  #333509159.  Quotesmith.com,  Inc. 
dba  lnsure.com  Insurance  Services  in  CA  under  agent  #0827712,  in  LA  under  agent  #205078.  Quotesmith.com,  Inc.  dba  lnsure.com  Insurance 
Services,  Inc.  in  UT  under  agent  #90093.  Quotesmith.com  dba  lnsure.com  and  Life  Quotes,  Inc.  in  CO. 
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Luxury  Real  Estate 


Legal  Services 


WH1PPOOR WILL  FARM 


Classic  country  estate,  totally  restored,  boasts  antique  floors,  9 
fireplaces,  luxurious  master  suite  plus  4  en  suite  bedrooms.  Guest 
house,  caretaker  cottage,  barn,  tennis  court,  pool,  gardens  and 
stone  walls.  Over  50  acres.  Potential  horse  property.  $6,450,000 

R.  A.  McCAFFREY  Realty 

Ph:  845/265-4113 

info@mccaffreyiealty.com  •  mccaffreyrealtj  .com 
Christie's  Great  Estates.  Exclus  Affiliate  •  Westchester.  Putnam  Dutchess  MLS 


Award 
Winning 
Book 

Order  Now 

3£S* 


Steven  Sears,  CPA  •  Attorney  at  Law 
949-262-1100  •www.searsatty.com 


Mortgages 


Luxury  Homes  Lender 


Ross  Erskine 

ADV  Lending  Nationwide  Lender 

1-800-618-1450 

RErskine@ADVLend.  com 
Lending  to  $18,000,000 
Licensed  mortgage  lender  in  all  50  states. 


Business  Opportunity 


BUSINESSES  FOR  SALE 


International  Investment  Banking  Finn 
has  Middle  Market  Businesses  for  Sale 

GW  EQUITY 

877-213-1792 


www.GWEQUITY.com 


'LOOK"  This  is  Different 


If  you  can  comfortably  afford  a  "one 
time"  investment  of  $  11,900  you 
could  earn  $  1 5,000  plus  every  month 
and  it's  easy  and  fun!  We  guarantee  to 
show  you  how  -  in  your  area  -  where  it 
counts,  "a  Corporate  First".  Includes 
a  one-on-one  training  Program. 
CALL:  1-877-808-0800 


Capital  Available 


Timeshare 


Working  Capital 

P.O./  Trade  Finance/ 
Letters  of  Credit 
Domestic  and  International 
Accounts  Receivable  Factoring 
Capstone  Business  Credit,  LLC 


212-755-3636 
212-755-6833  (Fax) 


r 


Franchise 


Franchises  Available 

•  Proven  Business  Model 

•  Be  The  Boss  For  Once! 

•  Excellent  Training  Support 

•  Low  Overhead  'High  Margins 
Blinds  •  Shutters  •  Solar  film 

BLINDSHACK.COM 

888-624-1718 


Timeshares 

^60-80%  off  MUM 
(800)  640-7639 

holidaygroup.com/fm 


Art  Wholesale 


Buy/Sell  Fine  Art 
305.932.6166 

20633  Biscay ne  Blvd.  Aventura,  FL  33180 


Global  Investing 


PICK  TOP  MARKETS  Fl  MIS 
Mww.GlobaIMaiketsReport.com 


LEADING  INVESTORS  GUIDC  TO  OFF  SHORE  Fl  NUN 

50  TOP  PERFORMING  DAILY  OFF  SHORE 
MARKET  CHARTS  &  TOP  FL'NDS 

E  \R\  l>\  FR  .10%  RETURN  FOR  ONLY  SM  A  MONTH 
I  WEEK  FRFF  TRIAL 


Back  Pain 


BACK  PAIN? 

m 

CALL  TOL 

FREE  information  on 
TEED  seal  and  back  supports. 

Posture  Education 

www.postureeducation.com 

Why  do  You  Need 
to  Own  a 
Private  Bank? 

Free  Report 

800-733-2191 
WBC 

est.  1991 


SMALL  ADS  BRING 


RESULTS! 

Call:  l -800-442-644 1 


Forbes 


Subscriber  Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other   customer  service, 
visit  our  site  at .... 
www.forbes.com/customerservice 

or  call...800-888-9896 


Newsletter 


pa 


gTHE  WORLD  IS  SHRINKING!! 


Nanotechnology  is  changing  our  world 

...  our  dothes,  the  military,  science, 
autos,  medical  technology ...  every- 
thing! Ifetoeinves&Tientorjp^ 
of  a  lifetime  for  those  wtx)  tomor- 
row's superstars  today.  The  monthly 
Forbes/  Wolfe  Nanotech  Report 
puts  you  on  the  right  side  of  history, 

separates  the  true  leaders  from  toe 
CAfSrhyped.  Subscribe  risk-free  at  just 
$195.  Save  67.5%  and  get  2  valuable 
Free  Reports.  Satisfaction  Guaranteed 
by  Forbes.  Call  800-523-7967  or  go 

to  wvwv.forbeswolfe.a 

Please  use  savings  code  JK 


The  Forbes  Stock  Market  Course 


The  Forbes  Stock  Market  Course 

is  an  easy-to-read  common  sense 
guide  to  building  wealth.  It  is  a 
perfect  gift  for  family  and  friends 
. .  .for  anyone  who  is  interested  in 
investing.  The  newest  edition  gives, 
you  a  better  understanding  of  every- 
thing from  Financial  Statements  to 
Fundamental  and  Technical  Analysis  - 
Stocks  and  Bonds  to  Futures  and 
Options  -  Mutual  Funds  to  Hedge 
Funds.  As  a  reader  of  Forties  Magazine 
you  are  invited  to  take  advantage  of 
a  special  price  of  just  $99.95 
(save  S50  off  the  regular  S149.95  price.) 

Go  to  www.torbcsmc.cont/smc4  and  place  your 
order  now  or  call  1-800-429-0106  and  give  the 
operator  1  special  savings  r  ode  of  S3Q05 


Forbes 
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For  Advertising  Information 
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Media  Options 
1-800-442-6441 

mediopt@aol.com 
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Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  1991  Popular  Science  Award  for  the 
"Best  of  What's  New"  in  Leisure  Products 


$14,615 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


TIME  IS  IT.  Over  92%  of  people  who  own  exercise  equipment  and 
88%  of  people  who  own  health  club  memberships  do  not 
exercise.  A  4  minute  complete  workout  is  no  longer  hard  to 
believe  for  all  the  people  who  since  1990  have  bought  our 
excellent  Range  of  Motion  machine  (ROM).  Over  97%  of  people 
who  rent  our  ROM  for  30  days  wind  up  purchasing  it  based  upon 
the  health  benefits  experienced  during  that  tryout,  and  the  ROM 
performance  score  at  the  end 


to  over  100  years  old  and  highly  trained  athletes  as  well.  The 
ROM  adapts  its  resistance  every  second  during  the  workout  to 
exactly  match  the  user's  ability  to  perform  work.  It  balances  blood 
sugar,  and  repairs  bad  backs  and  shoulders.  Too  good  to  be  true? 
Get  our  free  video  and  see  for  yourself.  The  best  proof  for  us  is 
that  97%  of  rentals  become  sales.  Please  visit  our  website  at: 
www.  FastExercise.com . 


of  each  4  minute  workout  that 
tells  the  story  of  health  and 
fitness  improvement.  At  under 
20  cents  per  use,  the  4 
minute  ROM  exercise  is  the 
least  expensive  full  body 
complete  exercise  a  person 
can  do.  How  do  we  know  that 
it  is  under  20  cents  per  use? 
Over  90%  of  ROM  machines 
go  to  private  homes,  but  we 
have  a  few  that  are  in 
commercial  use  for  over  12 
years  and  they  have  endured 
over  80,000  uses  each, 
without  need  of  repair  or 
overhaul.  The  ROM  4  minute 
workout  is  for  people  from  10 


The  typical  ROM  purchaser  goes  through  several  stages: 

1.  Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

2.  Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

3.  Reading  the  ROM  literature  and  reluctantly  understanding  it. 

4.  Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 

5.  Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 

6.  Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 

7.  Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 

8.  After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 

9.  You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 
10.  Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 

Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  it. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  (jogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limbemess/flexibility. 


'  ROM  is  the  best 
time  management 
tool  ever. " 

Anthony  Robbins 


Motivational  speaker  Anthony 
Robbins  calls  the  ROM  a  fan- 
tastic time  management  tool. 
He  owns  3  ROM  machines:  one 
at  his  home,  one  at  his  resort  in 
Fiji,  and  one  that  travels  with 
him  to  all  his  seminars. 


Order  a  FREE  DVD  or  video  from  wvvw.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:  ROMFAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319  •  Email:  sales@FastExercise.com 


RENT  A  ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE. 


THOUGHTS 

On  the  Business  of  Life 


This  will  mark  the  50th  anniversary  of  a  Christmas  tree  and  treat  I  have  given  the  children  attending 
my  old  crossroads  country-school,  in  the  bleak  north  of  Scotland.  It's  a  great  occasion  for  these  non- 
pampered  youngsters.  Not  only  do  they  get  all  they  can  eat  of  delicacies  they  do  not  ordinarily  enjoy, 
but  they  will  be  entertained  by  a  professional  magician  and  all  of  them  will  receive  American  toys  and 

goodies.  Don't  you  pity  any  human  being  who  hates  Christmas?  —B.C.  FORBES  (1953) 

1  .  — — — — 


/  know  collectors  with  40,000  bottles 
who  if  you  poured  them  a  glass  ofGallo 
Hearty  Burgundy  wouldn't  know  the 
difference. 

—ROBERT  M.  PARKER  JR. 


Collectors  would  purchase  work  about 
people  whom  they  would  probably  never 
have  a  relationship  with,  but  are  safe  for 
them  to  admire  from  a  distance. 

—ANDRES  SERRANO 


/  was  tired  of  painting.  So  many  collectors 
bought  paintings  and  locked  them  in  bank 
vaults.  The  stained  glass  windows  allowed 
me  to  make  public  art. 

— MARCELLE  FERRON 


Paperbacks  blink  in  and  out  of  print  like 
fireflies.  They  also,  as  older  collectors  have 
ruefully  discovered,  fade  and  fall  apart 
even  more  rapidly  than  their  owners. 

—PAUL  GRAY 


/  do  not  look  with  favor  on  the  collecting 
of  first  editions  and  autographs,  but  it  is 
a  vice  which  is  sometimes  found  in 
otherwise  virtuous  persons. 

— A.E.  HOUSMAN 


He  was  the  worlds  only  armless  sculptor. 
He  put  the  chisel  in  his  mouth  and  his 
wife  hit  him  on  the  back  of  the  head 
with  a  mallet. 

—FRED  ALLEN 


All  the  arts  in  America  are  a  gigantic 
racket  run  by  unscrupulous  men  for 
unhealthy  women. 

—THOMAS  BEECHAM 


You  begin  with  a  group  of  objects  and  then 
build  a  room  like  a  glove  to  hold  them. 

— GAILLARD  RAVENEL 


You  know  it's  not  a  good  wax  museum 
when  there  are  wicks  coming  out  of 
people's  heads. 

—RICK  REYNOLDS 


I'd  asked  10  or  15  people  for  suggestions. 
Finally  one  lady  friend  asked  the  right 
question:  "What  do  you  love  most?" 
That's  how  I  started  painting  money. 

—ANDY  WARHOL 


Art  is  about  making  something  out  of 
nothing  and  selling  it. 

—FRANK  ZAPPA 


You  can't  lock  up  art  in  a  vault  and  keep 
it  frozen  for  posterity.  Then  the  artist  is 
betrayed,  history  is  betrayed 

—WALTER  PERSEGATI 


If  Venice  sinks,  I  my]  collection  should 
be  preserved  somewhere  in  the  vicinity 
of  Venice. 

—PEGGY  GUGGENHEIM 


The  public  history  of  modern  art  is  the 
story  of  conventional  people  not  knowing 
what  they  are  dealing  with. 

—ROBERT  MOTHERWELL 


Certainly  we  [the  Musee  d'Orsay]  have 
bad  paintings.  We  have  only  the  "greatest" 
bad  paintings. 

— FRANCOISE  CACHIN 


A  Text ...  

Mine  eyes  shall  be  upon  the  faithful 
of  the  land,  that  they  may  dwell 
with  me:  he  that  walketh  in  a 
perfect  way,  he  shall  serve  me. 

—PSALMS  101:6 

Sent  in  by  Bruce  Murray,  San  Diego,  Calif. 
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Samsung  Black  Carbon1 

•  3.0  megapixel  camera 

•  12.9  mm  thin 

•  Global  GSM  quad-band 


The 
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Edition 
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stylish  slim  slider  only  12.9  millimeters  thin.  Imagine  a  phone  that's  made  of  the  same  stuff  you  are. 
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"A  few  days  before,  a 
young  man  flew  out  here, 
tumbling  with  his  sled 
in  a  nasty  collision  that 
ruptured  his  spleen.  I  have 
already  flown  out  once 
myself,  rocketing  15  feet 
into  a  pile  of  hay  and 
snow;  the  impact  left  me 
barely  able  to  stand 
and  wave  my  bruised 
arms  as  instructed."  PAGE  156 
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The  Rocket  III  Classic  Tourer  -  this  isn't  your  stock  bike.  The  lush  touring  seat,  pull-back  bars  and  rider 
floorboards  deliver  a  truly  relaxed  riding  position.  It's  dressed  to  impress  with  almost  $2,000  of  accessories 
for  only  $700  more  than  the  standard  model.  Includes  a  bug-beating  roadster  screen,  full  leather  bags  that 
could  swallow  Texas  and  a  sissy  bar. 

Also  included,  ear  to  ear  grins  every  time  you  release  the  clutch.  www.tnijmphmotorcycies.com 
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I  WAS  GOING  TO  WRITE  THIS,  MY  ANNUAL  PASTORAL  HOLIDAY 
letter  to  our  beloved  readers,  about  Taylor  Antrim's  fascinating  article  in  this  issue 
on  armored  cars. 

It  begins  with  the  arresting  sentence  "Rounds  thudded  the  windshield,  I  hit  the 
gas  and  the  car  engine  stalled."  The  next  sentence  continues  "The  gunmen  closed 
in...."  That  boy  knows  how  to  get  the  reader's  attention.  Happily,  the  "rounds"  con- 
sisted of  paintball  pellets  and  the  "gunmen"  were  employees  of  the  security  com- 
pany that  provides  "close  protection"  and  instructs  Americans  on  how  to  stay  alive 
when  doing  business  overseas.  It's  a  cracking  good  read  and  begins  on  page  121. 

However,  as  I  collected  my  thoughts,  I  wondered  if  devoting  my  entire  pastoral 
letter  to  such  a,  well,  dire  subject  was  in  the  spirit  of  the  holiday  season.  This  shoul 
be  a  happy  time,  not  an  occasion  for  fleeing  gunmen  and  undergirding  the  family 
SUV  to  withstand  a  pound  of  C-4  explosives. 

And  so  I  turn  to  our  story  featuring  ForbesLifes  12  Gifts  of  Christmas.  What  a 
novel  concept.  I  bet  no  magazine  has  ever  done  that  before.  We're  pretty  clever 
here,  you  know. 

Oh,  dear.  Our  research  department  now  informs  me  that  the  12  Gifts  of 
Christmas  has  been  done  before.  Well,  I'll  wager  my  Christmas  bonus  (every 
Forbes  employee  receives  a  pint  of  heating  oil  and  and  two  Necco  wafers)  that  no 
magazine  has  ever  featured  these  gifts  of  Christmas:  a  sumptuous,  purring  Fisker 
Tramonto  automobile,  yours  for  only  $350,000.  Or  the  "Heretic"  motorcycle 
($65,000).  A  pair  of  handmade  Tres  Outlaws  boots  ($7,000).  The  governor  of 
California  owns  at  least  30  pairs.  A  truly  cool  Rock-Ola  jukebox  that  can  hold  up 
to  3,000  CDs  worth  of  music. 

If  you  want  to  make  it  a  white  Christmas,  there's  the  giant  white  truffle  in  its 
own  special  basket,  just  for  you  (upwards  of  $2,500  per  pound).  Or  an  up-close- 
and-personal  encounter  with  great  white  sharks  off  the  coast  of  Mexico.  Tm  dream- 
ing of  a  Cue  the  Jaws  sound  track.  It's  in  the  Rock-Ola. 

I  might  just  stay  here  and  take  my  chances  with  the  paintball  gunmen.  But  over 
to  you,  dear  readers,  and  a  happy  holiday  to  all. 
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'ROFESSION:  PILOT    career:  ACTOR 


ople  are  acquainted  with  the  star,  the  multi-faceted  actor.  But  John  Travolta  is  also  a  seasoned  pilot  with  more  than  5,000  flight  hours  under 
<  belt,  and  is  certified  on  eight  different  aircraft,  including  the  Boeing  747-400  Jumbo  Jet.  He  nurtures  a  passion  for  everything  that  embodies 
e  authentic  spirit  of  aviation.  Like  Breitling  wrist  instruments.  Founded  in  1884,  Breitling  has  shared  all  the  finest  hours  in  aeronautical 

history.  Its  chronographs  meet  the  highest  standards  of  precision,  sturdiness  and  functionality,  and  are  all 
equipped  with  movements  that  are  chronometer-certified  by  the  COSC  (Swiss  Official  Chronometer 
Testing  Institute).  One  simply  does  not  become  an  aviation  supplier  by  chance. 

For  an  authorized  Breitling  dealer,  please  call  800  641  7343 


$1 

BREITLING 


REITLING  NAVITIMER. 
CULT  OBJECT  FOR  AVIATION  ENTHUSIASTS. 


1884 


INSTRUMENTS   FOR  PROFESSIONALS 


Liquid  Crystal  Display 

SCULPTOR  JEFF  ZIMMERMAN'S  NEW  "SOFT  EXPLOSION"  COLLECTION  FOR  STEUBEN  TOOK  ITS  INSPIRATION  FROM 
the  frozen-moment  photographs  of  flash  pioneer  Harold  "Doc"  Edgerton— like  his  1957  "Milk-Drop  Coronet,"  with  its  droplets 
of  milk  rebounding  off  a  tabletop.  In  a  playful  turn  on  the  idea  of  glass  as  a  form  of  arrested  liquid,  Zimmerman  captures 
exactly  that  kind  of  spontaneous,  seemingly  random  moment  in  the  lead-crystal  "Splish"  and  "Splash"  bowls  (latter  shown).  Just 
the  thing  for  holding  those  holiday  candy  canes.  Splish  and  Splash  bowls,  each  $3,000.  (800)  STEUBEN,  www.steuben.com. 
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Christmas  For  The  Birds 


NOT  ALL  THE  BEAUTIFUL  BIRDS  HAVE  FLOWN  SOUTH  THIS  WINTER 
a  few  have  stuck  around  to  help  celebrate.  European  handblown 
glass  ornaments,  left  to  right:  Springtime  Bird  by  Inge-Glas  of  Germany 
($15  at  www.christmastraditions.com);  Red  Headed  Woodpecker 
($9)  and  Goldfinch  ($7)  from  Garden  Artisans  (www.gardenartisans.com). 


STYLISH 
SHREDDERS 


jgg|&  onquer  the  steeps  this  winter  with 
|§r  J|  the  very  latest  in  ski  tech.  The  new 
Volkl  Supersport  S5  Titanium  is 
■  an  all-mountain  speedster,  with  deep 
^J^F  side  cuts  to  propel  turns  and  Volkl's 
trademark  Motion  iPT  Piston  binding  system  that 
allows  the  ski  to  flex  naturally,  aiding  grip  and 
dampening  vibration.  $1,065.  www.volkl.com. 
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[Sprinting 
For  Speed 

FORGET  WI-FI.  SONY'S  NEW  VAIO  VGN-TXN10  SERIES  OF 
laptops  can  connect  to  the  Internet  via  Sprint's  EV-DO 
network  at  download  speeds  ot  300  to  400  kilobytes  per 
second,  or  about  the  same  as  DSL.  Sprint  promises  to  ramp 
this  up  to  450  to  800  Kbps  sometime  in  2007.  The  advantage, 
of  course,  is  that  with  one  of  these  inch-thick,  2.8-pound 
devices,  you  can  go  online  anywhere  in  and  around 
the  216  metropolitan  areas  and  486  airports  covered 
nationally  by  Sprint's  network.  Beats  wandering  in  search 
of  a  Starbucks.  Starting  at  $2,300.  www.sony.com/pr/tx. 


GO  APIARY 

familiar  figures  in  the  weekly 
farmers'  markets  around 
western  Sonoma  and  Marin 
counties,  Doug  and  Katia 
Vincent  of  Sebastopol, 
California's  Beekind  are  also 
gurus  to  West  Coast  beekeepers. 
Their  website  features  an  array  of 
magnificent,  pure  honeys,  which 
at  any  given  time  may  include 
Honeydew,  Eucalyptus  or 
Blackberry  (each  $6  to  $10)— so 
called  not  because  of  any  flavor 
additives,  but  because  of  what  the 
bees  themselves  have  fed  upon. 
This  is  also  the  place  to  get 
bee-derived  soaps,  gift  baskets, 
beeswax  candle-making  supplies 
and  those  moon-landing-worthy 
beekeeping  suits.  (707) 
824-2905,  www.beekind.org. 
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Milan, 
Paris... 
Chagrin 
Falls 

the  next  time  business 
takes  you  to  Cleveland, 
consider  a  detour  to  Cuffs 
in  nearby  Chagrin  Falls, 
Ohio.  Its  proprietor, 
Rodger  Kowall,  is  a  charming 
purveyor  of  luxury  goods  for 
men  and  women  including 
Kiton  suits  and  Charvet 
ties;  Cuffs  also  contains  the 
largest  Hermes  boutique 
in  the  Midwest.  The  clothing 
(along  with  stationery  and 
Provencal  soaps)  occupies 
a  19th-century  house;  a 
refurbished  barn  holds  an  art 
gallery  and  wine  bar.  One-stop 
shopping,  indeed.  (440)  247- 
2828,  www.cuffsclothing.com. 


•••It's  So  You! 


OTTAWA-BASED  DNA  11  UPDATES  THE  CONCEPT 
of  the  portrait  for  the  C.S.I,  era,  transforming 
clients'  "genetic  fingerprints"  into  abstract  works 
of  art.  This  complex-sounding  procedure  is  actually 
a  snap.  The  Canadian  company  mails  out  a 
collection  kit.  You  swab  the  inside  of  your  cheek, 
send  in  the  sample,  then  select  the  size  and 
color  of  your  DNA  portrait.  Six  to  eight  weeks  later 
you  can  display  your  double  helix  for  all  to 
see.  Priced  from  $390-$790.  www.dnall.com. 
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Hanging  IV 

THE  BRITISH  HOME-FURNISHINGS  FIRM  VITAMIN 
has  created  an  ingenious  aid  for  the  horticulturally 
challenged.  The  self-watering  IV  plant  pot  gently  delivers 
nutrient-rich  refreshment  to  a  leafy  friend  for  up  to 
three  weeks  at  a  time,  at  a  drip  rate  of  your  choosing.  It 
also  transforms  a  common  medical  device  into  a  fetching 
design  statement.  $290.  www.vitaminliving.com. 
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Super  Unleaded 

USED  TO  BE  IF  YOU  PASSED  ON  THE  PINOT  NOIR  AT  DINNER, 
you  were  left  with  a  choice:  the  dullness  of  a  cola  or  the 
embarrassment  of  a  Shirley  Temple.  DRY  soda  is  a  nonalcoholic 
saving  grace.  Made  with  fruit  and  herb  extracts  and  lightly 
sweetened  with  cane  juice,  each  of  the  four  flavors  pairs  well 
with  food.  Unfortunately,  they  don't  come  in  carafes — yet. 
Available  in  lavender,  lemongrass,  rhubarb  and  kumquat. 
$25  for  a  12-bottle  case.  (253)  573-0197,  www.drysoda.com. 
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[the  old 
soft  shoe 


rare  is  the  woman  confident  enough  to 
flaunt  her  furry  ankles — unless  the  fur  in 
question  happens  to  be  chinchilla.  The 
creation  of  Roger  Vivier,  known  more  for  its 
late  founder's  variations  on  the  Pilgrim  buckle 
than  for  pelt-accented  stilettos,  these  Bruno 
Frisoni-designed  shoes  are  available  only  at  the 
company's  flagship  boutique  on  Rue  du  Faubourg 
Saint-Honore.  $1,590.  www.rogervivier.com. 
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SWISS   WATCH  MANUFACTURE 

SINCE  1865 
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Safe  at  Home 

'  OME  OLD  SAFES  NEVER  DIE. 
draftsmen  at  the  London  Antiques  Company 
bfresh  and  reinvent  them  as  polished 

ecurity  systems  for  your  priceless  malt 
itfhiskeys,  expensive  cigars  or  other  personal 
,-reasures.  Pictured  here  is  the  Victorian-era 
I  ouble-bolt  John  Little  Jewelry  Safe. 
Iftuede-lined  in  bishop's  purple,  compartments 

re  designed  to  hold  necklaces,  pearls, 
?ings,  watches  and,  of  course,  tiaras. 
About  $23,000.  www.london-antiques.co.uk. 
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Tahitian 

Beauty 


FOUR  BLACK  TAHITIAN  SOUTH  SEA  PEARLS,  SET  IN  PLATINUM,  ARE 
offset  by  diamonds,  tsavorites  and  one  large,  cushion-cut  peridot. 
Guaranteed  to  turn  any  ensemble  into  an  entrance-maker.  Brooch, 
$24,000,  at  Mikimoto,  New  York,  Beverly  Hills,  South  Coast  Plaza  and 
Las  Vegas,  (888)  701-2323,  www.mikimotoamerlca.com. 
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THEY  WRITE  THE  SONGS 


Ever  wanted  to  write  your  beloved  a  song,  but  feared  exposing  a 
total  lack  of  musical  talent?  Cantilena  Music  will  make  you  look 
and  sound  good  with  a  two-  to  four-minute,  one-of-a-kind  classical 
composition,  which  includes  original  sheet  music  signed  by  the 
composer.  The  company,  which  has  offices  in  New  York,  London, 
Hong  Kong  and  Sydney,  has  a  stable  of  young  composers  ready  to 
create  songs  for  any  special  occasion — births,  anniversaries,  graduations, 
weddings — in  a  variety  of  formats  (for  solo  instruments  or  chamber 
ensembles).  A  percentage  of  the  proceeds  goes  to  programs  that  serve 
the  hearing-impaired.  Prices  start  at  $1,850.  www.cantilenamusic.com. 
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•••A  PERFECT 

MARTINI 

Sabelt,  an  Italian  seat-belt  manufacturer  and  supplier  of  six-point  harnesses 
to  the  auto-racing  industry,  revisits  the  glory  days  of  the  Lancia-Martini 
Racing  team  with  this  handsome  jacket.  That  classic  stripe  has  adorned 
some  legends  over  the  years,  from  Porsche  908s  to  Lancia  Beta  Monte  Carlo 
turbos  (not  to  mention  the  dashing  Mario  Andretti).  If  you've  got  to  ferry  the 
kids  to  practice,  you  may  as  well  do  it  in  style.  Limited-edition  insulated  nylon  jacket, 
$995,  at  Massimo  Bizzocchi,  New  York,  (212)  675-4055,  www.massbizz.com. 


A  Touch  of 
The  Grape 

WEST  COAST  WINEMAKER 
turned  cosmetics  developer  Carlo 
Mondavi — grandson  of  Robert 
Mondavi — derives  his  new 
Davi  skin-care  line  from  the 
skins  and  seeds  of  grapes, 
which  contain  high  levels  of 
antioxidants.  The  line  also  uses 
natural  botanicals  such  as 
olives,  raspberries  and  rosemary 
The  result:  hypermoisturized 
skin  with  a  calm,  mild  scent. 
Davi  skin-care  products  for  men 
and  women:  (pictured)  Men's 
Le  Grand  Cru,  2  oz.,  $175; 
Vine  Fresh  SPF15  Lotion  for 
Men,  1  oz.,  $49;  Crushed  Grape 
Seed  Exfoliating  Cleanser 
for  Men,  4  oz.,  $39;  all  at 
www.daviskin.com  and  Bergdorf 
Goodman,  (888)  774-2424, 
www.  bergdorf goodman.  com. 
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PAINTING  HONOR 
I  AND  TREACHERY  J 

David  Fertigwas  born  in  Philadelphia  in  1946,  but  he  paints  the 
Napoleonic  Wars  so  vividly  you'd  swear  he'd  been  an  eyewitness.  The 
titles  of  his  oil  paintings — Waterloo,  the  28th  Regiment  Formed 
§i  Square;  The  10th  Hussars  at  Benavente,  1808;  and  Trafalgar — sing  of 
(bloodshed  on  land  and  sea,  yet  the  painter  isn't  a  slave  to  historical  detail. 
w)  a  painting  of  a  charging  brigade,  he  marshals  slashingly  modern  brushstrokes 
jo  conjure  quivering  horseflesh  and  rattling  sabers;  in  another  picture,  two 
lirigates  firing  cannons  at  close  range  almost  disappear  into  smoky  abstraction. 
i\nyone  who  enjoyed  Patrick  O'Brien's  sea  novels  or  Joseph  Conrad's 
Klassic  tale  "The  Duel"  will  admire  a  painter  who  so  inventively  re-creates 
lhat  era  of  honor  and  treachery.  Fertig's  work  can  be  seen  in  New  York 
ht  James  Graham  &  Sons,  (212)  535-5767,  www.jamesgrahamandsons.com; 
mnd  in  San  Francisco  at  Paul  Th/ebaud  Gallery,  (415)  434-3055, 
www.paulthiebaudgallery.com.  Prices  from  $1,800  to  $7,500. 


Card-Carrying 
Connoisseur 

YES,  IT'S  RATHER  FRAGILE— PERHAPS 
even  irreplaceable — but  consider  how  chic 
she'll  feel,  slipping  this  19th-century 
Japanese  card  case  from  her  briefcase 
or  bag  instead  of  that  ugly  leather  rectangle 
with  a  corporate  logo  foisted  on  her  by 
a  client  years  ago.  Lacquered  case  from 
the  Meiji  period,  $1,950,  at  de  Vera, 
New  York  and  San  Francisco,  (212)  625- 
0838,  www.deveraobjects.com. 
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[urban 
I  Planning 


Since  1980,  the  Japanese 
company  Muji  (short  for 
"no-brand  quality  products") 
has  attracted  a  cult  following 
for  its  utilitarian-chic  housewares 
and  desk  products.  These 
sustainable-wood  cityscape  toys, 
neatly  packaged  in  cotton 
drawstring  sacks,  are  perfect 
playthings  for  the  budding  world 
traveler.  Note:  The  pieces  are 
too  small  for  very  young  children. 
New  York  in  a  Bag,  $14,  through 
the  Museum  of  Modern  Art, 
www.momastore.org.  London, 
Paris  and  Tokyo,  $9  each,  available 
from  www.mujionline.  co.  uk. 
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BRAG  BAG 


ISN'T  IT  TIME  YOUR  BABY  GENIUSES  DEBUTED  THEIR 
talents?  Lands'  End  will  print  or  embroider  your  child's 
artwork  on  one  of  its  heavy-duty  canvas  bags.  Select  one  ol 
his  or  her  special  drawings,  in  crayon  or  Magic  Marker, 
add  a  personalized  message — "Love  Ya  Grandma" — them 
scan  or  take  a  digital  photo  of  the  masterpiece.  E-mail 
it  off  to  the  elves  in  the  graphics  department  at  Lands'  End 
by  December  11,  and  you — orol'  Grandma — will  have 
a  darling  tote  to  carry  to  the  beach  next  summer.  From 
$34  for  a  small  print  to  $200  for  a  large  embroidered 
bag.  (800)  963-4816,  www.landsend.com/kidsartwork. 
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CONTINENTAL  GTC. 

BE  AMBITIOUS  IN  YOUR  BLUE-SKY  THINKING. 


Explore  new  horizons:  book  your  test  drive  today. 


Atlanta  GA  •  Bellevue  WA 


Bethesda  MD 


Beverly  Hills  CA 


Boston  MA  •  Columbus  OH 


Dallas  TX  •  Denver  CO  •  Downers  Grove  IL  •  Fort  Lauderdale  FL  •  Greenwich  CT 
High  Point  NC  •  Houston  TX  •  Las  Vegas  NV  •  Long  Island  NY  •  Manhattan  NY  •  Miami  FL 
Montreal  QC  •  Newport  Beach  CA  •  Northbrook  IL  •  Orlando  FL  •  Palm  Beach  FL  •  Palmyra  NJ 
Parsippany  NJ  •  Pasadena  CA  •  Providence  Rl  •  Rancho  Mirage  CA  •  San  Diego  CA  •  San  Francisco  CA 
San  Juan  PR  •  Santo  Domingo  DO  •  Scottsdale  AZ  •  Sewickley  PA  •  Silicon  Valley  CA  •  St.  Louis  MO 
Tampa  Bay  FL  •  Toronto  ON  •  Troy  Ml  •  Vancouver  BC  •  Zionsville  IN 


BENTLEY 

AUTHORIZED  RETAILERS 


'Bentley'  and  the'B  in  wings'  device  are  registered  trademarks.  European  model  shown.©  2006  Bentley  Motors,  Inc. 
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Have  Yourself  a 
Merry  Little  Mollusk 

|  n  many  countries  (France  among  them),  the  Christmas  to  New  Year's 
!  holiday  means  oysters,  a  tradition  you  can  make  your  own — and 
j  uniquely  American— with  holiday  packages  from  Shelton,  Washington's 
I  Taylor  Shellfish  Farms,  a  fourth-generation  family  enterprise  with  beds 
■  in  the  Puget  Sound.  Shipped  overnight,  the  packages  come  in  two  dozen 
($29)  and  four  dozen  ($48)  sizes,  and  include  five  distinct  species,  among 
them  rare  native  Olympias  and  crowd-pleasing  Kumamotos.  The  company 
also  throws  in  an  oyster  knife,  shucking  instructions  and  a  guide  called 
"The  Art  of  Eating  an  Oyster."  (360)  432-3300,  www.taylorshellfish.com. 
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Phats 
I  Domino 

DOMINOS  IS  ABOUT  TO  BECOME  THE  NEXT  TABL 
game  that  goes  from  geek  to  chic.  You'll  know 
why  when  you  see  John  Hardy's  set,  hand-carved 
from  black  palm  wood  in  Bali  and  accented 
with  sterling-silver  dots.  It's  only  natural  to  feel 
a  little  guilty  lining  them  up  just  to  watch  them  fall. 
$900.  (866)  4-J HARDY,  www.johnhardy.com. 


bFX:  No  Compromise  FX  Trading 


ibFX  from  Deutsche  Bank  combines 
:he  financial  strength  of  the  world's 
Mo.  1  Foreign  Exchange  bank*,  with 
an  online  trading  platform  designed 
:or  individuals. 


Execution  -  Streaming  executable 
pricing. 

Service  -  Dedicated  24  Hour 
Support** 

Financial  Strength  -  AA-Credit 
Rating 


Start  trading  with  a  FREE  virtual  account  at  www.dbFX.com 

 :  .  j 

   ,     ~* 


| "his  advertisement  has  been  approved  and/or  communicated  by  Deutsche  Bank  AG  London.  The  services  described  in  this  advertisement  are  provided 
by  Deutsche  Bank  AG  or  by  its  subsidiaries  and/or  affiliates  in  accordance  with  appropriate  local  legislation  and  regulation.  ©  2006  Deutsche  Bank. 
'Euromoney  2005  &  2006.  "Market  hours. 
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ali  beautiful  I  Vienna  Christmas  I  slacking  in  Sydney  I  dining  in  bologna  I  bookish  in  La. 


INDONESIA 


Tropical  nightlights  at  the 
Bulgari  Resort,  Bali 


3ali  The  jewelry  and  fashion  house  Bulgari,  which  debuted  its  first  luxury  property,  the  ultrarefined 
iulgari  Hotel,  Milano,  two  years  ago  [see  Forbes  FYI,  Winter  2004  ],  has  now  applied  its  touch  to  the 
ropics,  opening  a  gemlike  resort  on  Bali's  southern  coast.  The  all-villa  BULGARI  RESORT,  BALI,  perched  atop 
spectacular  ocean  cliff  at  the  southern  tip  of  the  Jimbaran  peninsula,  manages  to  combine  the  sophisti- 
ation  and  polish  of  two  cultures — exactly  what  Bulgari  Group  Vice-Chairman  Nicola  Bulgari  had  in  mind 
vhen  he  assigned  a  team  of  local  craftsmen  and  top  Milanese  architect  Antonio  Citterio  to  build  an  ex- 
lusive  enclave  that  "marries  ancient  Balinese  traditions  with  21st-century  comfort  and  the  best  of  mod- 
rn  Italian  design."  And,  speaking  of  Italy,  despite  the  steep-thatched  roofs  of  the  resort's  villas  and  the 
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Till 


Another  stressful  day 
in  paradise... 


A  bed  with  a  view 
at  Bulgari  Bali 


equatorial  light,  there's  an  oddly  Mediterranean  feel  to  th 
tropical  village,  as  if  a  medieval  Italian  hill  town  had  inexpliJ 
ably  materialized  here  overlooking  the  Indian  Ocean. 

After  checking  in  at  a  hilltop  pavilion  with  stunning  vieJ 
out  to  sea — and  of  the  resort's  consecrated  Hindu  temple — yc 
and  your  personal  buder  travel  by  golf  cart  along  cobbled  stree 
to  your  villa,  a  hand-crafted  retreat  of  dark  Javanese  wood 
with  walls  of  gold-streaked  Palimanan  stone.  As  in  tradition 
Balinese  homes,  the  public  and  private  areas  of  Bulgari's  fj 
villas  are  completely  separated  and  carefully  positioned 
deceive  the  buta  kala,  the  bad  spirits,  who  everyone  (well, 
least  everyone  in  Bali)  knows  can  travel  only  in  straight  lines 
What  this  means  for  Bulgari's  guests  is  that  the  gullib 
ghosts,  after  wafting  through  the  compound  door,  will  t 
tricked  into  moving  straight  ahead  through  the  open-air  livir 
room  and  rock  garden,  passing  over  the  private  infinity  poc 
then  sailing  harmlessly  out  across  the  Tiffany-blue  sea,  never  swerving  into  the  3,300  squa: 
feet  of  bed  and  bath.  That's  a  relief,  because  you  certainly  wouldn't  want  them  haunting  yon 
cathedral-ceilinged  bedroom,  with  its  immense  bed  and  wraparound  folding  doors,  which  ope 
to  a  270-degree  vista  of  the  sea.  Not  to  mention  your  monumental  bathroom,  actually  betti 
described  as  a  mini-spa  of  steel  and  black  terrazzo  with  a  vast  sunken  tub  and  outdoor  showe 
The  villas  also  feature  cultural  grace  notes  galore,  from  the  floral  offerings  basket  at  the  doo 
to  antique  Balinese  carvings,  mahogany  floors  and  vibrant  batiks,  along  with  high-tech  touchi 
that  include  a  Bang  &  Olufsen  entertainment  system  and  satellite  TV. 

Although  your  villa  is  perfect  for  loafing  in  utter  privacy,  you'll  definitely  be  drawn  to  w 
main  "piazza"  of  this  magical  village,  a  large  cliff-side  reflecting  pool  with  "islands"  explodir 
in  flamboyant  lilies  and  frangipani.  The  pond  is  surrounded  by  the  resort's  restaurants  and  a 
open-walled  bar  with  a  thatched  roof  and  tall  mahogany  columns,  creating  a  sleek  and  sensu 
architectural  ensemble  destined  to  be  the  setting  for  innumerable  fashion  shoots.  At  the  par 
Asian  restaurant,  the  spare  and  chic  Sangkar,  chef  Andrew  Skinner,  an  old  Pacific  hand,  pre 
pares  a  flavorful  mix  of  regional  cuisines — Indonesian,  South  Asian  and  Japanese — often  usir 
fish  hauled  from  the  ocean  just  below,  along  with  local  produce,  meats  and  spices.  But,  sa] 
Skinner,  "If  I  can't  find  it  here,  I  can  fly  in  the  best  of  what  the  world  offers."  And,  since  you'i 
in  an  outpost  of  Bulgari's  far-flung  Roman  empire,  you  can  dine  alia  Italiana  at  II  Ristorant 
where  the  wine  list  brims  with  top  Italian  bottles  and  the  risottos  and  fish  grills  of  classic  Italia 
cuisine  often  appear  with  an  imaginative  dash  of  Balinese  herbs  and  spices.  And  in  both  restai 
rants,  you'll  spot  even  more  exquisite  design  details:  Sangkar's  silverware,  for  example,  wa 
designed  and  crafted  by  a  team  of  local  designers  in  collaboration  with  the  architectural  team 
After  dining  or  drinking  by  the  pool,  a  visit  to  Bulgari's  spa  might  be  in  order,  not  only  fc 
its  Balinese  therapies  and  hot-stone  treatments,  but  to  experience  the  building  itself,  a  cer 
turies-old  house  of  richly  carved  teak  that  has  been  transplanted  from  its  orig 
inal  home  in  Java  and  reassembled  here.  And,  nearby,  a  whiff  of  Naples — 
funicular  railway  that  takes  guests  down  the  cliff  to  a  pristine  beach  perfect  fc 
swimming  and  surfing. 

Although  Bulgari  has  thoughtfully  provided  two  in-house  shops  to  brows 
for  Indonesian  antiques  and  fabrics  or  the  latest  baubles  from  Milan,  Bali 
culture  outside  the  walls  is,  of  course,  unbelievably  rich  in  arts  and  natur; 
beauty.  Most  guests  head  for  Ubud,  the  island's  art  capital,  or  travel  to  watc 
the  sun  set  from  the  nearby  temple  at  Uluwatu.  And,  while  the  Bulgari  foil" 
will  arrange  for  a  car  and  driver,  they  can  also  lend  you  one  of  their  four  vin 
tage  Harley-Davidsons  to  make  your  own  excursions.  And  why  not,  sine 
you're  already  living  high  on  the  hog?  — BILL  WHITMAN 
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lORE  THAN  250  YEARS  OF  UNINTERRUPTED  HISTORY. 


MALTE  CHRONOGRAPH 

Caliber  1141  handwound  mechanical 
movement.  Column-wheel  chronograph 
mechanism.  Telemetric  scale  with 
1-kilometer  graduations  and  tachymetric 
scale;  30-minute  totalizer.  Manually 
engine-turned  gold  dial  with  applied  hour 
markers  and  a  subdial  for  the  seconds. 
Diameter  41.5  mm.  Sapphire-crystal 
caseback.  Water-resistant  to  30  meters 
(-100  feet).  Standard  buckle.  White  gold. 

47120/000G-9098 


...DEDICATED  TO  PERFECTION 


VACHERON  CONSTANTIN 

Manufacture  Horlogere.  Geneve,  depuis  1755. 


For  information  call  877-862-7555  -  www.vacheron-constantin.com 
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OS  ANGELES 


Hollywood  ■  Ben  Weinstein  and  his  assistant  gingerly  pull  an  ancient,  atlas- 
sized  French  book  off  the  shelf  and  lay  it  on  their  oak  library  table.  The  copper  clasps 
unfasten  and  the  stiff  covers  open  to  reveal  not  vellum  pages  but  an  antique  toilet 
seat  on  a  hinge.  Voila:  a  portable  18th-century  latrine.  •  In  Hollywood,  turning 

Heritage  is  uniquely  suited  to  supplying  the  two  things  thi 
Hollywood  values  most:  good  stories  and  exclusivity.  "Ou 
criteria  for  buying  books  is  that  there  can't  be  more  than 


books  into  latrines  is  usually  known  as  "making  movies."  But 
there's  nothing  usual  about  the  HERITAGE  BOOK  SHOP.  Tucked  into 
a  former  mortuary  along  West  Hollywood's  glittering  Melrose 
Avenue,  Heritage  should  get  an  Oscar  for  World's  Greatest 
Bookstore.  You  step  through  a  set  of  discreetly  marked  oak  doors 
into  a  faux  Tudor  hall  lined  with  some  of  the  20,000  rare  books 
and  manuscripts  presided  over  by  a  team  of  hushed  and  tweedy 
book  dealers.  This  scholarly  haven  seems  a  century  and  continent 
Top:  Wordsworth's  The  removed  from  Los  Angeles,  though  some 
Prelude,  silver  and  of  the  massive  high  chairs  were  in  fact  sal- 

gold  binding,  early  19th  d  from  the  get  of  Qone  wM  fhe  Wind 

century.  Bottom: 

Make  mine  rare:  L.A.'s  particularly  apt  given  that  Clark  Gable 
Heritage  Book  Shop        once  lay  in  state  here. 


couple  like  it  on  the  market.  We  usually  are  only  interested  in  th 
best  of  the  rare,"  explains  Ben  Weinstein,  who  launched  th 
business  43  years  ago  with  his  brother,  Louis — Hollywood 
original  Weinstein  brothers.  Stare  long  enough  at  the  stained 
glass  windows  in  the  main  room,  and  the  siblings'  features  be 
come  apparent  in  two  of  the  monks'  faces. 

Despite  appearances,  business  here  is  as  hopping  as  it  is  oil 
nearby  Rodeo  Drive:  Weinstein  estimates  that  the  store  sells  111 
to  20  million  dollars'  worth  of  books  a  year.  Trolling  the  shelvel 
with  the  elder  Weinstein,  it's  reassuring  to  discover  that  thi 
$150,000  price  tag  for  a  1776  first  edition  of  Adan 
Smith's  The  Wealth  of  Nations  vanquishes  the  $25,OO0| 
price  for  a  first  Russian  edition  of  Karl  Marx's  Dm 
Kapital  and  the  $18,500  for  a  1964  first  edition  o\ 
Mao's  Little  Red  Book.  And  $60,000  gets  you  a  set  oJ 
three  letters  from  F.  Scott  Fitzgerald  to  a  high  schoo 
sweetheart,  noting  that  his  "mind  is  all  a-tumble/Anc 
the  letter  seems  a  jumble/for  the  words  they  seen) 
to  mumble/And  my  pen's  about  to  stumble/anc 
the  papers  made  to  jumble."  A  first  edition  of  Andrea; 
Vesalius's  revolutionary  16th-century  book  on  anati 
omy,  if  you  were  in  the  market,  sells  for  $550,000. 

Although  Heritage's  clients  hail  from  around  the 
world — thanks  largely  to  the  shop's  online  presence- 
local  film  and  music  stars  come  by  in  their  limos  tC 
prowl  the  shelves  in  person.  Movies  with  literary  tiesi 
inevitably  inspire  high-end  book-giving  amongst  film 
people,  and  Heritage  has  done  a  thriving  business  in 
Ian  Fleming,  Jane  Austen,  J. R.R.  Tolkien  and  other, 
cinematically  favored  authors. 

And  what  should  a  savvy  investor  be  buying?  "  Newl 
people  in  the  market  inevitably  want  rare  editions! 
of  books  they  read  when  they  were  young,"  saysi 
Weinstein.  "First  editions  of  books  like  The  Great\\ 
Gatsby  or  Catcher  in  the  Rye  will  always  be  desirable."  \y\ 
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He  then  pulls  out  immaculate  copies  of  both. 

But  freshman  English  first  editions  are  mere  gateway  drugs  here,  and  the  Heritage  crew 
ready  to  supply  higher-grade  stuff  to  deep-pocketed  addicts  lurking  in  their  alcoves.  "This 
something  interesting,"  Weinstein  says  with  typical  understatement,  lifting  three  volumes 
a  first  edition  of  Mary  Shelley's  Frankenstein  in  the  store  safe  sitting  next  to  a  page  from 
Gutenberg  Bible  and  a  signed  Jules  Verne. 

But  before  one  can  digest  Shelley's  monster — and  the  true  horror  of  paying  $135,000 
bring  it  home — Weinstein  has  already  moved  farther  along  the  shelves  and  is  pulling  somi 
thing  else  out,  inevitably  another  one-of-a-kind  literary  treasure. 

Heritage  Book  Shop,  8540  Melrose  Ave.;  (310)  659-3674,  •www.heritagebookshop.com. 

—CODY  WINTO 


AUSTRIA 

Vienna  .  Blame  it  on  Bing  Crosby.  When  his  voice 
oozed  like  old  gravy  from  our  grocery  store's  speakers 
the  day  after  Thanksgiving,  demanding  that  we  have 
ourselves  a  merry  little  Christmas,  we  said:  "Let's," 
and  prompdy  bought  tickets  to  Vienna,  quite  possibly 

the  last  genuine  Happy  Holidays  outpost  in  the  Western  world. 

On  December  21,  our  plane  skidded  into  the  heart  of  the  for- 
mer Austro-Hungarian  Empire  in  a  whiteout  blizzard  that  made 
Vienna  resemble  an  18th-century  snow-globe.  After  a  restora- 
tive night  in  one  of  the  spa-like  rooftop  suites  at  the  venerable 
HOTEL  SACHER,  chosen  for  its  thrilling  Third  Man  associations, 
we  headed  down  to  the  SACHER  CAFE.  Antique  ornaments  and 
fragrant  boughs  of  Austrian  spruce  decorated  hundred-year-old 
wall  sconces  above  tables  whose  diners,  young  and  (very)  old, 
gleefully  attacked  carb-rich  Viennese  pastries  and  coffees  piled 
high  mit  Schlag.  There  wasn't  an  obese  person  in  sight.  Or  a  nose 
ring,  tattoo  or  a  plastic  anything.  Just  lots  of  smiles,  real  mink 
coats  and  piped-in  Mozart. 

Next,  we  took  Austrian  Airlines  up  on  its  offer  to  reimburse 
us  $1,100  each  to  replace  winter  clothes  now  "possibly  in  Turkey," 
according  to  a  lost-luggage  clerk.  While  I  power-shopped  Max 
Mara  sale  racks,  my  husband,  Tom,  spent  a  record  900  euros 
in  20  minutes  at  a  stylish  men's  boutique  and  emerged  looking 
like  Ahhnold  at  a  ski  lodge.  Topped  with  fur  hats  from  Vienna's 
renowned  haberdashery,  0BERWAL0ER,  we  set  out  for  SCHL0SS 
SCHQNBRUNN,  site  of  one  of  Vienna's  best  Christmas  markets. 

Vienna,  in  fact,  has  three,  thanks  to  the  700-year-old  legacy  of 
Emperor  Albrecht  I,  who  authorized  the  first  Christkindlmarkt  in 
1296.  The  largest  is  RATHAUSPLATZ,  an  Austrian  take  on  Santa's 


Village  laid  out  around  City  Hall  and 
great  destination  for  children,  who  enjc 
all  manner  of  Christmas  Eve  arts  aril 
crafts  classes  while  their  parents  hun 
home  to  play  Santa.  SPITTELBERG  is  En 
Blade  Runner  of  holiday  marts  with  i 
tightly  packed  stalls  snaking  up  cobble 
backstreets.  Our  favorite  was  the  crescent  of  elegant  dark  gree 
wooden  kiosks  set  up  in  the  plaza  outside  Schloss  Schonbrunn,  th 
Baroque  1,440-room  former  Imperial  Summer  Palace  and  birth 
place  of  Emperor  Franz  Josef.  A  potpourri  of  gingerbread  an 
Gluhwein  spiced  the  air  there.  Locals  volunteered  that  the  plac 
smelled  of  their  childhood  Christmases  past.  And  their  grand 
parents',  as  Vienna's  holiday  scents  haven't  changed  for  centurie 
Neither  have  the  handmade  wooden  toys,  glass  ornamenl 
or  marzipan  bars  on  which  we  spent  a  small  fortune  for  famil 
members  back  home.  Endless  snowflakes  fell  from  an  opales 
cent  Austrian  sky  and  stayed  on  our  noses  and  eyelashes  while  w 
warmed  up  with  cups  of  clove-and-orange  Christmas  tea  fror 
DEMMERS  TEEHAUS,  Vienna's  best. 

December  23  and  24  were  spent  walking  in  a  post-Hapsbur 
wonderland.  Little  comets  of  white  lights  arcing  over  th) 
city's  narrow  streets  made  Vienna  feel  more  like  Christmas  tha; 
any  sleigh-and-reindeer-infested  lawn  ever  could.  Only  on  V 
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FOR  POWER,  STYLE  AND  PRESENCE. 
A   ROLLS-ROYCE   PHANTOM   HAS  ONLY  ONE  SERIOUS  RIVAL. 

THE  PERSON  WHO  OWNS  IT. 


Visit  your  Authorized  Rolls-Royce  dealer  in  the  following  locations: 
Atlanta,  GA    Bellevue.WA    Bethesda,  MD    Beverley  Hills,  CA    Broomfield,  CO    Clearwater,  FL    Dallas.TX    Dublin,  OH 
Fort  Lauderdale,  FL    Greenwich,  CT    Houston.TX    Lajolla,  CA    Las  Vegas,  NV    Los  Gatos,  CA    Miami,  FL    Natick,  MA 
Newport  Beach,  CA    New  York,  NY    Northbrook,  IL   Orlando,  FL    Palmyra,  NJ    Parsippany,  NJ    Pasadena,  CA    Raleigh,  NC 
Rancho  Mirage,  CA   Sewickley,  PA   Scottsdale,  AZ  Troy,  Ml    Westhampton,  NY  West  Palm  Beach,  FL 
Mexico  City,  Mexico  Toronto,  Canada 


Call  toll  free  877-877-3735  www.rolls-roycemotorcars.com 

©  Rolls-Royce  Motor  Cars  Limited. The  Rolls-Royce  name  and  logo  are  registered  trademarks. 
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Gorgeous  in  Gothic:  St. 
Stephen's  Cathedral 


Christmas  morning  did  we  miss  our  family.  But  the  Vienna  Residence  Orchestra 
Christmas  Day  Mass  at  St.  Stephen's  Cathedral  cleared  that  right  up  with  a  full  orchea 
tral  complement  (26  violins!),  operatic  singers  and  the  cardinal  of  Austria  processing  t 
and  fro.  We  loved  knowing  we  were  standing  on  the  final  resting  place  of  16  royals,  an 
that  from  the  top  of  the  South  Tower  we  could  actually  see  the  Vienna  Woods. 

But  the  final  holiday  coup  was  attending  the  IMPERIAL  BALL  on  New  Year's  Ev 
one  of  the  finest  remnants  of  court  tradition.  Tickets  to  this  flamboyant,  aristocrat: 
fete  at  the  Hofburg  Winter  Palace  (where  Napoleon  proposed  to  Marie  Luise  20 
years  ago)  get  you  a  grand  supper,  debutantes  dancing  the  polonaise  with  nervous  es 
corts,  first-rate  performances  by  members  of  the  Vienna  State  Opera  Ballet  an 
Volksoper  ballet,  waltzing  amid  throngs  of  elegant  Europeans,  and  several  august  military  band 
that  march  in  unannounced,  giving  the  evening  a  small  touch  of  Monty  Python.  When  S 
Stephen's  bell — the  Pummerin — rang  at  midnight,  Empress  Sisi  (a  schoolteacher  in  real  life 
and  a  darn  respectable  Franz  Joseph  wished  us  all  a  fabulous  new  year.  Tom  raised  a  glass.  "T 
Wieners!"  he  said.  "The  only  viable  antidote  to  Christmas  in  America!" — JESSICA  MAXWEL 


Peace  of  the  rock: 
Eden  Rock  Hotel 


St.  Barthelemy:  The  island  of  St.  Barthelemy  is  an  inaccessible  place,  partly  because  of  itsjl 
location,  but  foremost  because  its  inhabitants  make  sure  it  stays  that  way.  There  are  no  deep  docks  for  cruise 
ships  and  no  towering,  thousand-room  resorts.  The  airport's  single  runway,  a  former  goat  pasture  that  accom- 
modates only  small  planes,  is  so  short  and  treacherous  that  pilots  need  special  certification  to  land  there. 
But  once  you're  on  the  ground,  it's  a  blue-sky,  white  sandy  beach  paradise.  And  despite  its  status  as  the 
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He's  relaxed.  He's  insured  by  Chubb, 


SM 


Worth magazine called  Chubb  "the  gold  standard  for  property-casualty 
insurance....  Chubb's  best  feature  is  a  three-decade  history  of  swiftly 
paying  claims  that  other  companies  might  balk  at." 

Chubb  refers  to  (he  insurers  of  the  Chubb  Group  of  Insurance  Companies. 

Actual  coverage,  is  subject  to  the  language  of  the  policies  as  issued.  Chubb.  Box  1&15.  Warren,  NJ  07061-1615. 
2003  Chubb  &  Son.  a  division  ol  Federal  Insurance  Company.  All  rights  reserved. 


<  CHUBB  SPECIALTY  INSURANCE 

<  CHUBB  PERSONAL  INSURANCE 

CHUBB 

For  more  information,  consult  your  independent 
agent,  or  visit  us  at  www.chubb.com  and  click  on 
"Find  an  agent." 


Travel 


DECEMBER  20 


Window  of  opportunity: 
a  beach  house  master 
bedroom  at  Eden  Rock 


THE  SETUP 


s  Society.  Prices 
9,000  to  $746,900 
excluding  maintenance.  (877) 
563-7105,  www.edenrockhotel.com, 


Caribbean's  most  glamorous  destination — stomping  ground  of  Europe 
and  American  elites- — the  place  retains  an  unspoiled,  small-town  chaj 
pleasantly  inconsistent  with  the  tremendous  wealth  that  exists  there.  C 
it  a  Fisher's  Island  of  the  tropics,  with  a  Louis  Vuitton  store  on  Main  Stre 
The  only  thing  harder  than  getting  to  St.  Barth's  is  finding  a  way  to  stj 
around.  Driving  the  treacherous,  staggeringly  scenic  roads,  you'll  sooner  a 
an  ivory-billed  woodpecker  than  a  FOR  SALE  sign,  especially  near  any 
the  island's  gorgeous  beaches.  With  one  exception.  EDEN  ROCK,  arguat 
the  island's  premier  boutique  hotel,  recently  wrapped  up  construction 
five  villas,  all  beachside  overlooking  St-Jean  Bay,  and  all  for  fractional  sale- 
you  can  "buy"  four  to  five  weeks  a  year  for  a  period  of  75  years.  Rangi 
in  size  from  one  bedroom  to  three,  the  villas  come  equipped  with  fu 
appointed  kitchens,  bedroom-sized  baths,  indoor  and  outdoor  dining  areas  and  spacious  bs 
conies  with  commanding  views  of  the  sea.  Two  have  private  swimming  pools. 

The  villas'  greatest  amenity,  however,  is  their  proximity  to  Eden  Rock  itself,  built  atop 
craggy  promontory  rising  out  of  the  beach  just  a  few  feet  away.  Originally  the  private  home 
French  and  Dutch  adventurer  Remy  de  Haenen,  who  entertained  the  likes  of  Howard  Hugh 
and  Greta  Garbo  there,  the  property  has  since  become  an  exemplar  of  St.  Barth's-style  hosp 
tality — luxurious  but  never  ostentatious — under  current  owners  David  and  Jane  Matthew 
Villa  "owners"  will  enjoy  everything  Eden  Rock  offers  its  regular  guests;  the  full-service  beac 
two  restaurants  under  executive  chef  Jean-Claude  Dufour,  and  maid  and  concierge  servic 
And  when  they  leave,  they  won't  have  to  remember  to  turn  off  the  hot  water  heater. 

—THOMAS  JACKSOI 
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IFF  WORK:  SYDNEY 


White  sails  in  the  sunset: 
the  Intercontinental  Sydney 


smopolitan  but  relaxed,  with 
ch  a  beautiful  waterfront 
):ation  that  it  feels  urban  and 
achfront  at  the  same  time, 
dney  may  be  the  world's 
siest-on-the-nerves  city.  And 
it's  even  before  you  figure  in 
■  famed  "g'day  mate" 
rsonality  of  its  residents. 
For  obvious  reasons,  all 
es  tend  to  focus  on  Sydney 
rbour  and  its  deservedly 
nous  Opera  House.  Several 
itels  loom  over  it,  such  as 
s  recently  renovated 
ANGRI-LA,  which  has  Asian 
sign  touches  in  the  rooms 
d  all-harbor  views,  and  the 
so  recently  renovated 
TERCONTINENTAL,  which  has 
ew  presidential  floor 
:orporating  an  outdoor  roof 
race.  There  may  be  no 
tter  place  to  start  the  day.... 
Unless  it's  the  PARK  HYATT, 
is  low-rise  hotel  under  the 
irbour  Bridge  takes  a 
ferent  approach  to  the 
era  House:  water  level  and 

THE  SETUP 


straight  ahead,  giving  the  view 
added  drama.  As  a  result,  the 
accommodations  to  request 
among  the  158  rooms  and 
suites  are  those  with  "opera" 
in  the  name. 

BLUE,  Woolloomooloo  Bay, 


grunge/chic  neighborhood 
Surry  Hills,  Sydney's  version  of 
New  York's  SoHo,  where 
converted  warehouses  are 
morphing  into  high-style 
design  stores  and  restaurants. 
A  celebrity  hangout  with  a 


dishes  (some,  such  as  "risotto" 
that  is  actually  calamari  and 
harbour  prawns,  are  both  witty 
and  delicious;  others,  like 
almond  jelly  with  crab,  look 
better  than  they  taste).  In  a 
city  brimming  with  great  Thai 


From  left:  The  Spa  Chakra  treatment;  shoppii 
Longrain;  sipping  on  the  terrace  at  Zeta  Bar 


Queen  Victoria  building;  prawns  witf 


Sydney,  changed  its  name  in 
February — it  was  formerly  the 
W.  Now  part  of  the  India-based 
Taj  hotels  and  resorts  group,  it 
still  offers  the  same  100 
spacious,  hip,  loftlike  rooms 
located  in  a  converted  wharf. 
Also  in  the  complex:  one  of  the 
city's  best  spas,  SPA  CHAKRA. 
and  OTTO,  one  of  its  more 
reliable  restaurants  for  well- 
crafted  Italian  food,  along  with 
a  lively  outdoor  cafe  scene. 

Elsewhere  in  the  restaurant 
scene,  LA  SALA  is  the  newest 
hot  spot  in  the  up-and-coming 


lower-level  dining  room — you 
can  watch  stars  descending 
the  staircase — and  a  menu 
that  pays  homage  to  Italian 
classics  such  as  Harry 
Cipriani's  carpaccio  and  polio 
Orvieto,  chicken  stuffed  with 
fennel,  potatoes  and  olives, 
the  restaurant  books  up  weeks 
in  advance.  Nearby  in  the 
neighborhood,  MARQUE,  a 
somewhat  cramped,  eggplant- 
colored  dining  room,  is  a 
favorite  of  the  city's 
gastronomes  for  Mark  Best's 
French-inspired,  high-wire-act 


restaurants,  one  of  the  best  is 
another  former  warehouse 
space  in  the  neighborhood, 
LONGRAIN,  known  for  authentic, 
vivid  dishes  such  as  whole  red 
snapper  in  red  curry  sauce. 
One  caveat:  They  don't  take 
reservations  for  dinner,  so  it's 
easier  to  get  a  table  for  lunch. 

For  big-ticket  dinners, 
Tetsuya  Wakuda's  Zen-like 
restaurant  TETSUYA'S  in  the 
central  business  district  lives  up 
to  the  hype  and  his  world-class 
reputation:  The  nightly  tasting 
menu  features  exhilarating^ 
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combinations  of  flavors  and 
the  superlative  ingredients  for 
which  Australia,  and 
specifically  Tasmania,  are 
known,  such  as  confit  of 
Tasmanian  ocean  trout  with 
konbu,  daikon  and  fennel,  and 
Spring  Bay  (Tasmanian) 
scallop  with  wakame  and 
lemon.  EST  in  the  chic, 
tucked-away  (meaning  no  view 
at  all)  ESTABLISHMENT  HOTEL 
is  the  Sydney  Morning 
Herald's  2006  Restaurant  of 
the  Year  and  a  showcase  for 
star  chef  Peter  Doyle's 
surprising  combinations  such 
as  a  velvety  John  Dory  in  a 
carrot-and-sherry  sauce.  And 
Neil  Perry's  R0CKP00L  is  a 
perennial  favorite  for  tasting 
menus  that  rival  Tetsuya's  in 
the  creative  use  of  local 
ingredients  such  as  a  salad  of 
green  lip  abalone,  mussel, 
clam,  tea-smoked  oysters  and 
noodles  with  truffle  oil  and 
mushroom  soy  dressing. 

Perhaps  the  most  typical 
Sydney  experience,  though,  is 
seafood  with  a  view — PIER 
RESTAURANT  and  its  recent 
front-room  addition,  PIER 
TASTING  ROOM,  with  a 
sampling  menu  and  ample  list 
of  wines  by  the  glass,  have 
sensational  fish  and  a 
sparkling  water  view 
overlooking  the  scenic  inlet  of 
Rose  Bay.  Spotlighting  the 
current  restaurant  trend, 
Italian,  PILU  AT  FRESHWATER  is 
a  new  restaurant  a  half-hour 
ferry  ride  away  from  downtown 
on  Sydney's  north  shore, 
featuring  Sardinian  cuisine  and 
views  onto  Freshwater  Beach. 

The  bar  scene  seems  to 
sprout  a  new  contender  every 
day.  The  HILTON  SYDNEY'S 
renovation  last  year  created  the 
standing-room-only  ZETA  BAR,  a 
mammoth,  seductively  lit  den 
with  an  open-air  terrace  facing 
the  Queen  Victoria  Building.  In 
fact,  several  of  the  more 
sophisticated  spots  are  in  hotels, 
including  the  glass-walled 
BLU  HORIZON  in  the  Shangri-La 
overlooking  Sydney  Harbour, 
HEMMESPHERE  in  the 
Establishment  Hotel  and  the 
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cavernous  lobby-level  WATER 
BAR  in  BLUE  Sydney.  Elsewhere 
in  the  neighborhoods,  LOTUS  in 
Potts  Point  and  HUGO'S  LOUNGE 
in  the  bustling  Kings  Cross 
section  are  magnets  for  models, 
businesspeople  and  celebrities. 

From  the  new  cutting-edge 
design  stores  in  Surry  Hills  to 
the  boutiques  in  Paddington 
and  Darlinghurst,  Sydney  is 
also  chockablock  with  stylish 
shops.  The  time-challenged 
make  a  beeline  to  the 


QUEEN  VICTORIA  BUILDING  or 
the  STRAND.  ARCADE  downtown 
for  multistore,  one-stop 
shopping.  But  if  you  want  to 
browse,  head  out  to  QUEEN 
STREET  in  Woollahra,  an 
affluent  section  in  the  southeast 
suburbs  about  a  ten-minute 
cab  ride  from  the  city  center. 
Fine  antique  stores  such  as 
MARTYN  COOK  and  MICHAEL  A. 
GREENE  line  up  next  to  design 
stores  like  ORSON  &  BLAKE  and 
men's  and  women's  fashion 


boutiques  such  as  LISA  HO  am 
HERRINGBONE  in  a  densely 
packed  several-block  stretch. 
Sydney's  favorite  breakfast/ 
brunch  spot,  BILLS,  just 
opened  a  third  branch  here, 
perfect  for  shoppers  who  neec 
a  break.  (Don't  miss  the  ricotl 
hotcakes  with  fresh  banana 
and  honeycomb  butter.)  In  thi 
now  gastronomically  obsessed 
city,  even  shopping  seems 
to  revolve  around  eating. 

—LAURIE  WERNER 


ITALY 


Food  for  though 
arcades  off  th 
Piazza  Maggior 


ill 
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Bologna:  As  the  capital  of  Italy's  Emilia- Romagna  region,  whicl 
brought  the  world  prosciutto,  tortellini,  Bolognese  sauce  and  other  culinar] 
wonders,  Bologna  is  so  blessed  that  asking  a  local  to  choose  a  favorite  eater] 
is  like  asking  Hugh  Hefner  to  choose  a  favorite  month.  No  wonder  Bolognj 
is  called  "La  Grassa"  (the  fat  lady)  by  Italians,  who  consider  the  city  theu 
country's  gastronomic  center.  •  Bologna  is  blissfully  devoid  of  the  usual  ^ 
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For  the  fortunate  few,  the 
entire  planet  is  now  home. 
Allow  us  the  opportunity  to 
present  Magellan,  the  most 
extraordinary  residential 
experience  ever  conceived. 


Arrive  and  explore  by 
helicopter.  Set  sail  for  fishing 
diving  and  discovery  from 
an  onboard  marina, 
ijoy  fine  dining  and  a  world-class  spa  in  a  setting 
here  every  imaginable  luxury  is  at  hand.  Contact  us 
r  further  information  regarding  the  privileges  of  ownership, 
r  most  attractive  financing  and  all  that  awaits  aboard  your 
^w  home  on  the  seven  seas. 

Two  to  four  bedroom  residences 
from  1,130  square  feet  to 
over  3,200  square  feet. 

ULL  OWNERSHIP  FROM  $1  .875  MILLION 
ACTIONAL  OWNERSHIP  FROM  $156,250 


ST.  TROPEZ  RESIDENCE 
3  bedrooms,  3  {h  baths, 
4  3  9  5  sq  ft. 


&  res 
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MMBim  CRHVC  5PB0VA 


Still  leaning:  A 
Bologna  "come 
hither"  circa  1926 


Italian  tourist  sites,  so  you  can  concentrate  on  the  vital  act  of  eating.  Tn  fae 
Bologna's  main  tourist  attractions — including  its  medieval,  porticoe 
streets  and  two  leaning  towers — seem  to  have  heen  specifically  designed  fc 
one  critical  function:  walking  oft  meals.  And  what  meals!  To  give  a  week 
.personal  food  orgy  some  semblance  of  structure,  I  will  cite  three  extraordi 
nary  restaurants,  one  from  Bologna's  past,  one  from  the  present  and  one  o 
the  leading  edge  of  the  future. 

A  tiny  street  off  the  porticoed  Via  dell'Indipendenza  brought  me  t 
FRANCO  ROSSI  restaurant,  which  specializes  in  re-creating  meals  fr< 
Bologna's  past.  The  debonair  Mr.  Rossi  guided  me  to  a  table,  and  withou 
so  much  as  proffering  a  menu,  started  feeding  me.  The  meal  began  witlj 
plump  potato  ravioli  topped  with  dollops  of  pumpkin  as  light  as  whippeJ 
cream.  He  poured  me  a  glass  of  Le  Baccanti,  an  Apulian  Primitivo,  whicll 
was  just  dry  enough  to  complement  rather  than  overwhelm  the  dishes  comlj 
ing  at  me  at  the  rate  of  roughly  one  per  every  half-eaten  plate. 

I  had  to  surrender  somewhere  around  course  number  six;  medallion! 
of  veal  that  had  a  pleasantly  complex  and  unexpectedly  smoky  taste.  "It'l 
organic,"  Franco  said.  "We  cook  it  according  to  a  600-year-old  recipe."  i 
One  of  the  men  at  the  next  table,  Piero  Valdiserra,  a  prominent  food 
and  wine  writer — which  in  Bologna  means  roughly  the  same  as  "countrl 
6c  western  star"  does  in  Nashville — took  great  pleasure  in  dining  on  tbl 
same  dishes  Dante  and  Petrarch  might  have  enjoyed  during  their  studenil 
years  at  the  University  of  Bologna.  Soon,  I'd  crashed  the  Valdiserra  fam|l 
ily  table  for  dessert,  as  Franco  continued  pushing  everything  from  chocoj 
lates  to  a  sweet  Sicilian  dessert  wine.  And  all  that  for  a  mere  80  bucks  itt 
the  end.  We  went  rolling  home,  or  rather,  I  went  to  climb  a  tower  or  twA 
to  prepare  myself  for  the  next  meal. 

Some  consider  it  sacrilege  to  write  about  Bologna  without  mentioning 
the  town's  most  famous  eatery,  AL  PAPPAGALLO.  But  for  me,  the  I  CARRACCI  restaurant  in  th 
Grand  Hotel  Baglioni — Bologna's  most  elegant  stopping-place — is  the  city  center's  most  im 
pressive  restaurant.  It  features  two  great  rarities:  a  magnificent  late- 16th-century  ceiling  fresco 
depicting  the  four  seasons  from  the  school  of  the  Carracci  brothers  (if  you  aren't  gawking  a 
great  paintings  while  visiting  Italy,  at  least  you  can  dine  under  one)  and  pre-sale  lamb — laml 
that  has  grazed  on  seasonally  flooded  sea  plains,  which  means  that  its  innermost  atoms  havi 
been  naturally  salinated  long  before  you  can  say  "pass  the  salt."  Although  the  lamb  came  front' 
France,  chef  Pasquale  Falanga,  added  his  own  local  touch  with  an  olive-based  sauce  that  ac 
cented  this  salt  heaven  so  perfectly  that  diners  were  forced  to  stare  skyward — MioDio! — at  th( 
Carracci  masterpiece. 

One  of  my  college  chums  who  grew  up  in  Bologna  swears  that  the  best  new  restaurant  it 
town  isn't  even  in  the  city  center  but  in  one  of  its  soulless  suburbs.  He  bundled  me  into  a  ca 
one  night  and  drove  me  to  a  Stalinist-looking  concrete-block  hotel  near  the  convention  cen 
ter.  Should  I  mention  that  my  pal  has  just  become  the  region's  franchisee  for  Burger  King? 

We  entered  the  simple  lobby,  wandered  through  a  dreary  breakfast  room  and  opened  a  doo! 
at  the  other  end.  It  was  like  entering  a  speakeasy.  Suddenly  we  were  in  the  cheery  AL  CAMBII 
restaurant,  bathed  in  Mediterranean  reds  and  whites.  Moments  later,  we  were  tucking  intc 
ethereal  tortellini-and-scampi  soup,  roast  pig  in  red  wine  sauce — the  house  specialty — an<j 
other  local  dishes.  The  creator  of  this  hidden  eatery,  Massimo  Poggi,  a  mere  35  years  oldl 
started  this  modest  restaurant  to  showcase  his  unique  cooking  skills  to  the  neighborhood.  "Si? 
years  ago,  this  time  of  night,  it  would  be  so  quiet  we  would  play  cards  here,"  he  explained.  Ther 
came  the  food  critic  for  the  national  newspaper  La  Repubblica,  who  wrote  such  a  career-chang- 
ing paean  to  Massimo's  skills  that,  according  to  Massimo,  "We  never  have  time  to  play  cardi 
anymore. .  ..But  we  still  have  the  deck  if  our  fortunes  change."  — FINN-OLAF  JONES 
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It's  tough  at  the  top. 

Only  one  out  of  100  barrels  of  our  whiskey  is 
hand-chosen  to  become  Jack  Daniel's  Single  Barrel 
Whiskey.  Ironically,  these  special  barrels  live  not  a 
life  of  luxury,  but  one  of  chilling  cold  and  sweltering 
heat  in  the  top  floors  of  our  barrelhouses. 

Inside  our  charred  oak  barrels,  a  relationship  is 
nurtured,  with  the  weather,  the  whiskey,  and  the 
wood.  Summer  heat  opens  the  wood,  absorbing  the 
whiskey.  In  winter,  the  wood  contracts,  releasing 
the  whiskey  back  into  the  barrels.  Over  time,  this 
cycle  imbues  the  whiskey  with  a  variety  of  color  and 
flavor  nuances.  Yet  time  is  not  the  judge  here. 
That  distinction  belongs  to  Master  Distiller  Jimmy 
Bedford,  who  ultimately  decides  if  the  character  of  a 
single  barrel  is  that  of  Jack  Daniel's  Single  Barrel. 


t  the  top  of  the  house  that  Jack  built. 


hnutiiiiionfliMnn  \ 


aturity  isn't  just  about  whiskey.  Drink  responsibly. 

K  DANIEL'S  is  a  registered  trademark.  ©ioor  Jack  Daniel's.  Single  Barrel  Tennessee  Whiskey  Ale.  4.7%  by. Volume  [94.prc.of]. 
stilled  and  Bottled  by  Jack  Daniel  Distillery,  Lynchburg  [POP.  361],  Tennessee.  Comevisitusatjdsinglebarrel.com 
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SINGLE  BARREL 


my  Leica 

A  Leica  is  not  just  a  camera. 
It  is  an  instrument  you  create  with. 
It  is  your  hands  and  your  eyes. 
It  is  a  part  of  you. 


The  LEICA  D-LUX  3  versatile 
compact  digital. 


Golf  by  Todd  Pitock 


Zero  Handicap 

Ben  Witter  can  bend  a  300-yard  drive 

around  a  90-degree  turn  while  standing 
on  a  giant  rubber  ball.  Can  you? 


%      t  a  practice  range  north  of  London,  where  he's 
warming  up  for  the  2006  World  Golf  Trick 
^*  Shot  Championship,  Ben  Witter  places  a  golf 
all  on  a  40-inch  tee  and  takes  hold  of  a  driver.  His  back 
i  to  the  range.  In  front  of  him  are  two  golf 
krts  and  a  rented  Ford  Escort. 

"Whose  car  is  that?"  he  asks, 
j  "That,  I  believe,  would  be  mine,"  says 
eremy  Dale,  another  competitor  and  one  of 
!ie  event's  organizers. 

"Did  you  get  the  insurance?"  asks  Witters 
lusiness  partner,  Craig  Covell,  who  accom- 
anied  Witter  from  where  they  both  live  a 
ouple  of  hours  west  of  Philadelphia.  "You 
lould  always  get  the  insurance." 

"What  is  he  going  to  do?"  Dale  asks. 
:  "I  don't  know,"  Covell  deadpans,  "but  you 
lould  always  get  the  insurance.  Especially 
in  an  Escort." 

Witter  steps  up  like  a  baseball  batter,  still 
icing  the  vehicle,  and  smashes  the  ball, 
ollowing  a  steep  trajectory,  it  dissolves  into 
tie  foamy  white  sky.  Never  mind  Dale's  car: 
ehind  the  trees  are  other  vehicles,  build- 
gs,  windows. ..people. 

"Now  watch  it,"  Witter  says,  turning 
ound  to  face  the  range,  where,  some  sec- 
nds  later,  the  ball,  boomeranging  back 
om  the  stratosphere,  bounces  harmlessly  in 
ont  of him. 

"A  trick  shot  is  only  a  trick  shot  if  you  call 
in  advance,"  he  says.  "That  one  didn't  go 
:ry  far.  Let  me  try  it  again." 

Witter,  42,  knows  all  about  the  impor- 
nce  of  trying  again.  His  trick  shot  reper- 
)ire  includes  hitting  balls  off  raised  tees 
hile  standing  on  one  of  those  big  inflatable 


the  challenge 
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orbs  usually  found  in  gyms  and  yoga  stu- 
dios. (Try  even  balancing  on  one  on  your 
hands  and  knees.)  Atop  the  fitness  ball, 
he  can  bounce  a  golf  ball  on  the  face  of  a 
wedge,  hang  the  ball  in  the  air,  drop  the 
wedge,  grab  a  driver  and  drive  the  ball 
out  of  midair,  or  toss  balls  from  behind 
his  back  and  bat  them  on  their  way 
down.  It's  rare  that  a  Witter  drive  travels 
less  than  300  yards. 

Covell  has  seen  him  do  a  one-armed 
handstand  and  strike  a  ball  with  a  club  in 
his  free  hand.  "It  doesn't  go  far,  but  hey, 
he  makes  contact,"  he  says. 

Witters  Houdini-like  golf  stunts — 
he  has  been  featured  on  Ripley's  Believe 
It  or  Not — are  as  much  about  the  back- 
story  as  the  backswing.  He  has  one  lung 
and  a  layer  of  thick  scar  tissue  around 
his  ribs  that  constricts  his  lateral  move- 
ment. He  has  no  central  vision  in  his  right 
eye,  depriving  him  of  depth  perception. 
Eighteen  years  ago,  working  his  way 
toward  the  PGA  Tour,  the  then  newly 
married  22-year-old  native  of  Pennsyl- 
vania Dutch  country  was  diagnosed  with 
cancer  in  his  jaw  and  had  part  of  his  hard 
palate  removed.  As  it  happens,  that  set- 
back turned  out  to  be  the  first  step  on  the 

Short  Work 


"N,  TaylorMade  has  dominated 

the  driver  market  with  its 
popular  r7  Quad.  Now,  it's 
extending  the  line  to  irons. 
Featuring  a  deep  undercut  and 
"inverted  cone  technology"  that 
expands  the  sweet  spot  on  the 
clubface,  the  r7  TP  irons  are 
designed  to  send  the  ball  on  a 
higher  trajectory,  with  more 
consistent  yardage  and  a  greater 
degree  of  forgiveness  on  those 
inevitable  mishits.  $1,000 
a  set  for  steel  shafts, 
$1,200  for  graphite, 
www.iaylormade 
golf.com  /A 


path  to  his  current  career. 

The  treatments  were  so  caustic  that 
doctors  didn't  want  him  exposed  to  direct 
sunlight.  "My  attitude  started  getting 
bad,"  Witter  recalls  of  the  13  weeks  he 
was  restricted  to  the  hospital.  "I  was  hat- 
ing life  and  everyone.  I  didn't  know  what 
to  do  with  myself." 

His  mother,  Linda,  brought  him  a  sand 
wedge,  and  he  started  bouncing  the  ball 
on  the  face  of  the  club,  doing  what  he  calls 
the  "tap-tap  routine."  People  on  the  hos- 
pital floor  came  to  watch.  A  doctor  asked 
if  he'd  give  a  demonstration  at  his  country 
club.  There,  Witter  was  invited  to  per- 
form at  a  tournament. 

"I  was  just  goofing  around,"  he  recalls. 
"Then  I  started  hitting  it  out  of  midair 
and  adding  shots,  and  other  people  started 
inviting  me  out,  and  the  next  thing  I'm 
doing  these  shows." 

Witter,  who  now  commands  $5,000 
for  a  corporate  outing,  became  much  more 
than  a  novelty  act.  He  broke  down  the 
elements  of  the  swing  and  ball  flight.  He 
set  up  shop  giving  lessons  and  became  a 
teacher.  He  won  long-drive  competitions, 
with  a  personal  best  of  409  yards.  As 
his  legend  grew,  he  acquired  a  following. 


56  I  ForbesLife 


Disciples  include  long-drive  champio 
Carl  Wolter.  One  guy  sold  all  his  world 
possessions  in  Burlington,  Vermont,  arJ 
moved  to  central  Pennsylvania — not  trl 
most  happening  part  of  the  world — t 
train  with  Witter.  Other  professiona 
journeyed  to  hear  him  discourse  on  tH 
four  essentials  of  golf  (body  turn,  wri 
hinge,  weight  transfer  and  release)  and  th 
training  regimen  that  focuses  on  cob 
strength,  balance  and  flexibility.  The  6'  2 
215-pound  Witter  has  a  physique  tha 
many  athletes  half  his  age  would  envy. 

"What  he's  done  when  you  considd 
everything  he's  gone  through  just  blow} 
me  away,"  says  LPGA  tour  player  Ja 
Stephenson,  who  first  met  Witter  at  a  co 
porate  event.  "How  good  could  he  ha\| 
been?  A  lot  of  these  trick  shot  guys  ai] 
good,  but  he  is  the  best  by  far.  The  hand 
eye  coordination,  the  incredible  strengt 
and  his  whole  understanding  of  the  swing. 
I've  never  seen  anything  like  him.  He  coul 
have  been  as  good  as  Tiger." 

If  he  seems  immortal  on  the  tee,  Witte 
has  had  ongoing  reminders  of  the  frailt 
of  life  off  of  it.  The  jaw  cancer  altered  hi 
face  and  voice.  In  2000,  he  was  involved 
a  car  accident  that  he  describes  as  littl 
more  than  a  fender  bender.  The  air  ba 
deployed,  and  doctors  attributed  the  blurr 
vision  that  followed  to  a  concussion.  B 
the  time  anyone  realized  that  he  had  de 
tached  a  retina,  it  was  too  late  to  do  an\ 
thing  about  it. 

Witters  response,  just  to  get  on  wit 
it,  is  typical.  It's  Covell,  who  was  sold  o 
Witter  after  one  lesson  that  added  4 
yards  to  his  drive,  who  reveals  the  injur) 
Witter  treats  it  like  an  anatomy  lesson. 

"Oh,  yeah,"  he  says.  "Didn't  I  mentio 
that?  Well,  it  was  unfortunate,  but  yo 
know  what,  the  brain  is  pretty  amazinj 
So  I  can't  see  out  of  my  right  eye,  righ 
and  within  months,  it  readjusts  and  make 
my  left  eye  dominant.  It's  pretty  cool." 
And  depth  perception? 
"Yeah,  well,  that's  a  little  bit  of  a  prob 
lem,"  he  says. 

In  2005,  having  finished  third  ii 
the  inaugural  trick  shot  champ 
ionship  in  Wales,  Witter  an 
Covell  decided  to  launch 
DVD  series  called  Rip  It  30< 
Yards.  Taping  for  infomerciall 
on  the  Golf  Channel  was  t 


EVERYTHINGS 


A  DIAMOND  IS  FOREVER 

adiamondisforever.com 


begin  in  December.  That  August,  Witters 
wife,  Ann,  gave  birth  to  their  fifth  child. 
It  marked  17  years  since  his  battle  with 
cancer;  usually  such  a  length  of  time  means 
it's  gone  for  good.  But  in  September, 
Witter  got  news  that  the 
cancer  had  come  back,  this 
time  in  his  lungs.  In  Nov- 
ember, surgeons  removed 
two  thirds  of  his  left  lung 
and  sutured  him  back  to- 
gether. In  December,  just 
weeks  removed  from  the  procedure,  Witter 
taped  the  DVDs. 

"I  was  really  lucky,"  he  says.  "It  could 
have  been  a  lot  worse." 

The  2006  championship,  held 
in  August  at  the  Marriott 
Hanbury-Manor,  a  golf  and 
spa  resort  in  Ware,  about  25 
miles  north  of  central  London,  is  meant  to 
be  Witters  crowning  achievement.  He 
brings  along  his  mother,  who  is  delighted 
to  be  in  England  for  the  first  time.  "His 
dad  is  six-foot-five  and  always  had  a  ball 
in  his  hand,"  she  says.  "That's  who  Ben 
gets  it  from." 

Eleven  athlete/entertainers  come  from 
Germany,  Denmark,  the  Netherlands, 
South  Africa,  Canada  and  Britain.  Witter 
is  the  sole  American.  Each  competitor  is 
assigned  a  patch  of  space  where  they  set  up 
their  equipment,  gadgets  and  props.  It's  a 
golfing  circus.  There  are  fishing  poles, 
stands  with  spinning  golf  tees,  a  toilet  seat, 
giant-headed  drivers  on  seven-foot  shafts. 
Each  contestant  gets  15  minutes,  observed 
by  an  American  Idol-like  panel  of  three 
judges,  including  two  former  tour  pros  and 
a  TV  commentator  from  Sky,  who  score 
them  based  on  execution,  originality  and 
entertainment  value. 

The  performances  are  often  dazzling, 
sometimes  repetitive,  and  one  quickly 
learns  that  some  feats  aren't  regarded  as 
that  big  a  deal.  The  tap-tap,  for  example, 
which  became  famous  after  Tiger  Woods 
did  it  on  a  TV  commercial,  is  mere  kid's 
stuff.  Here,  the  good  ones  ratchet  it  all 
up.  On  a  single  stroke,  guys  hit  mult- 
iple balls  with  three-  and  four-headed 
drivers.  There  are  the  don't-try-this-at- 
home  shots,  with  blindfolded  hits  off  a 
helmeted  cranium  and  the  lips  of  volun- 
teers who  can  only  hope  the  strikers  don't 


take  up  divots.  Karl  Scarr,  of  Germany, 
enters  the  field  hitting  balls  from  a  uni- 
cycle.  For  anyone  who  feels  content  just 
to  hit  a  fairway  and  a  green,  it's  hard  to 
know  whether  to  be  astonished  or  dis- 


stand-on-a-fitness-ball  routine — some 
the  field  copied  him  after  he  introdua 
it  last  year — and  finishes  with  his  "F-14 
in  which  he  gets  a  ball  to  mimic  tl 
flight  path  of  a  fighter  jet,  flying  long  aij 


Its  a  golfing  circus.There  are  fishing  poles, 
stands  with  spinning  golf  tees,  a  toilet  sec 
aiant-headed  drivers  on  seven-foot  shafts. 


heartened,  and  you  can't  but  wonder  why, 
it  these  fellows  can  bend,  turn  and  stop 
balls  on  command,  or  remote  control,  they 
aren't  on  the  pro  tour.  (Speculation  in- 
cludes insufficient  short  games  and  not 
having  the  mind  for  that  type  of  compe- 
tition; they  can  also  make  a  decent  living 
doing  corporate  events,  with  fees  going 
up  to  $5,600  a  show.) 

The  theme  of  Witter's  routine  is  the 
physics  of  ball  flight  and  the  geometry  of 
the  swing.  As  he  speaks  of  fixed  planes 
and  right  angles,  you  can  picture  him 
teaching  in  class,  only  now,  instead  of  a 
blackboard,  he  sets  up  a  plywood  board  a 
few  feet  in  front  of  him,  an  obstacle  that 
most  players  would  need  a  wedge  to  get 
over.  About  180  yards  to  the  left  is  a  huge 
oak  tree  whose  enormous  branches  billow 
with  foliage.  Witter  takes  a  driver  and 
blasts  the  ball  left  around  the  plywood;  it 
sails  out  toward  the  tree  and  turns  right, 
landing  in  what  would  be  the  center-fair- 
way about  300  yards  off. 

He  then  strikes  two  balls  in  quick 
succession,  bending  one  to  the  right  and 
one  to  the  left,  so  that  they  crisscross  in 
mid-flight  before  landing  in  roughly  the 
same  patch  300  yards  away.  He  does  his 


flat  until  it  begins  risir 
hundreds  of  yards  away, 
lands  near  a  camera  crew 
the  distance. 

The  audience  of  500 
so  who  are  bearing  up 
the  face  of  ever-changii 
English  weather  ooh  wi 
obvious  delight.  Judg 
Paula,  Randy  and  Simc 
admire  Witter's  ball-stril 
ing,  but  they  penalize  hi 
for  being  "too  clinicy."  Tl 
event  pushes  past  fi 
hours,  and  as  the  day  wea 
on,  the  panel  becomes  more  liberal  wit) 
its  scoring,  producing  baffling  result! 
Scarr,  the  theatrical  German  who  entere 
the  arena  striking  balls  from  a  unicyc 
and  performed  like  a  ringmaster,  finish 
fourth.  Reigning  champ  Paul  Barringto 
flubs  almost  his  entire  final  sequence  an( 
places  second,  and  eventual  2006  cham 
pion  Geoff  Swain's  signature  shot 
launching  a  ball  from  the  groin  of  a  volur: 
teer  who  is  suited  up  with  a  jockstrap  wit 
a  tee  erected  in  the  middle.  Swain  has 
winning  personality,  but  the  trick  h 
more  guffaw  than  awe,  a*"nd  there  ai 
shrugs  as  Swain  walks  off  with  the  win 
ner-take-all  prize  of  £5,000,  or  abou 
$9,350.  Witter  ties  for  eighth. 

"It's  all  good  fun,"  he  says,  but  yo 
sense  he's  saying  what  he's  supposed 
say.  Even  if  this  hardly  registers  on  th 
scale  of  his  setbacks,  you  can  see  the  com) 
petLtive  fire  pinking  his  fair  complexion 
"I'll  get  it  next  year,"  he  says. 
The  way  Witter  never  gives  up  may  b 
his  most  admirable  trick  of  all.  • 


Witter's  four-part  DVD  series,  Rip  It  301 
Yards,  is  available  for  $90  at  www. rip, 
300.com  or  (800)  951-6758. 
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n  Robert  Mondavi  founded  Woodbridge  Winery  twenty-five  years  ago,  he  knew  great 
grapes  don't  grow  all  by  themselves.  You  need  the  right  land,  the  perfect  climate,  and  a  whole 
lot  of  love.  That's  why  we  care  for  our  vineyards  with  small  winery  techniques,  and  you  can  taste 
it  in  our  crisp,  delicious  Chardonnay.  (As  you  can  tell,  I  get  a  little  wrapped  up  in  my  work.) 


Woodbridge 

BY  ROBERT  MONDAVI 
Taste  our  small  winery  tradition.1 


WOODBRIPC 


Wine  &  Spirits 


Message 
In  a  Bottle 

Holiday  cheer  for  wine  drinkers 


j  ,.,„,..>.„.  , 

i    delighted  to  receive  a  tasty  bottle  at  holiday 
time?  Wine  may  be  the  least  re-gifted  present 
Hill  ever  give.  On  the  other  hand,  the  drink  itself  isn't 
;rything  to  a  wine  lover — there  is  the  whole  theater  of 
:  thing,  after  all,  and  the  desire  for  the  perfect  props: 
'kscrews,  decanters,  glasses. 

These  gifts  for  the  2006  season  will  scratch  the  itch, 
d  just  maybe  make  you  a  holiday  hero  to  the  wine 
ers  on  your  shopping  list. 

o  with  the  Flow 

Austrian  glassmaker  Riedcl,  a  wine  world  icon, 
reports  booming  decanter  sales  over  the  past  few 
ears,  for  who  knows  what  reason.  Surf  the  trend  with 
liedel's  striking  new  Amadeo  Lyra  decanter.  A  limited 
dition  created  to  celebrate  Riedcl's  250th  anniversary, 
he  sinuous,  abstract  shape  suggests  a  lyre,  a  swan,  a 
/iking  ship — whatever. . .they  are  mouth-blown  and 
ndividually  unique.  $250  from  the  Wine  Enthusiast. 
800)  356-8466,  www.wineenthusiast.com. 


rystal  Clear 


If  it's  the  thought  that  counts,  this  counts  as  a  pretty 
romantic  notion:  a  set  of  Baccarat  Milles  Nuits 
lutissimo  Champagne  flutes.  Handcrafted  in  full 
ead  crystal,  these  are  not  only  caressingly  graceful  to 
lold  but  come  in  seven  rich  and  subtle  colors;  the 
hoice  is  yours,  you  starry-eyed  devil.  $380 for  two  from 
accarat.  neimanmarcus.  com. 


^FRANCS 
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iCMOMA  COUNPV 

ME  RIOT 


Poker  Pals 

Who  wants  another  brewski  before  t 

T    )  ITT  !  I 

/  next  hand?  Uh... nobody.  Here's; 
audacious  change  of  pace  for  your  spoj 
ing  friends:  the  St.  Francis  Classic  Pol 
Night  Box.  The  handsome  black  box 
eludes  two  rich  reds  from  Sonoma's 
Francis  Winery — a  2003  Syrah  and  a  20 
Merlot  (the  winery's  signature  bottling) 
plus  two  Pviedel  "O"  glasses,  two  decks 
cards  and  150  clay-composite  poker  ch 
that  have  that  perfect,  satisfying,  Amar: 
Slim  heft  when  you  rake  them  in.  $1. 
www.  stfrancispokerparty.  com. 


The  Big  Chill 


\  It's  not  every  kitchen  wine  fridge  tl 
/  holds  Champagne  bottles  and  m 
nums,  much  less  takes  up  just  15  inc 
of  width  doing  it.  Marvel's  new  18-bot 
Champagne  Cellar  from  the  compan 
"Chateau  Collection"  is  a  vision  in  stainl 
steel  and  UV-protected  glass.  At  $2,100 
may  just  be  the  gift  you  give  yourself  f. 
season,  www.lifeluxurymarvel.com. 


The  east 


Visitors  came  from  all  over, 
%  the  west  and  the  nearby  j 
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(^ountless  legends  have  taken  root  here  about  our  more 
colourful  visitors.  The  python  that  led  die  gardener  on  a 
merry  chase.  The  wild  boar  that  battled  the  Sikh 
doorman.  The  escaped  circus  tiger.  The  inquisitivq. 
simian  that  inspired  the  whimsically  named  Brass 
Monkey  cocktail.  These  days,  however,  the  garden  draws 
a  different  sort  of  visitor;  those  seeking  respite  from  the 
hurry  and  scurry  of  city  life.  A  short  walk  soon  reveals 
the  reason  why.  One's  pulse  is  slowed,  the  breathing 
calmed  and  the  mind  cleared.  A  privilege  reserved  for 
our  residents,  this  verdant  sanctuary  encompasses  over  a 
quarter  of  the  estate.  And  the  legend  lives  on,  albeit  with 
\isitors  from  the  concrete  jungle. 


Experience  the  Legend.  I  Beach  Road.  Sii 


PALM  BEAC 

AMERICA'S  INTERNATIONAL  FINE  ART 6\A 


A  Vetted  Collection  from  the  Finest  Dea 

Vernissage  FEBRUARY  i  j  Benefiting  The  Mo 
the  Community  Foundation  for  Palm  Beach  and  ] 

FEBRUARY  2  |  VIP  Private  Collect 
Register  to  he  eligible  for  your  VIP  card  at  ww 

FEBRUARY  3— U,  2007  |  Open  to  the  gene 

Palm  Beach  County  Convention  Cer 
www.palmbeachfair.com  |  +1. 561. 209, 


ART! 
AUCTION 
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TURON  TRAVEL 

www.turontryvel.com 

■  • 


The  Better  Part  of  Valor 

We,  umm,  tend  to  finish  our  bottl 
/  once  we  open  them — we  ain't  quitters- 
but  there  comes  a  time  in  most  peoplq 
lives  when  an  open  bottle  gets  put  away  f 
another  day.  If  you  know  such  a  perso 
you  can  save  them  from  hammering  t 
cork  back  in  with  the  side  of  their  fi 
with  these  vivid,  celebratory  Murano  gla| 
bottle  stoppers.  Handblown  and  pr<! 
sented  in  a  satin-lined  gift  box,  they  arq 
fine  inducement  to  moderation.  $98 fro 
NapaStyle,  www.  napastyle.com. 

Relentless  Giving 
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Dan  Philips,  the  passionate  wine  an 


food  scout  behind  the  Grateful  Palatj 
gets  caught  up  in  lots  of  specialized  tastu 
but  Syrah/Shiraz  wines  hold  a  special  plac 
in  his  heart.  The  Grateful  Palate's  Shiraz « 
the  Month  Club  sends  a  different  SyraW 
Shiraz  from  an  artisanal  producer  chosa 
by  Philips  each  month,  and  some  of  thej 
are  likely  to  be  revelations.  Up  to  $60,  lrill& 
monthly,  www.gratefulpalate.com. 

Pass  It  On 

\  There  is  a  lot  of  accumulated  wisdom-j 
from  a  lot  of  purple-stained  teeth — i 
History  in  a  Glass:  Sixty  Years  of  Wit 
Writing  from  Gourmet.  Here  is  the  pionei 
of  American  wine  connoisseurship,  Fran 
Schoonmaker,  musing  over  Falernum,  tit 
ancient  Romans'  trophy  wine  (now  lost  \ 
history),  and  Ray  Bradbury  reminisciij 
about  dandelion  wine  ("The  words  we 
summer  on  the  tongue").  This  is  an  all 
star  lineup  offering  a  winter's  worth  i 
pleasurable  sipping  and  page-turning.  $2\ 
Modem  Library. 

Open  Them  Up 

Nothing  conveys  insouciant  wine  co< 
like  the  deft  wielding  of  a  classic  lev«i 
corkscrew.  Flatter  your  recipient  with  F 
supreme  example,  the  Laguiole  Stag  Hoi); 
Corkscrew.  Made  from  genuine  stag's  hoci 
(naturally  shed)  and  stainless  steel,  itj 
tough  and  unique — no  two  are  precise! 
the  same.  The  corkscrew  comes  with 
wooden  presentation  box  and  a  leath< 
pouch,  but  chances  are  your  recipient  wi 
want  to  keep  it  out  and  handy.  $130 frml 
IWA.  (800)  527-4072,  www.iwawine.coA 
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IS  YOUR  IDEAL  DINNER  COMPANION  RICH?  SWEET?  OR  UNASHAMEDLY  FULL-BODIED? 
SELECT  FROM  100  WINES  BY  THE  6 LASS  AND  THE  FINEST  PRIME  STEAK, 
FLEMING'S.  WHERE  EVENINGS  OUT  BECOME  MEMORABLE  TIMES. 


PRIME  STEAKHOUSE  6-  WINE  BAR 


For  locations  visit  flemingssteakhouse.com 


mm "  " 


TIBflLOl 


for  BENTLEY 


6Q  YEARS  OF  CREWE  LIMITED  EDITION 

Celebrating  60  years  of  production  at  the  historic  Crewe  factory,  Bentley  Motors 
introduces  its  first  ever  limited  edition  pen  collection  and  its  first  ever  collaboration 
withTIBALDI,  specialist  makers  of  precious  and  technical  writing  instruments. 

EachTIBALDI  for  Bentley  pen  is  a  precious  limited  edition  writing  instrument, 
bearing  the  Sheffield  Assay  Office  Bentley  hallmark. 

The  edition  consists  of  only:  400  silver  fountain  pens,  200  silver  roller  balls,  40 
sohdt  white  gold  fountain  pens,  20  solid  white  gold  roller  balls. 

For  information:  www.tibaidi.it 

Bentley  and  the  "B  icings''  devite-are  registered  trade  marks.©  2006  Bentley  Motors  Limited. 


Real  Escapes 

  "  ■  


/  %      New  York  penthouse  is  like  a  Ferrari:  It  costs 
more,  and  you  use  it  less.  This  is  a  nagging 
'  irony  for  more  terrestrial  New  Yorkers  who 

ze  at  the  top  floors  of  the  city's  finest  residential  build- 
5s  in  the  evenings  and  see  dark  windows,  nobody 
me.  The  real  estate  brokers  tell  a  common  story:  Spent 
0  million — and  he's  never  there. 

After  all,  if  you  can  afford  to  live  in  a  penthouse,  you 
ely  have  a  portfolio  of  homes  vying  for  your  attention, 
ill,  a  home  atop  the  Gotham  skyline,  even  one  you 
ely  use,  brings  unique  satisfactions:  360-degree  views, 
:nty  of  outdoor  space,  the  contentment  of  living  above 
ur  neighbors.  Such  privileges  come,  of  course,  with 
v-high  asking  prices.  For  instance,  the  triplex  pent- 
use  at  the  Pierre  Hotel:  $70  million.  The  Trump  Park 
'enue  penthouse  duplex:  $31.5  million. 
Both  of  those  have  languished  on  the  market  for 
lumber  of  years.  Here's  a  fresher  selection  for  the 
lidays — a  season  of  traditional  self-indulgence  if  ever 
ere  was  one.  (Note  to  buyer:  Price  does  not  include 
ditional  parking  space  for  the  Ferrari.) 


310  E.  53rd:  A 
stone's  throw  from 
the  East  River 


It's 
Lovely  at 

t  he  Top 

They're  big!  They're  showy! 

They're  expensive  as  hell! 
Isn't  it  time  you  bought  a 
New  York  penthouse? 
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COLDWELL  BANKER 


R  E  V  I  E  W  S 


I  INTERNATIONAL® 


BOCA  RATON,  FLORIDA 
This  custom-built  masterpiece  offers  25,000  square  feet  of  luxury  on 
5-plus  acres,  with  a  14-car  garage,  10-seat  theater  and  more. 

PRICE:  $12,900,000 


STEVE  KAMINER 
COLDWELL  BANKER 
RESIDENTIAL  REAL  ESTATE,  INC. 
Phone:  954.755.41  1 1 


O  M  E  S  . 


PREVIEW   THOUSANDS   OF   EXCEPTIONAL  H 
AT  COLDWELLBANKERPREVIEWS.COM 


ROSS,  CALIFORNIA 
Gated,  secluded  estate,  built  in  1900,  is  situated  on  3  acres  with  lush 
gardens,  walking  paths,  waterfalls  and  a  seasonal  creek. 

PRICE:  $22,000,000 


SUSAN  HAAS,  ROBERT  BEADLE  &  PAUL  GRAY 
COLDWELL  BANKER 
RESIDENTIAL  BROKERAGE 
Phone:  415.461.3220 

D  E  D  I  C  A  T  E  D   T  O   LUX  U  R  Y    R  E  A  i.    EST.  *  . 


COLDWELL  BANKER 

PREVIEWS 

INTERNATIONAL 

©2006  CoWwell  Banker  Real  Estate  Corporation.  ColdweU  Banker7-  is  a  registered  trademark  licensed  to  Coldwell  Banker  Real  Estate  Corporation.  An  Equal  Opportunity  Company.  Equal  Housing 
Opportunity.  f=}F.ach  Caldwell  Banker*  Office  Is  Independently  Owned  And  Operated.  Except  Offices  Owned  And  Operated  by  NRT.  Inc. 


A  310  East  53rd  Street  (page  67) 

Thirteen-foot  floor-to-ceiling  glass  walls 
add  vertigo-inducing  drama  to  the  31st- 
floor  penthouse  at  this  newly  constructed 
Upper  East  Side  tower.  Small  by  pent- 
house standards  at  3,632  square  feet,  the 
three-bedroom,  triple-terraced  space  is 
nevertheless  light  and  airy,  with  pocket 
doors  that  add  flow  between  the  rooms. 
Etched-glass  cabinetry  in  the  admittedly 
cozy  kitchen  is  a  stylish  touch.  Catch  a 
view  of  the  Chrysler  Building  from  the 
windowed  tub  in  the  master  bath. 
10.5  million 

www.threetencondo.com 


A  3  East  95th  Street 

The  1913  landmark  Carhart  Mansion  has 
been  expanded  into  a  new  neighboring 
building  and  renovated  to  accommodate 
four  condominiums.  Only  the  sprawling 
penthouse  remains  on  the  market — per- 
haps because  potential  buyers  can't  decide 
how  to  use  5,290  square  feet  of  outdoor 
space,  spread  across  six  terraces.  Roof- 
top basketball  court?  Sure.  Greenhouse? 
Why  not?  Swimming  pool?  There's  room. 
Indoor  highlights  include  an  impressive 
drawing  room  with  a  12'  ceiling,  and  an 
enormous  16-  x  20'  kitchen. 
49  21  million 

www.carhartmansion.com 


>  101  Warren  Street 

TriBeCa's  most  elegant  new  building 
isn't  another  glass-sheathed  tower:  101 
Warren  is  textured  by  vertical  hash  marks 
of  limestone  and  glass  and  graced  with 
an  elevated  forest  of  Austrian  pine  trees 
on  a  terrace  five  floors  above  the  street. 
Skyhome  3420  is  the  plum  of  the  build- 
ing, a  rooftop  duplex  with  2,390  square 
feet  of  outdoor  setbacks  facing  north,  south 
and,  most  importantly,  west.  Jersey  City 
looks  just  splendid  from  35  stories  up. 
4&  20  million 

www.10lwarren.com 
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The  Patravi  Tonneaugraph  in  18K  rose  gold  with  chronograph,  big  date  and  power  reserve 
display  is  a  perfect  example  of  Carl  F.  Bucherer's  unique  philosophy.  As  an  independent  famil 
business  in  Lucerne,  Switzerland  since  1919,  our  attention  to  fine  detail  and  passion  for 
perfection  have  never  changed 


Carl  F.  Bucherer 

FOR  PEOPLE  WHO  DO  NOT  GO  WITH  THE  TIMES. 


www.carl-f-bucherer.com 


info@cfbnorthamerica.com 


800  395  4306 


wackec/tA 


J  EWEI.F.RS 
THE  LAKES  at  Thousand  Oaks      THE  COMMONS  at  Calabasas 
805.230.0035  818.225.0600 


A  I  Grand  Army  Plaza 

Star  architect  Richard  Meier  has  left  his 
sleekly  modern  if  slightly  overconspicu- 
ous  mark  on  Manhattan's  far  West  Side 
with  the  Charles  and  Perry  Street  glass 
towers.  His  newest  residential  building, 
On  Prospect  Park  (to  be  completed  fall  '08), 
continues  the  stacked-glass-box  theme  but 
feels  better  suited  to  the  scale  of  Brooklyn's 
grandest  and  busiest  traffic  circle.  Up  on 
the  15th  floor,  on  one  of  the  two  terraces 
of  your  3,400-square-foot  four-bedroom 
duplex  penthouse,  Prospect  Park  is  a  peace- 
ful expanse  of  treetops  down  below,  and 
glittering  Manhattan  rests  at  a  perhaps 
welcome  remove. 

6  million 
lIQp  www.onprospcctpark.com 

>  823  Park  Avenue 

Built  in  1911,  823  Park  is  a  classic  G  reek- 
revival  12-story  building  currently  under 
restoration  and  renovation.  The  high  point 
of  its  duplex  penthouse  could  be  the  crow's 
nest  library  (good  luck  getting  any  reading 
done),  which  opens  onto  a  1,400-square- 
foot  roof  terrace.  (There  are  two  more  ter- 
races below.)  Interest  in  the  penthouse  has 
been  keen  since  823  went  on  the  market 
earlier  this  year,  but  as  of  press  time,  no 
deal  had  closed.  Buyers  undaunted  by  the 
asking  price  should  move  quickly. 

30  million 
43;)  www.823parkave.com 
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The  high  point  of  the  duplex  penthouse  at 
823  Park  could  be  its  crows  nest  librae 
(good  luck  getting  any  reading  done). 


RETIREMENT  PLANNING  GUIDE  FOR  BABY  BOOMERS 

WORK  AND  RETIREMEN 

Many  Americans  work  in  retirement.  Some  pursue  a  passion  they've  longed  to  explore,  while  others  work  becaus 
they  have  to  or  they  want  the  extra  cash  to  improve  their  post-retirement  lifestyle.  Still  others  find  fulfillmer 
through  volunteer  work.  Whatever  your  reason,  there's  a  good  chance  you  too  will  want  to  continue  working  for  a 
least  part  of  your  golden  years. 


1 

TIAA 

CREF 

The  good  news  is  that  working  in  some  form  may  have  a  positive  impact  on  how  retirees  live.  Tl| 
self-reported  health  and  happiness  of  those  who  work  or  volunteer  is  significantly  hetter  than  th 
of  people  who  don't  work,  according  to  the  latest  research.* 
Balancing  work  and  life  in  retirement  requires  some  forethought.  For  one,  consider  what  you  may  wa| 
to  do.  If  it's  volunteer  work,  you  may  need  to  increase  your  pre-retirement  contributions  to  ensure  yo^ 
post-retirement  income  is  where  you  want  it  to  be.  If  you  want  to  do  work  that  requires  relocating,  consij 
er  planning  ahead  with  your  spouse  or  partner  to  match  your  goals  and  investing  plans. 

It's  also  advisable  to  consider  when  you  want  to  start  receiving  Social  Security.  Today,  people  are  elig 
ble  to  receive  partial  Social  Security  benefits  at  age  62  or  can  choose  to  wait  until  their  full  retirement  aj 
and  receive  100  percent  of  their  accrued  benefits.  Your  full  retirement  age  varies,  ranging  from  age  65  to  6 
depending  on  what  year  you  were  born,  according  to  the  Social  Security  Administration.  If  you  wo) 
before  your  full  retirement  age,  the  income  you  receive  from  work  may  reduce  your  benefits.  For  instanc 
in  2006,  the  government  deducts  $1  from 
Social  Security  benefits  for  every  $2  people 
earn  above  this  year's  annual  limit  of 
$12,480.  After  you  reach  your  full  retire- 
ment age,  however,  work  earnings  won't 
reduce  your  benefits  at  all. 

The  end  of  the  year  is  a  good  time  to 
review  your  retirement  goals  and  make  sure 
you  are  on  the  path  to  where  you  want  to  be, 
so  that  if  you  work  in  retirement  it's  because 
you  want  to,  not  because  you  have  to.  Every 
situation  differs,  so  consult  with  your  finan- 
cial professional  or  attorney  before  making 
any  decisions.  H 


Does  Working  Longer  Make  People  Healthier  and 
Happier?  An  Issue  in  Brief  (Center  for  Retirement 
Research  at  Boston  College,  Series  2,  February  2006) 


INCOME  IN  RETIREMENT: 
WHERE  CURRENT  RETIREES 
GET  THEIR  INCOME 


Income 
from 
assets 


Other 

1.8% 


Pensions  and 
retirement 
plans 


Social 
Security 


Employment 

Note:  Percentages  do  not  equal  100  because  of  rounding. 

Source:  Employee  Benefit  Research  Institute  2004  income  estimates 


FINANCIAL  SERVICES 
FOR  THE  GREATER  GOOD 


C36992:  TIAA-CREF  Individual  &  Institutional  Services,  LLC,  and  Teachers  Personal  Investors  Services,  Inc.,  distribu 

securities  products. 

Teachers  Insurance  and  Annuity  Association  (TIAA),  New  York,  NY,  and  TIAA-CREF  Life  Insurance  Co.,  New  York,  NY,  issi 

insurance  and  annuities. 


tiaa-cref.org/tnyretirement 


A  RETIREMENT 
SPENDING  PLAN 

IS  AS  IMPORTANT  AS 

A  RETIREMENT  SAVING  PLAN. 


Which  is  why  it's  imperative  to  have  a  financial  partner  committed 
to  helping  you  achieve  both,  especially  as  you  near  retirement  and 
your  needs  evolve. 

We're  TIAA-CREF.  We  work  closely  with  you  by  offering  a  full  range 
of  products  and  services  to  help  you  manage  the  complexity  of 
living  in  retirement.  From  asset  management  to  estate  planning 
to  trust  services,  our  expertise  allows  you  to  spend  your  retirement 
the  way  you  want. 

And  through  personalized  advice  from  our  non-commissioned 
consultants,  who  are  rewarded  on  how  well  they  serve  you,  not  on 
what  they  sell  you,  you're  sure  to  receive  objective  expertise  on  the 
income  choices,  distribution  options  and  protection  strategies  that 
best  fit  your  life. 


In  short,  we  better 
plan  to  retire. 

Find  out  more  at  tia< 


nent  by  better  serving  your 


■org/myretireme 


FINANCIAL  SERVICES 


FOR  THE  GREATER  GOOD 


Collecting  by  John  C; 


Mission  of  Burma 


/  %  rt  from  developing  countries  is  buzzing. 
^"^^  Russian  and  Eastern  European  artists  now 
thrive  where  restrictive  regimes  once  choked 
their  work.  Modern  Chinese  artworks  suddenly  rival 
amies  from  the  ancient  Ming  and  Qjng  as  coveted 
ets.  Elsewhere  in  Asia,  Vietnamese  artists  enjoy 
>re  creative  freedom  (and  rising  prices)  as  Asians 
i  Westerners  alike  have  fallen  in  love  with  their  pen- 
ant  for  magic  realism  and  idealized  representations 
feminine  forms. 


Despite  a  modern  history 
of  repression  and  isolation, 
a  new  generation  of  artists 
from  Myanmar  is 
beginning  to  emerge. 
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Now  it's  Burma's  turn. 

Relatively  few  paintings  trickle  out 
of  this  beautiful,  troubled  country  (also 
known  as  Myanmar  after  a  contentious 
name  change  in  the  late  1980s).  The  art- 
ists remain  shy  in  their  subject  matter — 
political  topics  are  largely  avoided — and 
are  generally  isolated  from  hipper  global 
art-world  trends.  (Burmese  artists  who 
approach  themes  potentially  critical  of 
the  intransigent  military  regime  are  more 
likely  to  be  seen  at  performance  art  events 
held  in  small,  private  venues  for  invita- 
tion-only audiences.)  But  despite  a  thin- 
skinned  military  regime  that  stifles  dissent, 
an  art  scene  is  flowering  in  studios  from 
Rangoon  (or  Yangon)  to  Mandalay. 

"When  I  arrived  here  four  years  ago,  I 
was  astounded  to  find  a  group  of  very 


talented  artists,  most  of  whom  had  no 
international  recognition  whatsoever," 
says  Gill  Pattison,  a  New  Zealand  native 
who  in  2005  established  the  River  Gallery 
adjacent  to  Rangoon's  Strand  Hotel,  a 
British  colonial-era  gem  repolished  to 
within  a  carat  of  its  former  glory.  "I  felt 
strongly  that  some  of  them  deserved  to  be 
shown  to  a  broader  audience,  both  here 
and  abroad." 

Wedged  between  China,  India  and 
Thailand,  Myanmar  has  self-consciously 
steeled  itself  against  influences  from 
its  neighbors  and  interference  from  the 
West  since  the  late  1960s — with  decid- 
edly mixed  results.  Still  mostly  untouched 
by  modernity,  more  than  90  percent  of  the 
population  lead  lives  that  would  be  famil- 
iar to  their  great-great-great  grandfathers. 


Clockwise  from  left:  Woman  Dressing, 
by  Maung  Aw;  Concentration,  by 
Khin  Zaw  Latt;  Shan  Road,  by  Zaw  Win  Pe; 
Collection,  by  Nann  Nann 


The  everyday  world  informs  a  Burme 
style  that  is  mostly  figurative  and  accent! 
ated  with  blasts  of  bright  colors  evocati' 
of  tropical  light,  varied  landscapes  ar 
a  natural  environment  that  has  gone  ui 
changed  for  generations. 

Icons  and  ancient  symbols  of  Buddhisr 
seen  everywhere  in  Myanmar,  are  anoth 
recurring  theme,  infusing  the  art  with 
spirituality  that  stands  out  when  compare 
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fcutu 

t  Coco  Palms  is  legendary  for  bringing  to  life  the  dreams  and  passions  of  its  guests.  It  is 
"earn  about  to  be  reborn.  A  limited  number  of  luxury  residences  within  the  35  acre  resort 
being  designed  to  blend  the  natural  tranquility  of  the  grounds  with  the  necessities  of  a 
temporary  Polynesian  lifestyle.  May  all  your  fantasies  come  true. 

B  321-2626  COCOPALMS.COM/FL 

ormation  contained  herein  is  illustrative  only  and  is  subject  to  change  without  notice.  It  is  not  intended  to  be  and  does  not  constitute  on  offer  or  solicitation  to  sell.  It  shall  not  be  used  in  any  stale  where 
lited  by  low  or  where  registration  requirements  have  not  been  met.  Oceanfronl  Realty  International  Inc.,  Coco  Palms  Hospitality  Center,  P.O.  Box  458,  Kopa'o,  Hawai'i  96746,  Coco  Palms  Ventures,  LtC. 


CmValm 

ISLAND  OF  KAUA'I 


with  work  from  other  emerging  nations. 

A  recent  rare  American  show,  orga- 
nized by  Pattison  and  San  Francisco's 
Togonon  Gallery,  offered  a  glimpse  into  a 
hidden  world  that  has  largely  disappeared 
in  other  parts  of  Asia.  The  exhibition  of 
five  of  Myanmar's  leading  artists  enjoyed 
brisk  sales  and  encouraging  reviews,  and 
established  a  foothold  for  Burmese  art  in 
a  city  with  strong  links  to  Asia.  (Prices 
ranged  from  $2,500  to  $6,000,  with  pro- 
ceeds split  between  the  gallery  and  the 
artists  in  accordance  with  standard  inter- 


national art  business  practices.) 

Art  consultant  Alan  Bamberger  wrote  in 
a  review  on  ArtBusiness.com  that  art  from 
other  countries  too  often  appeals  only  to 
those  with  an  insider's  view  of  the  culture. 
Togonon's  Burmese  show,  he  insisted,  was 
different.  "The  compositions  and  subject 
matters  transcend  boundaries,  both  geo- 
graphic arid  otherwise,  crossing  over  and 
reaching  out  to  all  who  see  them.  Plus  the 
art  is  technically  excellent — all  of  it — as 
well  it  should  be,  seeing  as  these  five  artists 
are  among  Myanmar's  finest." 


Clockwise  from  top  right:  Colors  of  My  Sou 

by  Myo  Khin;  Natri  Puja  3,  by 

Nay  Myo  Say;  Myanmar  Beauty, 

by  Tin  Win;  Off  for  Breakfast,  by  Soe  Moe 


While  the  ruling  regime's  foreign  cr 
ics  divide  on  whether  economic  isolatii 
or  engagement  with  the  outside  wo 
will  best  suit  Burma's  future,  it's  hard 
ignore  these  creative  blossoms  beginni 
to  bloom  in  their  midst.  • 


Selected  Myanmar  artists  can  be  viewed 
Togonon  Gallery,  San  Francisco  (www.  togot 
gallery.com),  at  the  Beyond  Decor  A\ 
Gallery,  Palm  Beach  (www.beyondde 
art.com)  and  at  the  River  Gallery,  Yang 
HH     Myanmar  ( www.  rivergallerymyanmar.  co, 
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□rly  1 930s,  New  York  City.  . 
n  inventive  bartender  combined  Benedictine  liqueur  with  fine  French  brandy,  creating 
Benedictine  and  Brandy."  The  name  was  shortened,  and  the  rest  is  history. 

ENJOY  OUR  GOOD  TASTE  WITH  YOUR  GOOD  JUDGEMENT/") 

1^2006  BSBISA  REGISTERED  TRADEMARK  OF  BENEDICTINE.  S.A.  IMPORTED  BY  BACARDI  U  S  A ,  INC..  MIAMI,  f  L  LIQUEUR  10%  ALC.  BY  VOL 
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Spas  by  Lorraine  Cademartori 


Science  vs.  Snake  Oil 

The  list  of  ingredients  that  are  supposed 
to  be  beneficial  in  spa  services  is  endless. 

So  are  the  health  claims.  How  much  of  it  is  valid? 


) 


eople  go  to  spas  for  a  variety  of 
reasons,  but  mostly  because  it 
feels  good  to  be  pampered.  In  the 
t  ten  years  or  so — corresponding  to 
growing  popularity  of  alternative 
dicine — a  vocal  chorus  of  spa  gurus 
been  touting  the  health  benefits  of 
services.  Their  claims  range  from  the 
sonable  (stress  relief  has  been  shown 
ielp  keep  blood  pressure  in  check)  to 
outlandish  (smearing  chocolate  on 
ir  body  as  a  way  to  absorb  healthy 
fonols).  These  claims  show  up  on 
/ice  menus,  much  to  the  confusion 
clients.  And  it  doesn't  help  when 
staff  members  can't  even  begin  to 
lain  how  a  product  or  service  actually 
rks.  Read  on  for  a  few  facts  to  keep  in 
id  for  your  next  spa  visit. 
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Healthy  substances  that 
we  can  take  internally 
don't  necessarily  have  the 
same  benefits  when  put 
on  the  skin. 

"Vinotherapy"  is  the  spa  world's  attempt 
to  capitalize  on  the  growing  body  of  med- 
ical evidence  that  suggests  the  antioxi- 
dants in  grapes  and/or  drinking  wine  in 
moderation  might  be  good  for  us  after  all. 
"Grapeseed  extract  is  a  superantioxidant  if 
taken  internally,  as  it's 
been  shown  to  minimize 
the  breakdown  of  skin 
tissue,"  notes  Howard 
Murad,  an  El  Segundo, 
California-based  derma- 
tologist and  founder  of 
the  Murad  skin-care  line. 
If  it  is  used  within  a  spa 
service,  however,  there's  no  guarantee  of 
its  providing  any  benefit.  (The  "Cabernet 
scrubs"  showing  up  on  some  service  menus 
are  effective  only  due  to  the  texture  of 
crushed  grapes,  not  their  chemical  com- 
position. Rose  petals,  loofahs,  papaya  seeds, 
salt — anything  abrasive,  basically — help 
slough  off  dead  skin.)  Wine  itself  actually 
has  a  drying  effect,  thanks  to  its  alcohol, 
but  old  wine  also  contains  tartaric  acid,  an 
alpha  hydroxy,  which  exfoliates  the  skin 
and  can  improve  its  appearance. 

Another  trendy  category  has  been  ser- 
vices featuring  chocolate,  most  famously  at 
the  Spa  at  the  Hotel  Hershey,  in  Hershey, 
Pennsylvania.  Chocolate's  flavonols  may 
help  control  coronary  artery  disease — 
if  ingested  in  primarily  dark-chocolate 
formulations.  (See  "Sweet  Temptations," 
page  162.)  As  a  topical  spa  service,  there's 
no  evidence  that  chocolate  does  anything 
at  all,  other  than  make  you  want  to  take  a 
bite  out  of  yourself. 

That's  not  to  say  that  some 
active  ingredients  can't 
help  your  skin  over  time. 

If  an  ingredient  has  a  small  enough  mole- 
cular structure  to  actually  penetrate  the 
skin's  dermal  layer — like  vitamin  C,  for 
instance — then  it  can  in  fact  have  some 
benefit.  Vitamin  C  is  a  proven  antioxidant 
(leave  an  apple  out  for  a  few  minutes, 
watch  it  turn  brown  and  then  pour  lemon 
juice  on  it — the  brown  will  disappear)  and 
may  help  even-out  skin  tone  if  applied 


topically.  Even  then,  however,  success 
depends  on  formulation.  "Vitamin  C  is  a 
cofactor  in  the  production  of  collagen,  but 
I  don't  know  whether  it  really  encourages 
[its]  production  or  not,"  concedes  Murad, 
whose  line  contains  many  vitamin  C 
products.  "What  you  as  a  consumer  want 
to  hear  is  that  'this  product  within  so 
many  weeks  will  cause  x,  y  and  z  to  hap- 
pen' and  have  those  claims  backed  up  in 
an  independent  study  of  the  specific  prod- 


light,  circular  touch  in  areas  around  t 
lymph  nodes,  so  subtle  that  some  peoj 
complain  about  not  feeling  anything.  E 
it  stimulates  the  flow  of  lymph — the  fli 
containing  white  blood  cells  and  plasi 
that  bathes  the  body's  tissues — and  \ 
been  shown  to  decrease  edema  (post 
perative  swelling)  as  well  as  clear  bloc 
ages.  "I  used  to  think  it  was  a  fraud  ur 
I  had  it  myself,"  admits  Murad.  "I  nei 
realized  my  nose  was  stuffy.  It's  so  gen 


If  an  ingredient  has  a  small  enough  molecular 
structure  to  actually  penetrate  the  skir 
dermal  layer — like  vitamin  C,for  instance — 
then  it  can  in  fact  have  some  benefit. 


uct.  Otherwise,  it's  like  a  chocolate-chip 
cookie  recipe  that  uses  great  chocolate 
chips,  but  if  every  other  ingredient  in  the 
recipe  is  mediocre,  you're  going  to  have 
mediocre  cookies." 

Seaweed  actually  is  a 
good  moisturizer. 

Most  substances  that  moisturize  the  skin 
are  humectants — that  is,  they  actually  at- 
tract moisture.  Seaweed,  with  its  minerals 
and  trace  elements,  fits  into  that  category. 
Again,  whether  it  can  have  systemic  bene- 
fits, instead  of  just  cosmetic  ones,  if  placed 
on  the  skin  is  a  matter  of  debate.  "We 
know  we  don't  absorb  [substances  like 
seaweed]  through  the  skin,"  says  Anne 
Bramham,  an  industry  consultant  and  ed- 
ucator based  in  Laguna  Beach,  California. 
"But  we  do  know  that  dermatologists  turn 
to  saline  solution  to  heal  a  wound.  We 
know  that  people  have  been  turning  to  the 
sea  for  centuries,  particularly  in  Europe,  for 
cures  for  their  ills."  Because  our  bodies  are 
about  70  percent  water — water  chemically 
similar  to  seawater — Bramham  reasons 
that,  at  the  very  least,  we're  doing  ourselves 
no  harm  when  we  cozy  up  in  a  seaweed 
wrap  or  another  marine-based  treatment. 

Lymphatic  drainage 
massage  may  sound 
unappealing,  but  it's  one  of 
the  most  efficacious  spa 
treatments  out  there. 

This  involves  a  massage  therapist's  very 


you  don't  think  anything's  happenii 
And  my  nose  was  clear  after  I  walk 
out."  He's  since  used  the  treatment  in 
own  office  on  patients  who've  had  che 
ical  or  laser  peels. 

There's  no  better  way  to 
combat  the  effects  of 
aging  than  by  taking  good 
care  of  yourself. 

Restylane,  Botox  and  other  surgical  pi 
cedures  notwithstanding  (and  hey,  the) 
temporary),  we're  all  aging,  and  as 
do,  our  cells  are  degrading  and  losi 
water.  According  to  Murad,  there  are  o 
three  ways  to  combat  this:  prevent  da 
age  (wear  that  sunscreen!),  attract  waten 
the  skin  and  eat  foods  that  hydrate  1 
cells,  especially  essential  fatty  acids  1; 
those  in  olive,  flaxseed  and  canola  oil,  se< 
and  nuts,  and  omega-3,  -6  and  -9  fa 
acids.  Finally,  there's  what  Murad  ter 
"emotional  self-care."  In  other  words,  i 
things  that  make  you  feel  good,  whetl 
it's  the  endorphin  rush  achieved  throu 
exercise,  reducing  your  stress  (and  yc 
blood  pressure)  with  a  massage  or  j 
a  plain  old  indulgence  like  a  foot  rub,  c 
help  keep  your  cells  in  good  worki 
order.  "Do  spas  have  specific  medi 
benefits?  I'd  say  that  it's  often  the  C 
place  you  can  address  the  whole  self,"  s 
Murad.  So  go  ahead  and  slather  on  tl 
chocolate  goo.  It  might  not  make  you  lc 
younger,  but  there's  nothing  wrong  w 
feeling  better,  either.  • 
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RAINFOREST.COM 


Electronics  by  Thomas  Jackson 


eave  it  to  the  French,  inventors  of  the  chocolate 
•  croissant  and  the  35-hour  workweek,  to  come 
up  with  a  kinder,  gentler  electronic  appliance, 
abaztag,  created  by  Paris-based  company  Violet,  is 
mple  as  gadgets  go.  Linked  to  the  Internet  via  a  wire- 
ss  network,  it  can  be  programmed  to  wake  you  up  in 
le  morning,  report  the  day's  weather,  read  stock  quotes, 
ay  MP3s  from  your  hard  drive  and  recite  e-mail  mes- 
ges.  But  this  Wi-Fi  bunny  is  remarkable  not  for  what 
does  but  for  how  it  does  it.  In  short,  Nabaztag  emotes, 
ach  time  it  executes  one  of  the  aforementioned  tasks, 
ie  bunny  moves  its  ears  and  gendy  flashes  its  multicolored 
hts,  plays  a  little  jingle,  then  speaks  in  a  mellifluous 
>ice,  male  or  female,  in  English  or  in  French.  "The  air 
lality  today  will  be  delightful!"  it  might  say,  or,  "Come 
1  now,  it's  time  to  wake  up."  Otherwise,  it's  a  sooth- 
gly  cute,  ambient  presence,  flashing  its  lights,  wiggling 
;  ears  and  making  the  occasional  oddball  comment. 
Nabaztag  was  an  instant  hit  in  France  last  year — the 
tial  run  of 4,800  units  vanished  in  days.  To  date,  Violet 
is  sold  62,000  in  Europe,  a  number  the  company's  co- 
unders,  Olivier  Mevel  and  Rafi  Haladjian,  believe  would 
i  much  larger  if  they'd  been  able  to  keep  up  with  de- 
and.  Almost  half  of  the  buyers  so  far  have  been  women, 
l  unusually  high  percentage  for  an  electronic 
dget.  As  Haladjian  sees  it,  Nabaztag's  cen- 
al  appeal — aside  from  its  good  looks — is  its 
fervescent  personality.  "It's  more  like  a  living 
eature  than  an  appliance,"  he  says.  "People  become 
notionaUy  attached  to  it."  Some  make  funny  litde  outfits 
r  their  Wi-Fi  rabbits.  Others  take  them  on  vacation, 
hildren,  some  users  have  discovered,  are  more  likely  to 
llow  orders  from  the  Nabaztag  than  from  their  own  par- 
its  (who  tell  the  rabbit  what  to  say,  of  course). 
The  newest  version,  the  Nabaztag/tag,  out  this 
onth,  offers  an  optional  set  of  tiny  radio-frequency  ID 
gs  in  sticker  form,  each  of  which  can  be  programmed 
trigger  a  distinct  response  when  waved  in  front  of  the 
inny's  navel.  Attached  to,  say,  a  teenager's  key  chain, 
tag  could  prompt  the  rabbit  to  send  a  text  message 
his  mother  announcing  that  he's  home.  According 
Haladjian,  functions  like  that  represent  a  "soft,  pro- 
essive  step"  toward  something  we've  been  hearing 
iout,  but  not  seeing  much  of,  for  years:  the  smart  home, 
e  sees  a  future  full  of  interconnected,  Nabaztag-like 
achines:  intelligent,  personable  and  controllable  in 
tuitive,  natural  ways.  "You  could  have  a  square  box 
th  a  button  that  did  the  same  thing,"  he  says,  "but  it 
nuldn't  be  the  same  experience."  • 


Wascally 

Wi-Fi 
Wabbit 

The  Nabaztag  may 
be  adorable  but  its 
no  dumb  bunny. 


abaztag/tag,  $170.  www.nabaztag.com. 
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SPECIAL  ADVERTISING  SECTION 


Something  to  Embrace 


By  Kurt  Repanshek 


m 

Mom 


ontana.  It's  a  word  that  rolls  easily  and  smoothly  off  the  tongue.  One  that  conjure 
images  of  a  rugged,  rustic  landscape  —  a  vast,  untamed  frontier  of  rushing  rivers 
boundless  plains,  deep  forests  and  mountains  whipsawed  by  glaciers.  Winter  in 
ontana  evokes  scenes  of  snowstorms  so  intense  that  overnight  accumulations  rise  in  feet) 
not  inches.  And  when  the  storms  clear,  lapis  lazuli  skies  are  cut  only  by  the  curls  of  wooq 
smoke  wafting  gently  above  log  lodges. 

In  the  great  American  tradition,  many  have  endeavored  to  tame  this  wild  place  —  thank 
fully,  not  all  have  succeeded.  The  intoxicating  results  are  pockets  of  civilization  amidst  nature 
in  her  full  glory.  Sprinkled  throughout  are  comfortable  enclaves,  from  full-service  resorts  tfl 
charmingly  rustic  lodges,  that  help  the  traveler  experience  the  wild  with  relative  ease. 

Winter  in  Big  Sky  Country  is  decidedly  appealing  to  core  adventurers,  daring  souls  wh<| 
take  pride  in  skiing  21,750  vertical  feet  before  lunch.  But  it's  also  for  the  adventurous  ir 
spirit,  thanks  to  surprising  accessibility  via  major  air  carriers  and  a  full  complement  a 
amenities.  This  pristine  state  is  perfect  for  exploring  the  wonders  of  snow-draped  Glade) 
National  Park,  snowshoeing  from  the  steps  of  a  comfortable  lodge  or  experiencing  the 
steamy  beauty  of  Yellowstone  National  Park  from  the  comfort  of  a  heated  snowcoach. 


pine  or  Nordic,  Montana  Has  Options 

Not  surprisingly,  Montana  hospitality  from 
cember  through  March  is  best  defined  by  a 
;p  snowpack  enjoyed  through  a  wide  range 
activities,  followed  by  a  seat  before  a  cedar 
:  and  a  plate  of  pan-fried  trout,  roast 
ckling  or  elk  tenderloin.  No  question,  this 
son  of  snow,  cold  and  twirling  Northern 
;hts  is  not  to  be  endured;  it's  to  be 
braced.  When  the  country's  largest  ski  area 
eives  more  than  41  feet  of  snow  on  its 
•  1 2  acres  of  ski  and  snowboard  terrain,  as 
:  interconnected  Moonlight  Basin  and  Big 
|  resorts  did  last  year,  the  accumulation  is 
iled  with  enthusiasm. 

\t  the  state's  16  alpine  resorts,  you'll 
nerience  everything  from  full-service 
orts  to  quieter,  more  laid-back  ski  areas, 
:h  as  the  one-chair,  20-run  Turner 
juntain,  which,  tucked  away  in  the  state's 
rthwestern  corner,  is  open  weekends, 
lidays  and  "by  appointment."  Vertically 
dlenged?  Montana  counts  more  than  a 
zen  groomed  cross-country  trail  systems, 
lging  from  trails  that  meander  through 
:ional  forests  to  cross-country  resorts  catering 
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to  multiday  stays.  Among  the  latter  is  Lone 
Mountain  Ranch,  which  has  been  greeting 
winter  for  nearly  three  decades  with  comfort- 
ably rustic  lodging  and  sumptuous  meals,  as 
well  as  80  kilometers  of  groomed  trails  and 
forays  into  nearby  Yellowstone  National 
Park.  Across  the  state  to  the  north,  the 
Izaak  Walton  Inn  looks  upon  Glacier 
National  Park's  southern  boundary  and 
blends  classic  and  skate  skiing  with  snow- 
shoeing  and  backcountry  touring  in  both  the 
park  and  the  Great  Bear  Wilderness. 

Montana  in  winter  is  to  be  enjoyed  on 
your  terms:  Whether  you  choose  to  go  snow- 
shoeing  in  search  of  wolf  tracks  or  bison,  or 
remain  quietly  inside  your  cabin  seated 
beside  a  roaring  fire  with  a  good  book,  winter 
in  Big  Sky  Country  is  not  to  be  missed.  I 
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II  MANY  PEOPLE  TALK 
ABBOT  SKIUJ£ 

BECAUSE  nrj|j||| 


Once  vou  ski  the  pristine  mountains  o  fM  ontana.  it  s  hard 
to  ski  anywhere  else.  Our  uncrowded  slopes,  fine  lodging  and 
dining  are  enough  to  keep  you  here  for  a  while.  And  wc  do 
mean,  a  while.  Call  1-800-VISIT-MT.  ext.  701  or  log  on 
to  www.skiml.com  to  order  a  free  winter  vacation  guide. 


ONTANA 


SKIMT.COM 





Wheels  by  Bill  Bake 


Beams 


The  2007  BMW  M6 
has  both  beauty 

and  brains. 


When  lunching  at  Le  Chateau  du  Domaine  St.  Martin 
above  the  Cote  d'Azur,  it's  important  that  you  arrive  in 
an  appropriate  vehicle.  After  all,  this  place  was  the 
headquarters  of  the  Knights  Templar  around  1138  A.D.,  and  those 
boys  really  knew  how  to  show  off. 

The  stunningly  svelte  BMW  M6  convertible  we  tested  during  its 
world  press  preview  was  the  perfect  car  for  the  occasion.  After  sur- 
mounting the  twisting  heights  to  the  Col  de  Vence  overlooking  the 
Mediterranean,  we  purred  through  the  chateau's  15-foot-tall  iron  gates, 
top  down,  silly  grins  on  our  faces. 

The  M6's  technology  is  not  far  removed  from  that  in  Formula 
One  racers.  The  seven-speed  gearbox  can  be  shifted  using  paddles  be- 
hind the  steering  wheel  or  the  console-mounted  shift  lever.  There  are 
11  manual  and  automatic  shift  modes. 

The  suspension's  electronic  stability  control  and  the  shock  ab- 
sorbers each  have  three  settings.  There's  a  button  on  the  center  con- 
sole to  switch  from  400  to  500  hp  and  another  button  on  the  steering 
wheel  marked  "M"  that  instantly  engages  the  myriad  preferences  you 
can  preset  using  the  iDrive  control. 

As  for  performance,  from  standing  rest  you  can  hit  60  mph  in  4.6 
seconds  and  proceed  to  an  electronically  limited  top  speed  of  155. 

A  word  of  caution:  If  you  can  do  the  Sunday  New  York  Times 
crossword  in  half  an  hour,  in  ink,  you'll  enjoy  programming  this  car. 
That's  something  to  consider  before  plunking  down  105  large;  but  if 
you  do,  you're  assured  to  get  the  place  of  honor  at  your  local  chateau. 
And  you'll  be  there  before  anybody  else. 


BMW  M6  convertible  is  priced  at  $105,095.  www. bmwusa.com. 
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ON  THE 
YAM  Ml 
TRACK 

>0h,  how  we  wish  the 
Yamaha  C3  scooter  had 
been  invented  back  when  we 
were  young  bucks,  dashing 
across  campus  from  the 
History  of  Phys.  Ed.  class  to 
Introductory  Pipe  Cleaner 
Art.  Inexpensive,  hi-tech  and 
superreliable,  the  49cc 
fuel-injected  tyke  has  ample 
under-seat  storage  and  an 
electric  starter.  What'll  they 
think  of  next?  $1,999. 
www.yamaha-motor.  com. 


Yamaha's  C3  scooter 
is  inexpensive 
and  indestructible. 


Dan  Gurney  wore  Keds. 


PHOTO  FINISH 

*^  Historians  have  yet  to 
^  pinpoint  the  exact  date 
when  the  Golden  Age  of 
Road  Racing  peaked,  but 
photographer/journalists 
Harry  Hurst  and  Dave 
Friedman  have  come  close 
with  their  remarkably  intimate 
photo-chronicle  12  Hours 
ofSebring  1965.  The  book 


glances  back  at 
a  time  before 
races  became  the 
Vegas-style  events 
they  are  today, 
awash  in  logos  and 
egos.  My,  how  seat- 
of-the-pants  it  all  was  back 
then.  There  are  marvelous 
candid  photographs  of  famous 


racing  figures  of 
the  time — among 
them  Carroll 
Shelby,  Graham 
Hill,  Bruce  McLaren — 
wandering  the  oil-stained 
tarmac  wearing  Hawaiian 
shirts  and  beat-up  tennis  shoes. 
Hurst  and  Friedman,  both 
veterans  of  the  Sebring  era, 


have  compiled  some 
wonderful  behind-the-scenes 
reminiscences  as  well,  from 
the  likes  of  Dan  Gurney 
and  Jim  Hall,  who  designed 
and  co-drove  the  winning 
Chaparral  2  car  at  Sebring 
that  March  day  and  wrote 
the  book's  foreword.  $40. 
www.glorydaysof racing,  com. 
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Take  the  Lunesta^ 
7- Night  Challenge 

Just  ask  your  doctor  how  to  get  7  nights  of  Lunesta  absolutely  free! 
See  how  peaceful  a  full  night's  sleep  can  be. 


Find  out  how  to  improve  your  sleep  habits  at  www.lunesta.com.  Or  call  1-800-Lunesta. 
Lunesta  is  indicated  for  the  treatment  of  insomnia. 

IMPORTANT  SAFETY  INFORMATION:  LUNESTA  works  quickly,  and  should  be  taken  right  before 
bed.  Be  sure  you  have  at  least  eight  hours  to  devote  to  sleep  before  becoming  active.  Until  you 
know  how  you'll  react  to  prescription  LUNESTA,  you  should  not  drive  or  operate  machinery. 
Do  not  use  alcohol  while  taking  LUNESTA.  Most  sleep  medicines  carry  some  risk  of  dependency. 
Side  effects  may  include  unpleasant  taste,  headache,  drowsiness  and  dizziness.  Lunette 
See  important  patient  information  on  the  next  page.  >  ^(eszopicione)c 


FOLLOW  THESE  TWO  SIMPLE  STEPS  TO  GET  YOUR  7  FREE  TABLETS  OF  LUNESTA: 

"EP  1 :  TAKE  THIS  VOUCHER  TO  YOUR  DOCTOR  AND  ASK  IF  LUNESTA  IS  RIGHT  FOR  YOU 

PRESENT  BOTH  YOUR  PRESCRIPTION  AND  THIS  VOUCHER  TO  YOUR  PHARMACIST  FOR  YOUR  7  FREE  TABLETS  OF  LUNESTA 

NAME: 

EMAIL  ADDRESS:  LUTieSta 
HURRY!  THIS  OFFER  IS  ONLY  AVAILABLE  FOR  A  LIMITED  TIME! 


Lun^sta: 

 -^(eszopiclone)€ 

1,2  AND  3  MG  TABLETS 

Please  read  this  summary  of  information  about  LUNESTA  before 
you  talk  to  your  doctor  or  start  using  LUNESTA.  It  is  not  meant 
to  take  the  place  of  your  doctor's  instructions.  If  you  have  any 
questions  about  LUNESTA  tablets,  be  sure  to  ask  your  doctor  or 

pharmacist. 

LUNESTA  is  used  to  treat  different  types  of  sleep  problems,  such 
as  difficulty  in  falling  asleep,  difficulty  in  maintaining  sleep  during 
the  night,  and  waking  up  too  early  in  the  morning.  Most  people 
with  insomnia  have  more  than  one  of  these  problems.  You  should 
lake  LUNESTA  immediately  before  going  to  bed  because  of  the 
risk  of  falling. 

LUNESTA  belongs  to  a  group  of  medicines  known  as  "hypnotics" 
or,  simply,  sleep  medicines.  There  are  many  different  sleep 
medicines  available  to  help  people  sleep  better.  Insomnia  is 
often  transient  and  intermittent.  It  usually  requires  treatment 
for  only  a  short  time,  usually  7  to  10  days  up  to  2  weeks.  If 
your  insomnia  does  not  improve  after  7  to  10  days  of  treatment, 
see  your  doctor,  because  it  may  be  a  sign  of  an  underlying 
condition.  Some  people  have  chronic  sleep  problems  that  may 
require  more  prolonged  use  of  sleep  medicine.  However,  you 
should  not  use  these  medicines  for  long  periods  without  talking 
with  your  doctor  about  the  risks  and  benefits  of  prolonged  use. 
Side  Effects 

All  medicines  have  side  effects.  The  most  common  side 
effects  of  sleep  medicines  are: 

•  Drowsiness 

•  Dizziness 

•  Lightheadedness 

•  Difficulty  with  coordination 

Sleep  medicines  can  make  you  sleepy  during  the  day.  How 
drowsy  you  feel  depends  upon  how  your  body  reacts  to  the 
medicine,  which  sleep  medicine  you  are  taking,  and  how 
large  a  dose  your  doctor  has  prescribed.  Daytime  drowsiness 
is  best  avoided  by  taking  the  lowest  dose  possible  that  will 
still  help  you  sleep  at  night.  Your  doctor  will  work  with  you 
to  find  the  dose  of  LUNESTA  that  is  best  for  you.  Some 
people  taking  LUNESTA  have  reported  next-day  sleepiness. 

To  manage  these  side  effects  while  you  are  taking  this  medicine: 

•  When  you  first  start  taking  LUNESTA  or  any  other 
sleep  medicine,  until  you  know  whether  the  medicine 
will  still  have  some  effect  on  you  the  next  day,  use 
extreme  care  while  doing  anything  that  requires 
complete  alertness,  such  as  driving  a  car,  operating 
machinery,  or  piloting  an  aircraft. 

•  Do  not  drink  alcohol  when  you  are  taking  LUNESTA 
or  any  sleep  medicine.  Alcohol  can  increase  the  side 
effects  of  LUNESTA  or  any  other  sleep  medicine. 

•  Do  not  take  any  other  medicines  without  asking  your 
doctor  first.  This  includes  medicines  you  can  buy 
without  a  prescription.  Some  medicines  can  cause  drowsiness 
and  are  best  avoided  while  taking  LUNESTA 

•  Always  take  the  exact  dose  of  LUNESTA  prescribed  by  your 
doctor.  Never  change  your  dose  without  talking  to  your 
doctor  first. 

Special  Concerns 

There  are  some  special  problems  that  may  occur  while  taking 
sleep  medicines. 
Memory  Problems 

Sleep  medicines  may  cause  a  special  type  of  memory  loss  or 
"amnesia."  When  this  occurs,  a  person  may  not  remember 
what  has  happened  for  several  hours  after  taking  the  medicine 
This  is  usually  not  a  problem  since  most  people  fall  asleep 
after  taking  the  medicine.  Memory  loss  can  be  a  problem, 
however,  when  sleep  medicines  are  taken  while  traveling,  such 
as  during  an  airplane  flight  and  the  person  wakes  up  before 
the  effect  of  the  medicine  is  gone.  This  has  been  called 
"traveler's  amnesia."  Memory  problems  have  been 
reported  rarely  by  patients  taking  LUNESTA  in  clinical 
studies.  In  most  cases,  memory  problems  can  be  avoided  if 


.-  you  take  LUNESTA  only  when  you  are  able  to  get  a  full  night 
of  sleep  before  you  need  to  be  active  again.  Be  sure  to  talk 
to  your  doctor  if  you  think  you  are  having  memory  problems. 

Tolerance 

When  sleep  medicines  are  used  every  night  for  more  than 
a  few  weeks,  they  may  lose  their  effectiveness  in  helping 
you'  sleep.  This  is  known  as  "tolerance."  Development  of 
tolerance  to  LUNESTA  was  not  observed  in  a  clinical  study  of 
6  months'  duration.  Insomnia  is  often  transient  and 
intermittent,  and  prolonged  use  of  sleep  medicines  is  generally  not 
necessary.  Some  people,  though,  have  chronic  sleep  problems  that 
may  require  more  prolonged  use  of  sleep  medicine.  If  your  sleep 
problems  continue,  consult  your  doctor,  who  will  determine  whether 
other  measures  are  needed  to  overcome  your  sleep  problems. 
Dependence 

Sleep  medicines  can  cause  dependence  in  some  people, 
especially  when  these  medicines  are  used  regularly  for 
longer  than  a  few  weeks  or  at  high  doses.  Dependence  is 
the  need  to  continue  taking  a  medicine  because  stopping  it 
is  unpleasant. 

When  people  develop  dependence,  stopping  the  medicine 
suddenly  may  cause  unpleasant  symploms  (see  Withdrawal 
below).  They  may  find  they  have  to  keep  taking  the  medicine 
either  at  the  prescribed  dose  or  at  increasing  doses  just  to  avoid 
withdrawal  symptoms 

All  people  taking  sleep  medicines  have  some  risk  of  becoming 
dependent  on  the  medicine.  However,  people  who  have  been 
dependent  on  alcohol  or  other  drugs  in  the  past  may  have 
a  higher  chance  of  becoming  addicted  to  sleep  medicines 
This  possibility  must  be  considered  before  using  these  medicines 
for  more  than  a  few  weeks.  If  you  have  been  addicted  to 
alcohol  or  drugs  in  the  past,  it  is  important  to  tell  your 
doctor  before  starting  LUNESTA  or  any  sleep  medicine. 
Withdrawal 

Withdrawal  symptoms  may  occur  when  sleep  medicines  are 
stopped  suddenly  after  being  used  daily  for  a  long  time.  In 
some  cases,  these  symptoms  can  occur  even  if  the 
medicine  has  been  used  for  only  a  week  or  two.  In  mild  cases, 
withdrawal  symptoms  may  include  unpleasant  feelings 
In  more  severe  cases,  abdominal  and  muscle  cramps, 
vomiting,  sweating,  shakiness,  and.  rarely,  seizures  may  occur. 
These  more  severe  withdrawal  symptoms  are  very  uncommon 
Although  withdrawal  symptoms  have  not  been  observed  in  the 
relatively  limited  controlled  trials  experience  with  LUNESTA,  there 
is,  nevertheless,  the  risk  of  such  events  in  association  with  the 
use  of  any  sleep  medicine. 

Another  problem  that  may  occur  when  sleep  medicines  are 
stopped  is  known  as  "rebound  insomnia."  This  means  that  a 
person  may  have  more  trouble  sleeping  the  first  few  nights 
after  the  medicine  is  stopped  than  before  starting  the 
medicine.  If  you  should  experience  rebound  insomnia,  do  not  get 
discouraged.  This  problem  usually  goes  away  on  its  own  after  1 
or  2  nights. 

If  you  have  been  taking  LUNESTA  or  any  other  sleep  medicine 
for  more  than  1  or  2  weeks,  do  not  stop  taking  it  on  your  own. 
Always  follow  your  doctor's  directions. 
Changes  In  Behavior  And  Thinking 

Some  people  using  sleep  medicines  have  experienced 
unusual  changes  in  their  thinking  and/or  behavior.  These 
effects  are  not  common  However,  they  have  included 

•  More  outgoing  or  aggressive  behavior  than  normal 

•  Confusion 

•  Strange  behavior 

•  Agitation 

•  Hallucinations 

•  Worsening  of  depression 

•  Suicidal  thoughts 

How  often  these  effects  occur  depends  on  several  factors, 
such  as  a  person's  general  health,  the  use  of  other  medicines, 
and  which  sleep  medicine  is  being  used  Clinical  experience  with 
LUNESTA  suggests  that  it  is  rarely  associated  with  these  behavior 
changes 

It  is  also  important  to  realize  it  is  rarely  clear  whether  these 
behavior  changes  are  caused  by  the  medicine,  are  caused  by  an 


illness,  or  have  occurred  on  their  own.  In  fact,  sleep  problems  that  do 
not  improve  may  be  due  to  illnesses  that  were  present  before  the 
medicine  was  used.  If  you  or  your  family  notice  any  changes  in 
your  behavior,  or  if  you  have  any  unusual  or  disturbing  thoughts, 
call  your  doctor  immediately. 
Pregnancy  And  Breastfeeding 

Sleep  medicines  may  cause  sedation  or  other  potential  effects  in 
the  unborn  baby  when  used  during  the  last  weeks  of  pregnancy. 
Be  sure  to  tell  your  doctor  if  you  are  pregnant,  if  you  are  planning 
to  become  pregnant,  or  if  you  become  pregnant  while  taking 
LUNESTA. 

In  addition,  a  very  small  amount  of  LUNESTA  may  be  present  in 
breast  milk  after  use  of  the  medication.  The  effects  of  very 
small  amounts  of  LUNESTA  on  an  infant  are  not  known; 
therefore,  as  with  all  other  prescription  sleep  medicines,  it  is 
recommended  that  you  not  take  LUNESTA  if  you  are  breastfeeding 
a  baby. 

Sale  Use  Of  Sleep  Medicines 

To  ensure  the  safe  and  effective  use  of  LUNESTA  or  any  other 
sleep  medicine,  you  should  observe  the  following  cautions: 
1.  LUNESTA  is  a  prescription  medicine  and  should  be 
used  ONLY  as  directed  by  your  doctor.  Follow  your 
doctor's  instructions  about  how  to  take,  when  to  take,  and 
how  long  to  take  LUNESTA. 
2  Never  use  LUNESTA  or  any  other  sleep  medicine  for 
longer  than  directed  by  your  doctor. 

3.  If  you  notice  any  unusual  and/or  disturbing  thoughts  or 
behavior  during  treatment  with  LUNESTA  or  any  other  sleep 
medicine,  contact  your  doctor. 

4.  Tell  your  doctor  about  any  medicines  you  may  be 
taking,  including  medicines  you  may  buy  without  a 
prescription  and  herbal  preparations.  You  should  also  tell 
your  doctor  if  you  drink  alcohol  DO  NOT  use  alcohol  while 
taking  LUNESTA  or  any  other  sleep  medicine. 

5.  Do  not  take  LUNESTA  unless  you  are  able  to  get  8  or  more 
hours  of  sleep  before  you  must  be  active  again. 

6.  Do  not  increase  the  prescribed  dose  of  LUNESTA  or  any 
other  sleep  medicine  unless  instructed  by  your  doctor. 

7.  When  you  first  start  taking  LUNESTA  or  any  other 
sleep  medicine,  until  you  know  whether  the  medicine 
will  still  have  some  effect  on  you  the  next  day,  use 
extreme  care  while  doing  anything  that  requires 
complete  alertness,  such  as  driving  a  car,  operating 
machinery,  or  piloting  an  aircraft 

8.  Be  aware  that  you  may  have  more  sleeping  problems  the  first 
night  or  two  after  stopping  any  sleep  medicine. 

9.  Be  sure  to  tell  your  doctor  if  you  are  pregnant,  if 
you  are  planning  to  become  pregnant,  if  you  become 
pregnant,  or  if  you  are  breastfeeding  a  baby  while 
taking  LUNESTA 

10.  As  with  all  prescription  medicines,  never  share 
LUNESTA  or  any  other  sleep  medicine  with  anyone  else. 
Always  store  LUNESTA  or  any  other  sleep  medicine  in  the 
original  container  and  out  of  reach  of  children. 

11  Be  sure  to  tell  your  doctor  if  you  suffer  from  depression. 

12.  LUNESTA  works  very  quickly.  You  should  only  take  LUNESTA 
immediately  before  going  to  bed 

13.  For  LUNESTA  to  work  best,  you  should  not  take  it  with  or 
immediately  after  a  high-fat,  heavy  meal. 

14.  Some  people,  such  as  older  adults  (i.e.,  ages  65  and  over) 
and  people  with  liver  disease,  should  start  with  the  lower 
dose  (1  mg)  of  LUNESTA.  Your  doctor  may  choose  to  start 
therapy  at  2  mg.  In  general,  adults  under  age  65  should  be 
treated  with  2  or  3  mg. 

15.  Each  tablet  is  a  single  dose;  do  not  crush  or  break 
the  tablet. 

Note:  This  summary  provides  important  information  about 
LUNESTA.  If  you  would  like  more  information,  ask  your 
doctor  or  pharmacist  to  let  you  read  the  Prescribing  Information 
and  then  discuss  it  with  him  or  her. 
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Sport  by  John  Sedgwick 


Corner  Man 


e's  ten  minutes  into  giving  me  what  he  termed 
"just  a  few  basics,"  and  already  Peter  Briggs — 
'  two-time  intercollegiate  champion,  big-bucks 
idder  Peabody  trader,  consensus  greatest  squash 
>ubles  player  ever  and  now  the  Nick  Bollettieri  of  the 
ort — has  almost  completely  retooled  my  game.  He's 
ised  my  "rails,"  the  along-the-wall  drives  that  I'd  been 
tting  way  too  low  on  the  front  wall,  de-sliced  my  back- 
nd  and  gotten  me  to  attack  my  volleys  with  equal  con- 
lence  off  each  foot.  And,  all  the  while,  he's  drilled 
ime  the  essence  of  this  archetypal  Wasp  sport  that 
part  boxing,  part  chess  and  part  jai  alai.  "Put  your 
11  in  one  of  the  four  corners,"  he  says,  pointing  with 
racket.  "Every  time."  Simple  as  that. 


Peter  Briggs,  guru  coach 
to  one  of  the  best  squash 

programs  in  the  country, 
brings  a  touch  of  humility 
to  this  ruling-class  sport. 


Now  get  back  to  the  T: 
Coach  Briggs  looks  on. 
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It's  just  us  here  on  a  weekday  morning 
in  the  large,  shingled,  barnlike  structure, 
this  West  Point  of  squash  at  the  old-line 
Apawamis  Club  in  Rye,  New  York,  but 
evidence  of  Briggs's  thriving  program  is  all 
around  us — the  glossy  blowups  of  beam- 
ing young  players,  the  dozens  of  plaques 


And  that  hubbub  is  the  creation  of  Briggs, 
a  wily,  self-effacing  man  with  scanty  hair 
and  magic  hands.  "The  whole  program 
is  him,"  says  Paul  Assaiante,  the  Trinity 
College  coach  who  has  been  the  happy  in- 
heritor of  several  of  Briggs's  proteges,  most 
recently  the  sophomore  Charlie  Tashjian, 


At  last  count,  Briggs's  players 

had  copped  an  astonishin; 
72  collegiate  captaincies.   


recording  the  club's  many  v* 
junior  champions,  the  vocab- 
builder  lists  for  the  all-import- 
ant SATs  of  the  college-bound, 
the  inspiring  quote  from  the 
Russian  weight  lifter  Yuri  Vlason 
about  the  transcendent  "white 
moment"  of  peak  endurance,  and 
the  final  item  on  the  Apawamis 
Club's  team  credo:  "Never  tease 
a  girl  about  her  hair." 

That  is  to  say,  there  is  a  hub- 
bub here  even  when  there's  not. 


The  Tao  of  Briggs 


last  year's  under- 17  national  finalist.  Ad 
Gary  Waite,  the  reigning  squash  doubl 
number  one,  "He's  the  Pied  Piper  tq 
massive  group  of  people.  Parents  wl 
want  the  best  for  their  kids  come  to  hin 

With  its  associations  of  money,  pow 
and  the  Ivy  League,  squash  has  never  bet 
just  a  game,  of  course,  which  is  probab 
why  this  part  of  the  world,  which  includ 
the  big-money  counties  of  Westcheste 
New  York,  and  Fairfield,  Connecticut,  a 
fers  more  squash  per  square  inch  than  ai 
other.  A  dozen  squash-playing  clubs  con 
bine  with  that  many  squash-playing  se 
ondary  schools  to  do  for  squash  what  tl 
Dominican  Republic  does  for  baseball. 

But  none  of  the  clubs  pumps  them  o' 
quite  like  the  Apawamis.  "I  guess  I'd  s; 
we're  one  of  the  largest  and  most  prof 
cient  programs  in  the  country,"  Brigj; 
admits,  a  little  sheepishly,  since  ranking! 
he  claims,  don't  interest  him.  It's  n«i 
just  that  he  instructs  200  kids  a  year,  if 
what  he  makes  of  them.  Twenty-five  ai 
nationally  ranked,  and  another  30  al 
playing  in  college  programs  or  at  one  c 
the  elite  prep  schools  that  act  as  fan 
teams  for  the  college  sport.  Altogethe 
Stanford  coach  Mark  Talbott  estimate 
that  Briggs,  his  former  doubles  partne: 
has  had  a  hand  in  shaping  fully  a  quart* 
of  all  the  top  players  in  college,  and  be 
lieves  that  he  is  the  one  most  responsibl 
for  squash's  dynamic  expansion  in  th 
college  ranks. 

Of  the  current  crop  of  Briggsians,  th 
most  illustrious  is  probably  Lily  Loren 
tzen,  the  Harvard  freshman  phenom  wh 
is  the  reigning  top  collegian.  More  im 
portant  to  Briggs,  though,  is  the  numbe 
of  captains  he's  produced,  a  testament  t 
the  character  of  his  players.  At  last  coun' 
his  players  had  copped  an  astonishing  7 
captaincies.  At  Harvard,  both  the  men' 
and  women's  teams  were  captained  b 
Briggsians  last  year,  in  this  case  senior 
Will  Broadbent  and  Allison  Fast.  Wit] 
Lorentzen,  Briggs  worked  on  her  game  ii 
his  trademark  fashion — adding  to  her  ex 
isting  strengths,  rather  than  trying  to  ere! 
ate  a  kind  of  knockoff  of  himself  as  man; 
high-profile  coaches  are  inclined  to  do. 

But  the  big  thing  for  Lorentzen  wa 
the  way  he  worked  on  her.  "With  him 
it  isn't  just  about  squash,"  she  says.  "Hi 
places  a  lot  of  emphasis  on  trying  to  mak 
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Everyone  deserves  a  second  chance. 
Not  to  mention  a  first 


child  comes  into  this  world  with  nothing.  And  for  some, 
nat  never  changes.  But  your  donations  to  The  Salvation  Army 
-lake  a  difference.  With  your  support,  our  youth  programs 
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will  continue  to  give  poverty-stricken  children  something 
they  would  never  otherwise  have:  Opportunity.  To 
give,  call  1-800-SAL  ARMY  or  visit  salvationarmyusa.org. 
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Doing  the  most  good 


you  into  a  solid  person."  Like?  "Being 
humble,  helping  people,  setting  a  good 
example,  caring  about  what  you  do."  And 
then  there's  what  Briggs  calls  "being 
intentional,"  which  is  "knowing  what 
you  mean  to  do,  and  doing  it."  Lorentzen 
concludes:  "Peter  really  doesn't  have  an 
ego.  That's  rare,  especially  in  sports.  He 
really  connects." 

It  is  typical  of  Briggs  that,  when 
Lorentzen  won  the  fifth  and  de- 
ciding game  against  archrival  Yale, 
capturing  the  Ivy  League  trophy 
for  Harvard  and  sending  her 
teammates  into  a  delirium,  Briggs 
called  Lorentzen  right  after  the 
match.  "He  wanted  to  put  it  in 
perspective  for  me,"  she  says.  "It's 
not  about  getting  a  certain  num- 
ber. It's  about  sharing  an  experi- 
ence with  my  teammates."  (Shared 
but  not  repeated:  Lorentzen  has 
left  Harvard  for  Stanford,  where 
she  will  play  for  Briggs's  erstwhile 
doubles  partner,  Mark  Talbott.) 

Shared  experience  is  what  drew 
Briggs  back  to  the  game.  After 
Harvard,  he  spent  a  few  years  on 
what  there  was  of  a  singles  tour, 
playing  number  one  on  the  U.S. 
team  in  the  1976  World  Cham- 


to  Cornell,  where  he  ran  the  squash  pro- 
gram and  assistant-coached  tennis  for 
four  years,  until  the  Apawamis  Club  came 
calling.  He  had  a  new  wife  by  then,  and 
was  ready  to  settle  down. 

"It's  been  fabulous.  I  can't  say  how 
much  enjoyment  I've  received  here,"  says 
Briggs.  He  gets  a  particular  charge  out  of 
getting  his  kids  into  colleges,  where  he 
knows  most  of  the  coaches.  "I  must  have  a 


deed  settle  into  my  mind.  It  seemed  th 
the  difficulty  I  had  wasn't  so  much  abot 
strokes  and  particular  placements  as  aboi 
angles,  curves,  parallels  and  quadrants—! 
kind  of  Euclideanism  that  lies  at  the  coi 
of  this  gutsy,  hard-driving  sport.  Afti 
Briggs,  all  this  started  coming  to  m 
slowly,  rather  as  a  scientific  theory  migh 
And  then  I  played  better,  and  had  a  sen! 
of  how  to  play  better  still. 

your  ball  in 
one  of  the  four 
corners.  Every  time." 


"I  must  have  a  hundred  letters  from 
Briggs  says."I  never  got  that  from  buying 
some  bond  at  four  and  selling  it  at  e\Q 


pionships.  That  year,  he  won  the  Mex- 
ican Nationals  in  singles,  the  Canadian 
Doubles  and  then  the  U.S.  Nationals  in 
both  singles  and  doubles,  an  extraordinary 
feat  that  was  not  repeated  until  2003.  But 
Kidder  Peabody's  Al  Gordon,  the  father 
of  Briggs's  Harvard  roommate,  Danny 
Gordon,  lured  him  to  the  firm,  where 
he  ended  up  running  the  trading  desk 
in  Fannie  Maes  and  other  government- 
backed  bonds.  He  married  the  requisite 
model  and  lived  the  Manhattan  high  life 
for  ten  years  until  he  realized  something 
was  missing.  "Psyche-wise,  it  was  very  un- 
fulfilling,  extracting  your  little  piece  of 
flesh  from  the  world's  financial  system," 
he  says.  "Finally,  I  closed  my  eyes  and 
jumped."  He  divorced  the  model  and  fled 


hundred  letters  from  kids,"  he  says.  "They 
make  me  cry  sometimes.  I  know  I  was 
value  added.  I  never  got  that  from  buying 
some  bond  at  four  and  selling  it  at  eight." 

So  what  is  it  about  Peter  Briggs? 
"You'll  never  get  the  essence  of 
Peter  Briggs  from  Peter  Briggs," 
says  Assaiante.  "You're  gonna  get 
it  from  others."  Or  from  your  very  own 
squash-racket-toting  self.  After  our  les- 
son, I  tried  to  pack  all  the  stuff  he  said  in- 
to my  game — raise  my  rails,  think  more 
about  the  corners,  etc.  At  first,  of  course, 
as  with  all  such  instruction,  it  just  messed 
me  up.  There  was  a  while  there  when  I 
couldn't  hit  a  thing.  But  then,  gradually, 
the  larger  geometry  of  the  game  did  in- 


But  the  second  thiru 
l^lds"      was  perhaps  more  impot 
tant.  It  was  an  attitude 
got  from  Briggs,  one  he  in 
1    ,  »  herited  from  his  Harvar 

1 1 1  •  coach,  the  much-celebrate1 

Jack  Barnaby,  who  had  al 
ways  said  that  you  owed  it  to  your  oppa 
nent  to  try  hard,  to  dig  out  each  point 
to  lay  it  all  on  the  line.  A  strangely  noni 
competitive  vision  of  competition:  squasi 
players  united  in  service  to  this  demandini 
game,  and,  through  it,  to  each  other.  Yoi 
are  there  to  bring  out  the  best  in  you 
opponent  so  that  you  might  bring  ou 
the  best  in  yourself.  That  was  what  Brigg 
was  trying  to  tell  me,  although  it  ran  s< 
deep  in  him,  it  was  hard  for  him  to  fin< 
the  words.  It  explained  a  lot  of  what  wa 
otherwise  inexplicable  in  such  a  fiero 
competitor:  the  self-effacing  quality,  th< 
dedication,  the  quiet  authority.  Triumpl 
requires  selflessness;  we  win  by  losinj 
ourselves.  On  the  court,  as  off  it,  we  are  al 
in  this  thing  together.  • 


100  I  ForbesLife 


More  air-time 
out  of  your  share-time 


^^wF^  ^^^^ 


Introducing  Fractional  First" 

►  Flexible-use  option 

►  No  "taxi  time"  deductions 

►  Distance-based  pricing 

►  Transparent  fuel  cost 


Flight  Options  introduces  another  Fractional  First:  the  flexibility  to  fly 
80-120%  of  hours  purchased,  but  only  pay  management  fees  on  hours 
flown.  Fractional  First  is  the  first  fractional  program  to  let  owners  fly  up 
to  20%  more  hours  than  their  purchased  share  amount.  And  the  only 
program  that  does  not  deduct  2/10  of  an  hour,  per  flight,  for  "taxi  time.' 


Please  call  for  details. 

877.703.2348  I  www.flightoptions.com 

Flight  Options,  LLC  is  a  Raytheon  company. 


A  Special  Advertising  Section 


The  Enlightened 
Personal  Traveler 


Written  and  Produced  by  Mark  Patiky 


What's  your  personal  time  worth?  Are  companies  and  indi- 
viduals discounting  the  value  of  the  time  that  business 
leaves  behind  for  pleasure?  In  today's  24-hour  global 
business  environment,  trends  indicate  that  quality  personal  time  with 
family  is  a  stimulus  to  business  success.  So,  while  private  aircraft  save 
businesses  immeasurable  time,  enhance  productivity  and  add  to  the 
bottom  line,  today's  companies  are  increasingly  apt  to  cite  another 
key  benefit:  These  planes  can  give  business  travelers  their  personal 
lives  back.  And  that  can  pay  big  dividends  in  on-the-job  performance, 
executive  longevity  and  retention  of  your  best  people. 


There's 

Life 
Beyond 
Business 


Advertisement  2< 

THE  ENLIGHTENED  PERSONAL  TRAVELER 


As  commercial  travel  becomes  increasingly 
unwieldy  with  no  letup  in  sight  the  FAA  fore- 
casts delays  worsening  over  the  next  decade  — 
time  is  increasingly  making  its  way  into  personal 
cost/benefit  analyses.  "People  don't  want  to  waste 
precious  vacation  time  sitting  in  airports  or  traveling  by  road  to 
out-of-the-way  destinations  airlines  don't  serve,"  says  a  senior 
manager  at  a  Texas-based  energy  company.  "When  you  work  a 
60-hour  week  and  can  grab  a  rare  four-day  weekend  with  the 
family,  why  spend  most  of  it  traveling?" 

With  demand  for  personal  and  business  travel  solutions 
growing  at  an  unprecedented  pace  —  the  market  for  private 
aviation  has  grown  between  15%  and  20%  in  the  last  12 
months  alone,  according  to  Aviation  Research  Group,  U.S. 
(ARG/US)  — jet,  turboprop  and  piston  aircraft  manufactur- 
ers, combined  with  an  ever-widening  range  of  affordable 
fractional  ownership,  jet  card  and  quality  charter  programs, 
are  answering  the  need. 


"There's  been  tremendous  growth,"  remarks  Ken  Austin, 
executive  vice  president  of  Marquis  Jet,  a  leading  jet  card 
provider.  "People  who  have  never  flown  privately  before  are  doing 
it  m  droves  because  it's  so  easy  and  attainable." 

What  does  this  travel  trend  mean  for  you?  It  might  mean  that 
in  the  not-too-distant  future  your  family  will  fly  to  vacations  on 
a  business  jet,  or  that  your  decision  to  buy  a  second  home  could 
be  influenced  by  a  new  found  ability  to  get  there.  It  could  mean  a 
long  weekend  is  a  real  opportunity  for  a  getaway,  because  you 
don't  have  to  lose  two  days  traveling. 

So  what  are  the  options  for  getting  onboard,  and  how  do 
you  choose  the  one  that  works  best  for  you?  The  Enlightened 
Personal  Traveler  is  your  flight  guide  to  this  new  age  of  transfor- 
mation. It  explains  the  access  options  and  details  the  latest 
offerings.  And  it  introduc  es  you  to  travelers  who  are  taking 


advantage  of  personal  aviation  today  and  finding  the  value 
extraordinary.  What  are  you  waiting  for?  Step  aboard.  You're 
cleared  for  immediate  takeoff. 

THE  PRIVATE  AIR  REALM 

What  is  it  about  private  jet  travel  that  captivates  travelers?Yes 
the  time  savings  are  dramatic.  Door-to-door  travel  by 
private  jet  takes  a  fraction  of  the  time  that  commercial  flight; 
require  and  turns  what  could  be  an  all-day  commercia 
marathon  into  a  pleasant  couple  of  travel  hours.  As  one  mid- 
western  insurance  executive  put  it,  "The  vacation  begins  the 
moment  we  board,  not  after  we  arrive  at  the  destination.  But) 
there's  more  than  time  involved.  There's  convenience.  Safety] 
Peace  of  mind.  And  security." 

Gil  Wolin,  vice  president  of  corporate  communications  for| 
TAG  Aviation  USA,  points  out  that  in  today's  uncertain  world,  per  J 
sonal  risk-management  strategy  is  an  increasingly  important  factot) 
in  the  desire  to  seek  private  aircraft  travel  solutions.  TAG,  with  a 
40-year  reputation  for  outstanding  safety  and  service,  is  one  of  the 
world's  premier  charter  and  aircraft  management  companies. 

CHARTERED  TERRITORY 

Countless  thousands  of  companies  and  individuals  find  that  charter 
provides  the  ideal  flexibility  and  convenience  for  gaining  private  air 
craft  benefits.  It  is  the  route  of  least  financial  commitment,  and  it '4 
the  most  economical  and  practical  answer  for  those  whose  trave 
needs  vary  in  frequency  and  predictability,  points  out  Jake 
Car twright,  TAG's  president  and  chief  executive  officer. 

Cartwright  explains  that  with  charter,  any  of  a  wide  variety  oj 
aircraft  can  be  selected  for  each  trip  based  on  distance  and  number 
of  people  traveling.  There  are  no  recurring  costs  or  ongoing  commit- 
ments, so  when  you  step  oft  the  airplane,  your  obligation  concludes. 

But  not  all  charter  providers  adhere  to  the  industry's  mosl 
demanding  safety  and  service  standards,  emphasizes  Cartwright. 
His  view  is  confirmed  by  independent  safety  auditing  firm  Avia- 
tion Research  Group.  Of  about  900  U.S.  companies  offering  jet 
or  turboprop  charter,  only  350  qualified  for  the  ARG/US  Gold 

"[Private  jet  travel]  is  really  a 

time-saving  function.  But  it's  a 

lot  more.  You  actually  create 

time  because  you  wouldn't  take 

certain  trips  if  you  didn't  have 

this  ability." 

LEONARD  WESSELL 
Entrepreneur 


It  s  not  just  a  card. 


It  s  a  chc 


A  choice  to  bring  family  together. 
A  choice  to  leave  work  behind. 


rt 


Marquis  Jet  Card"'''  Owners  enjoy  the  uncompromising  quality, 

"s^-Z^    consistency  and  safety  ofNetJets*,  25  hours  at  a  time. 

y»       vt        The  best  fleet,  pilots  and  service  in  the  world.  Make  the  choice 
to  accomplish  more.  Call  today  1.866. 538. 3201  or  visit  Marquisjet.com. 


MARQU  IS'J'ET 


'274-6391  5381 

JOHN  T  WATERS 

THRU  Ti/07 
H&UKER  BOOXP 


All  program  flights  operated  by  NetJets  companies  under  their  respective  FAR  Part  135  Air  Carrier  Certificates. 
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safety  and  performance  rating,  and  only  49  —  a  mere  5%  —  have 
achieved  the  top  Platinum  accolade,  the  highest  level  awarded. 

The  frequency  and  degree  of  crew  training,  safety  records, 
factory-formulated  maintenance  programs,  age  of  aircraft  and 
quality  of  customer  service  are  among  many  factors  that  must  be 
considered  when  shopping  for  charter.  "Deal  with  only  the  top 
companies  that  operate  to  the  highest  industry  safety  criteria,  and 
seek  professional  guidance  from  independent  safety  auditing 
firms,"  advises  Cartwright. 

For  those  who  make  straight  cost  comparisons,  it's  no  sur- 
prise that  charter  is  more  expensive  than  an  airline  ticket; 
although,  when  a  family  or  business  group  of  four  or  five  is  trav- 
eling, dollar  costs  are  comparable.  But  TAG's  Wolin  points  out 
that  the  products  are  entirely  different  and  a  direct  comparison 
is  erroneous.  "You  need  to  look  at  value,"  he  emphasizes.  "The 
benefits  from  time  saving,  convenience,  safety  and  comfort  stand- 
points are  enormous.  The  significance  of  arriving  refreshed  and 
unfretted  in  a  timely  manner,  and  of  being  able  to  spend  more 
quality  personal  time  with  family,  is  immeasurable.  But  you  are 
also  acquiring  an  unmatched  level  of  personal  security.  All  that 
represents  extraordinary  value." 

BUYING  A  SHARE  OF  HEAVEN 

Fractional  ownership  revolutionized  personal  air  travel  by  pro- 
viding year-round  on-demand  access  to  a  private  jet  at  a  fraction 
of  its  purchase  price.  It  was  an  idea  conceived  by  Netjets  founder 
Richard  Santuilli,  who  realized  that  many  business  and  personal 
aircraft  are  underutilized,  so  there  is  no  need  to  buy  more  than 
necessary. 

Driven  by  the  desire  either  to  gain  time-saving  leverage  in 
business,  squeeze  the  most  out  of  a  weekend  break,  improve  the 
quality  of  one's  life  or  gain  the  convenience  of  flying  direct  to  an 
island  getaway  or  a  second  home,  interest  in  fractional  share  own- 
ership is  heating  up. 


Owners  acquire  a  fixed  number  of  annual  flight  hours  guarai 
teed  anywhere  and  anytime.  At  the  end  of  the  five-year  contract,  w 
fractional  company  will  buy  back  your  share  at  the  current  fal 
market  value.  Owners  also  pay  a  monthly  management  fee  ana 
fixed  per-hour  charge  for  flight  time,  but  only  for  time  spent  aboard 

Even  with  the  smallest  share  size,  fractional  ownership  bet 
efits  provide  operational  leverage  unavailable  with  outright  who 
ownership.  While  you  own  just  a  fraction  of  an  airplane,  you  ca| 
choose  among  an  entire  fleet,  upgrading  or  downgrading  to 
larger  or  smaller  aircraft  depending  on  specific  trip  requirement 
Or  you  can  use  two  aircraft  at  a  time  —  a  feature  frequently  use 
for  simultaneously  bringing  different  groups  to  one  location 
Fractional  share  companies  take  care  of  all  crewing,  maintenanc 
and  administrative  chores.  You  simply  call  to  say  where  and  whe 
you  want  your  plane. 

The  right  choice  of  a  fractional  program  depends  on  carefi 
evaluation  of  one's  specific  needs.  The  top  five  programs  —  Ne 
Jets,  Flight  Options,  Bombardier  Flexjet,  CitationShares  and  Avar 
tair  —  each  offer  superb  quality  and  unsurpassed  safety  togethe 
with  varied  features  and  options  that  are  appealing  in  many  ways 
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Our  home  up  in  Lake  Champlain 
is  a  four-hour  drive  from  Boston. 
We  never  went  for  weekends. 
Now  we  go  all  the  time.  [Flying 
privately]  has  completely  changec 
the  way  we  use  our  home." 
CLINT  ALLEN 

CEO,  A.C.  Allen  and  Company 


CitationShares 

CitationShares,  jointly  owned  by  Cessna  Aircraft  and  TAd 
Aviation  USA,  operates  a  fleet  of  affordable  and  economical  Cessn 
Citations,  including  the  Cessna  CJ3,  well  suited  to  the  typical  75C 
to  1 , 500-mile  trip;  the  XLS,  a  midsize  jet  with  a  small  jet  pric 
tag;  and  the  nine-passenger  Citation  Sovereign,  which  combines 
spacious  stand-up  cabin  and  coast-to-coast  range. 

Because  annual  utilization  is  often  difficult  to  predict 
CitationShares  created  Value  Plus,  which  allows  owners  to  pun 
chase  incremental  flight  hours  at  preferential  rates.  Also  uniqui 
is  Preferred  Positioning,  which  offers  "super-saver"  fares  o 
normally  empty  repositioning  flights.  E-mail  alerts  are  poste 
daily  so  owners  can  take  spur-of-the-moment  advantage  c 
reduced  costs.  And  for  those  frequenting  popular  island  vacatio 
destinations  in  the  Caribbean  and  Costa  Rica,  Caribbean  Expres 
offers  repositioning  fee  waivers  at  specified  times. 


PERFORMANCE 


Avantair  selected  the  P.180  for  its  fractional  program  for  many  reasons  - 
including  performance.  Offering  light  jet  performance  with  the  efficiency 
of  a  turboprop,  consistent  flight  performance  year-round  in  all  conditions 
and  ability  to  fly  in  and  out  of  shorter  runways.  Allowing  us  to  maintain 
the  industry's  lowest  fuel  surcharge,  the  highest  levels  of  service  and 
your  peace  of  mind  -  always  outperform  the  competition  -  Avantair. 
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CitationShares'  latest  development  is  Citelines™,  which 
eliminates  variable  billing  by  rolling  all  monthly  and  hourly 
operating  expenses  into  one  predictable  annual  charge  (or 
equal  monthly  payments).  All  costs  are  included  and  there 
are  no  fuel  surcharges,  repositioning  fees  or  hidden  expens- 
es. In  addition,  owners  with  the  flexibility  to  fly  on  off-peak 
travel  days  can  save  considerably  by  choosing  among  four 
new  plans  where  fewer  premium  travel  days  selected  mean 
even  greater  savings. 


FLIGHT  LOG 
HOOKINGTHE 
BIG  CATCH 

Real  estate  and  golf 
course  developer  Kenny 
McLean  worked  hard  his 
entire  life.  Now  he's  enjoying  his  success  at  competitive  bill- 
fish  events  aboard  his  80-foot  Donzi.  But  when  the  big  fish  are 
running,  McLean  doesn't  get  tangled  in  day-long  airline  sched- 
ules. Traveling  from  his  southern  Alabama  home  far  from  a 
convenient  airline  terminal,  he  relies  on  his  CitationShares 
Cessna  Citation  Excel,  which  lands  minutes  away  for  the  one- 
to  two-hour  door-to-door  trips  to  the  Bahamas  or  Mexico. 
"This  is  just  right  for  my  kind  of  flying,"  he  says.  "I  leave  in  the 
morning  and  can  be  fishing  after  lunch." 

McLean  also  makes  frequent  trips  to  see  his  family  near 
Charlotte,  N.C.  He  can  be  there  in  about  an  hour,  versus  a 
long  road  trip  plus  two  commercial  flights.  "Traveling  by  air- 
lines is  more  like  work,  but  this  is  so  convenient  and  it  makes 
traveling  such  a  pleasure.  You  don't  have  to  spend  two  days 
traveling."  McLean  frequently  exchanges  hours  for  the  small- 
er Citation  Bravo  or  a  CJ 1 ,  and  with  a  plane  anywhere  he 
wants  it,  CitationShares  can  fly  his  children  from  the  Caroli- 
nas  to  his  Alabama  home. 

"Convenience. Time  savings.  It  is  just  a  great  way  to  travel," 
he  says.  "It's  such  a  great  way  to  enhance  your  life." 


Avantair 

Avantair  skyrocketed  to  success  with  a  uniquely  fascinating 
approach  to  fractional  ownership  that  utilizes  the  Piaggio  Avanti, 
a  futuristic-looking  twin  turboprop  with  rearward  facing  engines. 
The  Avanti  is  as  fast  as  a  light  jet  yet  exceedingly  fuel-efficient.  It 
can  easily  climb  above  airliner  altitudes  and  weather  with  as  many 
as  eight  aboard,  and  its  large,  comfortable  cabin  rivals  that  of 
many  midsize  jets. 

Avantair  continues  to  attract  a  broad  range  of  new 
buyers,  entrepreneurs,  small  businesses  and  individuals  who 
place  high  value  on  family  time.  All  are  attracted  by  the  low 
acquisition  cost,  jet-like  performance,  spacious  comfort  and 


"All  of  a  sudden  we're  doing  a  lot 

more.  It  is  very  convenient.  We 

aren't  wasting  a  lot  of  time  and 

we're  a  lot  more  efficient." 

EDWARD  W.  ROSS 
Chairman,  EWR  Consulting,  LLC 


remarkable  operating  economy.  Enormous  time  saving 
aside,  trip  costs  with  four  aboard  compete  favorably  witJ 
commercial  airfares.  A  majority  of  new  owners  increase  thei 
share  size  within  the  first  year,  further  substantiating  inher 
ent  value  and  satisfaction. 

Beyond  the  exceptional  aircraft,  Avantair  also  offers  a  uniquel 
simple  flat-rated  monthly  billing  plan  in  lieu  of  variable  monthll 
charges.  It's  one  of  many  attractive  features  frequently  cite 
by  owners. 


FLIGHT  LOG 
BANKING  ON 
CONVENIENCE 

As  chief  executive  offi- 
cer of  a  large  investment 
bank,  Clint  Allen  was  famil- 
iar with  the  tremendous  advantages  of  business  jet  travel.  When 
he  "retired"  to  start  A.C.Allen  &  Company,  his  own  consulting 
firm,  he  figured  those  benefits  would  be  out  of  reach. 

But  with  homes  in  Boston;  Stewart,  Fla.;  and  Lake  Cham- 
plain,  N.  Y. ,  and  clients  in  commerciallv  hard-to-reach  places, 
Allen  quickly  realized  that  airline  schedules  and  airport  has- 
sles were  a  colossal  drain  on  time.  He  needed  an  affordable 
travel  solution.  After  careful  research  and  number  crunching, 
he  and  his  wife  took  a  demo  flight  with  Avantair.  While  he 
reflected  on  the  quiet,  roomy  and  luxurious  Avanti,  his  wife 
was  more  definitive:  "Buv  it,"  she  said. 

He  is  glad  he  did.  Whether  for  business  or  pleasure,  Allen 
says  more  things  are  doable.  "It's  a  big  plus  for  me.  I'm  much 
more  productive."  Allen's  Lake  Champlain  home,  for  exam- 
ple, was  previously  too  difficult  to  reach  for  a  weekend  get- 
away. "Now  we  go  all  the  time.  It's  completely  changed  the 
way  we  use  our  home." 

But  Avantair  not  only  makes  his  travel  more  efficient, 
"It  makes  the  whole  travel  experience  pleasant,"  he  says. 
"I  know  it's  increased  my  business  and  my  personal  enjoyment. 
All  in  all  it's  been  a  great  experience." 


Fractional  Jet  Ownership  Designed  Around  You 

Bombardier  Flexjet*  offers  you  the  finest  fractional  jet  ownership  experience  and  the  freedom  to  indulge  in  life's 
passions.  Flexjet  delivers  unprecedented  flexibility,  so  you  can  fly  the  exact  hours  you  need  with  all  the  benefits 
you  desire.  Every  detail  is  handled  by  the  industry's  best  people,  who  follow  the  highest  standards  of  service. 
When  you  want  to  fly,  simply  call  us.  In  as  little  as  six  hours,  your  aircraft  is  fueled  and  waiting.  So  is  your  freedom. 

Call1-800-FLEXJETorvisitflexjet.com. 

•     '<  -..  ..    ■  '        •  "  ■'  ■  ,  '  ,  . 

BOMBARDIER 

FLEXJET 


©  2006  Bombardier  Inc.  'Trademark(s)  ol  Bombardier  Inc.  or  its  subsidiaries.  Call  Flexjet  (or  terms  and  conditions. 
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"Convenience.  Time  savings. 

It  makes  traveling  such  a 

pleasure.  It  is  such  a  great 

way  to  enhance  your  life." 

KENNY  MCLEAN 
Entrepreneur 


Bombardier  Flexjet 

Bombardier  Flexjet,  a  subsidiary  of  aerospace  giant  Bombardier, 
sells  shares  exclusively  in  a  broad  range  of  Bombardier  aircraft. 
The  newest  models  —  the  small-cabin  Learjet  40XR  and  the 
wide-body  Challenger  300  —  have  proven  extremely  popular 
together  with  the  super-light  Learjet  4SXR,  the  midsize  Learjet 
60XR  and  the  large-cabin  Challenger  604. 

Flexjet  continues  to  develop  innovative  programs  offering 
attractive  benefits  that  add  value  to  the  Flexjet  experience.  Its 
highly  popular  Versatility  Plus  allows  owners  to  sell  or  pur- 
chase up  to  25%  of  their  annual  hours  in  the  same  or  another 
aircraft.  It  is  an  excellent  way  to  "right  size"  one's  flying  on  an 
annual  basis.  In  addition,  Ferry  Fee  Waivers  are  available  on  all 
aircraft  to  or  from  the  Caribbean  and  on  the  long-range  Chal- 
lengers between  the  U.S.  and  Europe  or  Hawaii.  Anytime 
Options  mean  owners  can  purchase  additional  upgrades  or 
downgrades,  and  multiple-use  and  short-leg  options.  In  addi- 
tion, Flexjet  uniquely  offers  a  charter  limit  guarantee,  which 
means  that  at  least  95%  of  the  time  owners  will  fly  aboard  a 


Flexjet  aircraft.  For  those  north  of  the  border,  Flexjet  Canadc 
launched  earlier  this  year,  makes  it  possible  to  travel  withi 
Canada  on  a  Canadian-registered  Flexjet  fleet,  avoiding  an 
international  travel  restrictions. 


FLIGHT  LOG 
TIME  MAKER 

With  a  portfolio  of 
companies,  facilities  through- 
out the  U.S.  and  southern 
Canada  plus  business  inter- 
ests in  the  Caribbean,  Leonard  Wessell  was  pulled  in  many 
directions.  Short  on  time  and  long  on  hectic  travel  schedules 
to  destinations  far  from  commercial  airports,  Wessell  needed 
a  better  way  to  travel.  He  turned  to  Bombardier  Flexjet  and 
purchased  50  annual  hours  in  the  super-light  Learjet  45  and  the 
large-cabin,  wide-body  Challenger  300.  Either  aircraft  is  guar- 
anteed whenever  and  wherever  he  wants  it.  "Once  you've 
experienced  the  benefits,  you  start  to  ratchet  up  your  use,"  says 
Wessell.  With  Flexjet  Versatility  Plus,  he's  been  able  to  purchase 
additional  hours.  "That's  a  huge  advantage,"  he  stresses. 

Since  he  travels  frequently  to  the  islands  for  business,  Wes- 
sell also  likes  Flexjet 's  surcharge-free  Caribbean  travel  policy. 
Typically  six  or  eight  fly  together  on  long  trips  to  Antigua,  and 
the  spacious  Challenger  300  offers  the  perfect  environment 
to  work  and  relax,  he  says. The  essential  benefits  aren't  only 
business-related,  he  points  out:  One  of  the  greatest  advantages 
is  spending  more  rime  with  his  family,  and  "that  can't  be  replaced 
by  anything,  in  terms  of  value.  It's  really  a  time-saving  function," 
he  says.  "But  it's  a  lot  more.  You  actually  create  time  because  you 
wouldn't  take  certain  trips  if  you  didn't  have  this  ability." 


Flight  Options 

In  addition  to  a  fleet  of  Raytheon  Hawker  400  and  midsize  Hawkei 
800s,  Flight  Options,  a  wholly  owned  Raytheon  Company,  offers  thi 
Cessna  Citation  X  and  is  the  only  fractional  company  operating  th« 
Embraer  Legacy,  a  popular  large-cabin,  long-range  aircraft  that  ii 
exceptionally  economical  for  its  size.  Underscoring  that  evolution 
is  essential  in  this  growing  industry,  Flight  Options  added  a  fresn 
perspective  on  the  traditional  fractional  ownership  model  witl 
Fractional  First  ".  The  new  program  significantly  reduces  the  cos) 
of  ownership  while  actually-  increasing  available  annual  flight  time 
The  plan  includes  Flexible-Use  Options,  allowing  use  of  80°/i 
to  1 20%  of  annual  share  hours.  Management  fees  are  charged  onlj 
on  hours  flown.  With  the  No  Taxi  Time  Deduction  (typicalh 
12  minutes  per  flight),  owners  gain  more  usable  air  time; 
More  savings  accrue  with  Distance  Based  Pricing,  whicH 
provides  a  20%  cost  reduction  on  flights  longer  than  two 
hours.  Another  program  called  Departure  Options  offer? 


Personal  Air  Travel 


Together,  we  make  it  happen. 

World-class  service  for  the  personal  air  travel  needs  of  the  most  experienced 
travelers  is  easier  than  ever  with  the  winning  combination  of  TAG  Aviation  and 
American  Express.  You  select  the  aircraft,  the  schedule,  and  your  companions  for 
each  flight.  TAG  ensures  the  safety,  security,  and  convenience  critical  for  today's 
travel.  American  Express  makes  payment  easy. 

It's  simple;  utilize  TAG'S  expertise  and  the  convenience  of  using  your  American 
Express  card.  One  call  does  it  ail. 


1-800-332-2145  ■  www.tagaviation.com 
Personal  Air  Travel  Solutions 

Aircraft  Charter  Sales,  Management,  Acquisition  and  Sales 

TAG  Aviation  USA,  Inc.  arranges  charter  travel  on  FAA-certificated  and  DOT-registered  air  carriers.  CST  2078988-50 


Aviation 


New  York 
Los  Angeles 
Minneapolis 


1-800-331-1930 
1-800-627-8465 
1-800-726-1673 


jets@tagaviation.com 

flybyjet@tagaviation.com 

fly@tagaviation.com 


San  Francisco 

Houston 

Chicago 


1-800-332-2145 
1-877-959-8200 
1-800-314-2131 


charter@tagaviation.com 

travel@tagaviation.com 

flvjPts@tagaviation.com 
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flight-hour  discounts  of  as  much  as  1 5%  for  those  willing  to  shift 
the  departure  day,  hour  or  type  of  aircraft  within  a  one-  or  two-day 
notification  period.  And,  if  one  flies  outside  the  primary  service 
area,  only  the  fuel  cost  on  the  repositioning  leg  is  charged. 


FLIGHT  LOG 
EFFICIENCY 
MULTIPLIER 

"A  lot  of  our  work 
involves  real  estate  acquisi- 
tions," says  entrepreneur 
Ed  Ross,  owner  of  EWR  Consulting.  Ross  travels  frequent- 
ly with  a  team  of  associates  to  small  towns  like  Benton,  111.; 
Canton,  OH;  Winston-Salem,  N.C.;  and  Key  West,  Fla.  "To 
get  there  commercially  we  have  to  fly  somewhere  else,  rent 
a  car  and  drive  for  a  couple  of  hours.  It's  just  not  efficient," 
he  says.  So,  after  considerable  research,  he  purchased  a 
Flight  Options  share  in  a  small-cabin  Hawker  400.  The 
advantages  were  immediately  clear.  "Our  main  assets  are 
our  personnel,"  says  Ross.  "Maintaining  their  efficiency  and 
productivity  is  a  bottom-line  benefit.  Now  we  can  have  a 
meeting  somewhere  and  be  home  that  night.  We  really 
value  that  capability.  Flying  the  same  trips  commercially 
meant  one  or  two  overnights. 

"All  of  a  sudden  we're  doing  a  lot  more  things,  so  we're 
flying  more  hours,"  he  notes.  As  a  result,  Ross  added  a  Flight 
Options  JetPASS  card  to  gain  additional  flight  time,  and  he 
doesn't  see  the  need  lessening  anytime  soon.  In  fact,  he's  con- 
sidering an  additional  share  in  the  larger  Hawker  800.  "It  is 
very  convenient,"  he  emphasizes,  because  his  consultants  are 
traveling  on  their  own  timetables.  "We  aren't  wasting  a  lot  of 
time  and  we're  a  lot  more  efficient." 

While  the  fractional  share  is  paying  big  dividends  for  his 
business,  he  says  it  offers  an  equally  important  personal 
benefit:  "I  have  more  time  to  spend  with  family.  That's  an 
enduring  investment." 


JET  CARDS 

Popular  for  their  simplicity,  jet  cards,  which  operate  like  a 
retail  gift  card,  are  one  of  the  hottest  new  ways  to  gain  the 
multifold  advantages  provided  by  business  aircraft.  According 
to  industry  statistics,  over  the  past  three  years  jet  cards  have 
experienced  a  150%  annual  growth  rate.  These  prepaid  cards 
give  holders  access  to  the  jet  of  one's  choice  for  a  specified 
number  of  hours  (typically  25)  or  until  an  upfront  cash  deposit 
is  exhausted. 

While  jet  card  rates  are  higher  than  those  for  charter,  the 
buyer  is  assured  of  the  highest  levels  of  safety,  guaranteed 
access,  reliability  and  incomparable  consistency.  And,  unlike 


fractional  programs,  there  are  no  long-term  capital  comm 
ments,  resale  market  risks  or  monthly  management  fees. 

"You  just  call  and  the  plane  shows  up.  You  get  on  and  g 
You  know  how  much  it's  going  to  cost  and  you  don't  have  ar 
surprises  afterwards,"  says  a  Flight  Options  JetPASS  cai 
owner.  "The  convenience  and  freedom  make  a  believer  out  i 
you.  It's  the  best  way  that  I  know  to  really  enjoy  life." 

Marquis  Jet 

While  Netjets  wrote  the  book  on  fractional  ownership,  settirj 
uncompromising  and  exceptional  standards  for  safety  and  sen 
ice,  Marquis  followed  the  lead  with  a  jet  card  that  exclusive 
offers  the  Netjets  experience  in  affordable  2  5 -hour  slices.  Fa 
a  single  payment  and  as  little  as  ten  hours'  notice,  a  Marqui 
Jet  Card  assures  that  your  selected  Netjets  jet  will  be  at  an 
airport  in  the  U.S.  where  and  when  you  want  it.  In  addition 
Marquis  card  owners  gain  all  Netjets  fractional  owner  beni 
fits,  including  a  personal  travel  concierge  and  an  affiliation  wi< 
the  Mayo  Clinic  for  dealing  with  health  issues  in  the  air  or  0 
the  ground. 

The  easy  access,  affordability  and  short-term  commitmei 
have  enabled  a  vast  audience  to  sample  these  advantages,  rangir 
from  small  companies  to  individuals. 

Most  Marquis  Jet  Card  owners  consume  their  25  flight  hou 
in  less  than  eight  months,  and  they  continue  to  come  back  fc 
more,  points  out  Marquis  Jet's  Ken  Austin.  It  is  net  only  the  tirr 
savings.  It's  a  life-changing  experience,  he  says.  "People  have  nev« 
worked  harder,  and  people  who  should  be  able  to  sit  back  an 
never  work  again  are  working  more  than  ever  before.  So  tre; 
yourself  well,"  Austin  advocates.  "It's  only  a  small  rounding  errc 
in  your  life  to  be  able  to  access  the  best." 


Arrive  and  depart  on  your  own  terms. 


A  private  jet  and  the  American  Express®  Card  are 
ready  when  you  are. 

Nothing  transforms  the  travel  experience  like  having  a  private  jet  at  your  disposal.  And  when 
you're  ready  to  fly,  it's  important  to  have  a  travel  companion  you  can  always  count  on. 

Fine  private  jet  companies  welcome  American  Express  Cards.  That  means  you  can  book  a 
charter  flight,  purchase  a  membership  or  pay  fractional  ownership  fees  with  the  seamless 
convenience  Cardmembers  expect  and  enjoy.  And  if  your  eligible  American  Express  Card  is 
enrolled  in  a  rewards  program,  you  will  see  your  points  balance  soar. 

Wherever  life  takes  you,  the  American  Express  Card  is  there  to  offer  ease  and  flexibility  when 
you  need  it.  Enjoy  the  ride. 


USE  YOUR  AMERICAN  EXPRESS  CARD  AT  THESE  AND  OTHER  PRIVATE  JET  COMPANIES. 


Atlantic  Aviation  Flight  Services  •  Bombardier  Flexjet  •  Bombardier  Skyjet 
Delta  AirElite  Business  Jets  •  Le  Bas  International  •  Sentient  Jet  Membership 


©  2006  American  Express  Company  All  rights  reserved. 
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FLIGHT  LOG 
LIVING  IT  UP 

For  veteran  concert 
promoter  Louis  Messina, 
time  is  a  precious  commod- 
ity, especially  now  with  a 
new  baby  girl  at  home.  Founder  and  principal  of  Houston- 
based  The  Messina  Group  (TMG),  Messina  headlines  top 
country  music  legends  such  as  George  Strait,  Kenny  Chesney, 
Tim  McGraw  and  the  Dixie  Chicks. 

To  assure  these  music  superstars  receive  top  billing,  he  must 
handle  all  the  behind-the-scenes  logistics.  "I'm  all  over  the  coun- 
try. I'm  on  the  road  1 20  days  a  year.  My  company  jet  was  South- 
west Airlines,"  says  Messina.  "I'd  fly  to  my  first  destination,  stay 
on  the  tour  bus  for  three  or  four  days  and  then  fly  home." 

After  many  years  of  late  nights,  long  bus  rides  and  getting 
up  at  4:00  a.m.  to  catch  the  first  commercial  flight,  Messina 
knew  his  quality  of  life  was  suffering.  "Seeing  George  Strait 
going  directly  home  after  every  show  [on  his  own  jet],  while 
I  was  sleeping  in  the  back  of  a  tour  bus,  convinced  me  that  I 
needed  to  look  into  flying  privately,"  he  says. 

He  began  chartering,  but  found  quality  and  service  some- 
times questionable.  Then  he  learned  about  the  Marquis  Jet 
Card.  While  die  big  appeal  was  flying  with  Netjets  service,  he 
particularly  liked  Marquis  Jet's  financial  simplicity:  one  single 
payment  and  only  a  25-hour  commitment.  Because  his  flight 
needs  varied,  depending  on  the  number  traveling  and  length 
of  trip,  Messina  purchased  the  Marquis  Combination  Card, 
which  splits  his  time  equally  between  a  midsize  Cessna  Cita- 
tion Excel  and  a  small-cabin  Raytheon  Hawker  400XP. 

While  Messina  still  flies  commercially  between  major  hub 
cities,  he  uses  his  Marquis  Card  for  trips  to  hard-to-reach 
towns  like  Louisville,  Omaha,  Tampa  or  Des  Moines.  It's 
worked  so  well  that  he's  used  nearly  two  cards  ( 50  hours)  in 
a  year.  "It  costs  a  lot  more  than  an  airline  ticket,  but  it's  really 
worth  it,"  he  says. 


"People  who  have  never  flown 
privately  before  are  doing  it  in 
droves  because  it  is  so  easy  and 
attainable.  There's  no  question 
about  it." 
KEN  AUSTIN 

Executive  Vice  President,  Marquis  Jet 


Flight  Options 

With  a  hew  twist  on  Flight  Options'  original  2  5 -hour  je 
card,  JetPASS  Ultimate  Travel  Card  introduces  an  innovative  pric 
ing  model  with  discounted  off-peak,  shoulder  and  round-tri 
rates. The  new  card  now  comes  in  fixed  dollar  amounts  and  j 
good  for  any  aircraft  in  the  Flight  Options  fleet.  Based  on  the  air 
craft  selected  for  each  flight,  hourly  charges  are  deducted  Iron 
the  balance.  There's  also  a  satisfaction  guarantee  in  the  form  of 
fully  refundable,  unused  balance. 

Bombardier  Flexjet 

Bombardier  Flexjet  recently  introduced  its  own  innovativ 
Flexjet  25  Card,  which  offers  25  hours  in  any  of  your  choice  cj 
Bombardier  Flexjet  aircraft  in  an  exclusive  Flexjet  25  fleet.  Th 
card  incorporates  the  same  safety,  service,  aircraft  quality  and  pro 
gram  guarantees  available  to  Flexjet  fractional  owners.  It  also  ha| 
uniquely  variable  pricing  depending  on  one's  need  to  fly  on  pea 
travel  days.  Discounted  card  costs  apply  for  those  who  can  b 
more  flexible.  The  card  also  comes  with  a  money-back  satisfaq 
tion  guarantee  on  any  unused  hours. 


CitationShares 

CitationShares  offers  a  Vectorjet  Card  for  use  on  anv  small 
cabin  or  midsize  Cessna  Jets  in  the  CitationShares  fleet.  The  car! 
takes  an  interesting  "choose-your-own-hours"  approach  begirinffl 
at  20  hours  and  in  hourly  increments  above  that.  With  its  lowe 
entry  threshold,  the  Vectorjet  Card  is  one  of  the  most  affordabl 
jet  cards  and  is  drawing  considerable  interest.  With  as  little  as  eigb 
hours'  notice,  your  plane  is  available  wherever  you  want  it. 

TAG  Jet  Card 

While  charter  rates  are  attractively  priced,  the  biggest  draw 
back  is  the  round-trip  cost  for  a  one-wav  flight.  TAG  s  answer  fq 


CTIONAL  SIMPLIFIED. 

felines,  you're  in  control. You  save  tens  of  thousands 
ars  by  flying  on  non-peak  days.  You  have  one 
usive  payment  that  includes  management  fees, 
ing  costs  and  fuel  surcharges.  You  never  pay 
ioning  fees.  Take  control.  Contact  the  fractional 
ry's  most  innovative  company:  CitationShares. 
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those  with  high-frequency  one-way  travel  requirements  is  a  jet 
card  designed  to  take  you  to  or  from  anywhere  across  the  nation. 
TAG  utilizes  its  own  extensive  fleet  and  supplements  where  nec- 
essary with  an  elite  group  of  the  nation's  most  reputable  charter 
companies  that  subscribe  only  to  the  highest  safety  standards. 
With  the  n<  u  TAG  Jet  Card,  one  can  call  24  hours  a  day  from 
anywhere,  gain  access  to  the  jet  of  one's  choice  and  still  be  assured 
of  die  quality,  consistency  and  safety  that  has  earned  TAG  its  ster- 
ling global  reputation. 

THE  JET  CARD  FOR  ALL  REASONS 

There's  another  card  program  making  it  big  in  die  private  avi- 
ation world:  The  American  Express  Card.  As  useful  as  it  is  for 
commercial  travel,  membership  has  its  privileges  in  the  world  of 
business  and  private  aviation  where  any  expenses  such  as  charter, 
jet  cards  and  some  fractional  ownership  costs  can  be  charged  with 
American  Express.  In  addition,  by  charging  these  transactions, 
cardholders  can  earn  substantial  Membership  Rewards  points. 

American  Express  also  introduced  a  Private  Jet  Services 
Program  that  provides  exclusive  benefits  to  Platinum  and 
Centurion  Card  members  who  use  their  cards  to  pay  for 
services  offered  by  several  leading  fractional,  card-program  and 
charter  aircraft  companies. 

Finally,  American  Express  inaugurated  a  new  kind  of  air 
miles  program  called  Private  Jet  Rewards  for  those  who  fly 
privately.  Points  can  be  redeemed  for  travel  with  certain 
charter  or  jet-card  membership  programs. 

OWNING  THE  ULTIMATE  PERSONAL 
PRODUCTIVITY  TOOL 

Owning  an  entire  aircraft  outright  remains  a  popular  and 
sensible  solution  for  many  users.  In  fact,  more  than  1  5,000 
companies  and  individuals  around  the  world  own  a  jet  or 
turboprop  aircraft,  and  tens  of  thousands  more  own  single-  and 
twin-engine  piston  aircraft  that  they  use  for  business. 

"When  we  have  a  four-day  week- 
end, we  don't  have  to  waste  half 
of  it  in  airports.  It's  not  just  get- 
ting there  in  the  right  amount  of 
time.  It's  the  lack  of  wear  and  tear 
and  stress.  We  know  we're  going 
to  arrive  there  feeling  great." 

LEONARD  WESSELL 
Entrepreneur 


Although  the  typical  corporate  aircraft  averages  about  300  t 
500  hours  of  use  per  year,  many  owners  flv  a  good  deal  less,  note 
TAG'sWolirt.  For  those  who  prefer  not  to  deal  with  the  complex 
ities  of  insurance,  crewing,  maintenance  and  operations,  TA( 
oilers  turnkey  management  services  at  more  than  50  location) 
across  the  nation  and  many  more  abroad.  And  for  those  who  fl 
considerably  less  than  the  average,  TAG,  like  many  other  majo 
management  firms,  can  market  the  aircraft  for  charter  when 
would  otherwise  be  idle.  Wolin  points  out  that  charter  rc\cniu. 
offset  some  of  the  fixed  costs  of  ownership  and  that  the  owne 
can  take  advantage  of  a  large  management  organization  's  buyin 
power. This  can  significantly  reduce  costs  for  insurance,  trainin 
maintenance  and  fuel,  among  other  key  items. 

YOU'RE  IN  CONTROL 

One  of  the  most  exciting  personal  aviation  trends  is  thil 
growing  do-it-yourself  movement.  With  today's  single-engine  aifll 
planes  more  capable  and  safer  than  ever,  many  people  are  usim 
aircraft  they  fly  themselves  to  conduct  their  business  during  th|| 
week,  and  take  off  With  their  families  on  the  weekends. 

Today's  newest-generation  single-engine  models  frorjl 
Cirrus  and  Diamond  offer  digital-image  cockpit  displays  witl 
sophisticated  instrumentation  rivaling  that  aboard  the  world 
newest  jetliners,  including  real-time  NexRad  weather  radar  dial 
plays,  terrain  avoidance  equipment  to  warn  of  obstructions  i 
the  flight  path,  and  traffic  alert  systems  that  inform  pilots  dj 
nearby  aircraft  that  could  pose  a  collision  threat.  The  highly  popl 
ular  Cirrus  also  incorporates  a  ballistic  recovery  parachutl 
system  that  will  gentlv  lower  the  aircraft  to  earth  in  the  evenl 
of  a  serious  emergency. 

These  new-generation  aircraft  offer  exceptional  safetv  teal 
tures,  luxury-car  comfort  plus  speeds  surpassing  200  mph  anil 
range  that  will  take  vou  nearlv  halfw  ay  across  the  country.  Thei 
will  truly  serve  as  personal  airliners  for  people  who  treasure  th 
freedom  and  fulfillment  of  flying  themselves. 

This  was  the  case  for  Peter  Gounares,  a  land  developer  I 
Orange  Beach,  Ala.,  on  the  Gulf  Coast  and  an  hour's  drive  awal 


Now  you  can  order  the  world's  most  desired  personal  aircraft  with  a  feature  not 
available  from  any  other  aircraft  manufacturer-a  personal  pilot.  CIRRUS  ACCESS™ 
puts  a  Cirrus-trained  professional  pilot  at  your  side  teaching  you  how  to  fly,  piloting 
your  Cirrus  when  you'd  rather  be  a  passenger,  and  handling  all  the  details  of 
managing  your  airplane.  Start  enjoying  the  freedom,  fun,  and  excitement  of  personal- 
aviation  today  with  CIRRUS  ACCESS™. 

find  out  more  |  866.733.0149  |  visitcirrusdesign.com/cirrusaccess 
CIRRUS.  PLANE  GENIUS™ 


CIRRUS 
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from  the  nearest  airline  gate  at  Pensacola,  Fla.  For  Gounarcs, 
commercial  air  travel  was  an  inconvenience.  Thanks  to  a  region- 
al airport  five  minutes  from  his  office,  however,  he  was  able  to 
wrest  control  of  his  dwindling  business  and  personal  time. 
Gounarcs,  a  newly  minted  pilot,  decided  to  buy  his  own  plane,  a 
Cirrus,  because  of  its  performance,  safety  features,  styling  and 
sophisticated  jet-like  instrumentation.  "I  really  did  not  fully  appre- 
ciate the  opportunities  owning  a  small  plane  could  offer  for  busi- 
ness until  I  actually  took  delivery,"  he  says.  "Having  a  means  to 
travel  long  distances  on  short  notice  is  turning  into  an  essential 
asset."  But  with  the  Florida  Keys  or  Bahamas  now  just  over  three 
hours  away,  Gounares  also  found  the  personal  benefits  equally 
attractive.  "Making  a  trip  like  that  becomes  a  quick,  easy  getaway, 
as  opposed  to  wasting  an  entire  day  getting  there." 

An  unprecedented  number  of  first-time  owners  are  finding 
out  that  these  new-generation  aircraft  are  easier  to  fly. That's 
what  encouraged  a  Santa  Monica,  Calif.,  real  estate  developer 
to  buy  a  Cirrus  and  learn  to  fly.  "This  is  the  most  exciting  single 
acquisition  I  ever  made.  No  speed  limits.  Convenience.  Com- 
fort. Safety.  It  is  just  fantastic.  It  has  completely  changed  the  way 
we  look  at  travel." 

To  reduce  the  barriers  for  first-time  owners  and  new  flyers, 
Cirrus  created  two  notable  programs  called  Cirrus  Access  and 
Cirrus  Share.  With  Cirrus  Access,  if  you  are  not  a  pilot,  the  com- 
pany provides  a  plane  and  a  pilot  who  acts  as  your  mentor,  flight 
instructor,  corporate  pilot  and  aircraft  manager  for  1 2  months. 
You  receive  the  necessary  training  and  gain  the  skills  necessary  to 
get  your  pilot's  license  during  that  time. 

For  people  in  close  geographic  proximity,  Cirrus  Shares  puts 
together  partners  in  order  to  reduce  the  ownership  cost.  The 
company  also  offers  Cirrus  Insurance,  Cirrus  Financing  and 
Cirrus  Leasing  —  one-stop  shopping  to  help  make  it  easier  and 
more  pleasurable  to  experience  the  joy  and  practicality  of  flight. 


"This  is  the  perfect  way  to 
travel.  I  know  it  has  increased 
my  business  and  my  personal 
enjoyment.  All  in  all,  it's  been 
a  great  experience." 
CLINT  ALLEN 

CEO,  A.C.  Allen  and  Company 


LIVE  THE  DREAM  — 

A  PERSONAL  JET  OF  YOUR  OWN 

Well  known  for  its  advanced  line  of  all-composite  single-engini 
piston  aircraft  and  more  recently  its  new  twin-engine  diesel 
which  foreshadows  the  future  of  light  aircraft,  Canadian  mami 
facturer  Diamond  Aircraft  recently  announced  a  new  categor 
of  personal  jets  poised  to  completely  change  the  world  a 
private  and  business  transportation.  The  new  single -engine,  all 
composite  D-JET  will  be  one  of  the  lowest-priced  jets  in  th 
market  at  around  $1.4  million.  It  will  inevitably  be  the  forerun) 
ner  of  a  whole  new  generation  of  jet-powered  personal  aircrai 
that  will  open  the  floodgates  of  demand  based  on  affordabilit> 
Deliveries  are  slated  to  begin  in  2008. 

Conceived  on  the  premise  that  new-technology  jet  engine 
are  highly  reliable  —  hence  one  engine  versus  two  —  the  D-JE" 
will  woo  a  broad  audience  of  existing  and  would-be  pilots  tha 
could  only  dream  of  a  jet  of  their  own  because  they  were  to 
technically  complex  and  financially  out  of  reach.  This  all-nev 
fuel-efficient  D-JET  is  designed  to  be  uncomplicated  and  unde 
manding  to  fly.  It  will  cruise  at  speeds  greater  than  350  mph  am 
altitudes  of  25,000  feet,  offering  enviable  performance  combinei 
widi  ultra-low  operating  costs  on  flights  of  up  to  1 ,500  miles. 

Arrive  in  Style  With  Speed,  Comfort  and 
Jet  Reliability 

Upfront,  conventional  instrumentation  is  replaced  by  three  air 
liner-like  LCD  screens  complemented  by  the  latest  informatioi 
technology  intended  to  minimize  pilot  workload. The  five-seal 
wide  cabin  with  an  airstair  door  will  combine  the  spaciousness  o 
jets  costing  considerably  more  with  the  comfort  and  stvling  o 
top -of- the -line  luxury  cars.  Diamond  also  plans  to  incorporate 
ballistic  recovery  parachute. 

Adding  further  credibility  to  the  idea  of  the  affordable  single 
engine  personal  jet,  Cirrus  just  announced  its  own  version,  priceo 


Time  is  money.  It's  also  life. 


n 


Diamond's  full  line  of 
aircraft  —  gorgeous,  fast, 
efficient,  safe,  roomy,  and  to  top  it 
off,  affordable  —  will  get  you  more  places 
quickly,  including  into  the  pilot's  seat. 
That  means  you  can  get  more  done  and  get 


more  out  of  life.  The  benefits 
speak  for  themselves,  don't  they? 
No  more  security  lineups,  no  more  baggage 
carousels,  no  more  tiny  bags  of  peanuts. 
Now  you  can  come  and  go  as  you  please. 
That's  freedom.  That's  life.  That's  Diamond. 


Call  for  your  demo  flight  today. 

^Diamond 

W  AIRCRAFT 


www.diamondaircraft.com/live 
877-359-3240 
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at  about  $  1  million,  and  Florida-based  Piper  Aircraft  is  also  build- 
ing a  jet  of  its  own.  This  brand-new  market  segment  is  destined 
to  draw  considerable  attention  as  more  people  discover  the  ways 
that  a  fly-it-yoursclf  jet  can  transform  their  lives. 

SMALL  JET  REVOLUTION 

Several  new  companies  such  as  Florida-based  Dayjet  are  taking 
to  the  skies  with  the  Eclipse  500  jet  and  redefining  the  concept 
of  air  taxis.  They  plan  to  provide  private  aircraft  transportation 
in  areas  of  the  nation  where  airline  service  doesn't  exist  or  can't 
survive,  and  on  short  routes  that  compete  largely  with  automo- 
biles. Made  possible  by  the  new  category  of  low-cost,  very  light 
private  jets  (VLJs),  the  one-way-priced  air  taxi  model  is  based 
on  paying  for  a  seat  rather  than  the  whole  airplane. 

The  first  two  of  these  new-generation  VLJs  —  the  Eclipse 
500  and  the  Cessna  Mustang  —  both  received  certification  this 
year,  and  the  Adam  700  is  in  advanced  development.  Last  year, 
Brazilian  manufacturer  Embraer  announced  the  Phenom  100 
VLJ,  which  is  expected  to  enter  service  in  2008.  Piaggio,  man- 
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ufacturer  of  the  Avanti  turboprop,  also  announced  a  new  sma 
jet,  and  Honda  is  also  taking  to  the  airways  for  the  first  time 
The  Hondajet  will  feature  cutting-edge  technology,  further  sub 
stantiating  overwhelming  demand  for  this  new  aircraft  category. 

A  NEW  AIR  TRAVEL  ERA  IS 
DAWNING  —  WELCOME  ABOARD 

The  trend  toward  personal  aviation  is  likely  to  accelerate  as  new  air 
craft  models,  new  access  options  and  technologies  become  avail 
able.  The  growing  inconvenience  and  frustration  with  commercid 
air  travel  will  also  play  a  role  in  the  expansion  of  personal  aviation| 

But  over  at  the  local  airport,  the  picture  will  be  far  differed 
VLJs  will  open  the  personal  aviation  skies  to  tens  of  thousands  a 
potential  fliers,  and  a  new  class  of  even  more  affordable  persona 
jets  are  on  the  way,  exemplified  by  Cirrus  and  Diamond. 

Trend  watchers  say  off-the-beaten-path  vacation  destination 
and  out-of-the-way  second  home  locations  are  growing  mor 
popular.  With  a  private  aircraft  and  a  network  of  more  than  5,00| 
community  airports  in  the  U.S.,  travelers  can  go  directly  to  viij 
tually  any  destination  without  connecting  flights  and  long  drivel 
to  and  from  hub  airports. 

As  private  aircraft  are  evolving,  so  are  the  access  program 
Fractional  providers  continually  enhance  their  flexibility  to  mee) 
the  demands  of  sophisticated  travelers.  Jet  card  programs  hav 
shown  remarkable  appeal  for  individuals  who  place  high  value  o: 
personal  time.  All  things  considered,  tomorrow's  enlightene> 
personal  traveler  will  have  the  power  to  configure  the  perf'ec 
air-travel  solution  for  every  need. 

A  whole  new  day  of  air  travel  is  coming.  More  people  tha 
ever  before  will  get  a  spectacular  view  of  its  dawning  from  th 
window  of  a  private  aircraft.  You  may  be  one  of  them.  Now,  morj 
than  ever,  the  choice  is  yours.  Welcome  aboard.  Hi 
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Security  Counsel  by  Taylor  Antrim 


f  You  Do  Nothin 
You'll  Die 


Buying  the  right 
armored  car  is 
>nly  half  the  solution. 

Learning  how  to  use  it 
can  save  your  life. 


^   ounds  thudded  the  windshield,  I  hit  the  gas  and 
the  car  engine  stalled.  The  gunmen  closed  in, 
^  firing  at  point-blank  range.  Frantically,  I  found 
irk,  turned  the  ignition  key,  shifted  into  drive  and 
mmed  through  the  wrecked  sedan  blocking  my  way. 
wasn't  dead — those  were  paintballs,  not  live  ammuni- 
3n,  and  the  gunmen  were  instructors  from  ArmorGroup 
liternational  Training,  Inc.,  not  bad  guys — but  I  had 
bfinitely  lost  my  cool. 
I'd  also  lost  any  remaining  illusion  that  I  had  the  level 
ad  and  whip-fast  reflexes  to  survive  a  carjacking/kid- 
pping/terrorist  attack.  It  had  taken  me  six  seconds 
i  recover  from  the  engine  stall  and,  in  the  words  of 
structor  Dave  Phillips,  "get  off  the  X."  Even  if  I'd  been 
'iving  a  new  armored  Mercedes  S-Class  rather  than 
rmorGroup's  beat-up  Reagan-era  Caprice  Classic  test 
ir,  six  seconds  is  time  enough  for  a  moderately  trained 
inman  to  fire  a  fatal  triangle,  the  shot  pattern  that  best 
feats  ballistic  glass,  into  the  window.  According  to 
hillips's  inarguably  apt  postsimulation  assessment,  I  was 
>retty  much  done." 

The  first  lesson  you  learn  on  entering  the  market  for 
1  armored  car  is  that  you're  not  buying  a  tank.  You're 
jying  time  on  the  clock,  a  second 
lance  to  escape,  a  delay  switch  on 
bath.  It's  just  one  of  the  cheery 
essages  I  took  back  from  recent 
sits  to  the  Fairfield,  Ohio,  head- 


From  Beirut  to 
West  Point:  Attack 
response  at  the 
ArmorGroup  training 
facility  in  Virginia. 
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quarters  of  Centigon,  the  world's  biggest 
armored  car  manufacturer,  and  to  West 
Point,  Virginia,  for  a  two-day  course  at 
the  ArmorGroup  campus,  site  of  my  mock 
ambush.  Traditionally  regarded  as  off- 
track  destinations  for  a  luxury  lifestyle 
magazine  editor,  Fairfield  and  West  Point 
nevertheless  combine  for  a  world-class 
itinerary  in  high-end  personal  security. 
The  former  is  where  you  can  pick  up 
the  latest  armored  Mercedes  or  Jaguar  or 
Range  Rover  or  Suburban;  the  latter  is 
where  you  learn  to  drive  it  off  the  X. 

This  is  where  you  say:  But  I'm 
not  road-tripping  to  Bogota  or 
planning  a  Sunday  drive  around 
Tikrit  anytime  soon.  I  don't 
need  an  armored  car. 

But  could  your  company  be  extorted  it 
something  happened  to  you? 
Or  could  you  be  extorted  if 
something  happened  to  your 
family?  Unpleasant  questions, 
but  instructive.  Here's  another 
lesson  from  the  world  of  per- 
sonal security:  You're  more 
targetable  than  you  think. 

"Your  readership  benefits 
from  a  society  built  upon  a  rule 
of  law,"  says  Andrew  Griffey, 
a  bearish,  jovial  instructor 
at  ArmorGroup  (who  never- 
theless can  do  a  convincing 
carjacker  impersonation  at  a  moment's 
notice).  "That's  what  makes  Americans 
among  the  best  victims  in  the  world.  Our 
perception  that  everything  is  okay  is 
our  single  biggest  vulnerability."  Once  a 
Saudi-based  translator  for  the  Air  Force 
Office  of  Special  Investigations,  Grif  fey  is 
one  of  ArmorGroup's  experts  on  counter- 
surveillance.  He  rapidly  spoils  one's  can't- 
happen-to-me  composure:  "Forbes  is  a 
multimillion-dollar  magazine  company.  I 
know  that.  The  U.S.  won't  negotiate  with 
terrorists,  but  will  Forbes?" 

Note  to  self:  Check  employee  hand- 
book. 

"For  every  one  person  that  needs  train- 
ing, there  are  probably  ten  people  who 
don't  know  they  need  it,"  he  says  smiling. 

"We  sell  confidence"  is  the  more  upbeat 
way  Gary  Allen,  president  of  Centigon, 
delivers  the  same  message.  "In  the  U.S.  we 
have  a  limited  client  base.  That's  a  good 


thing.  But  the  business  is  growing." 
According  to  Darren  Flynn,  director  of 
sales  for  North  America,  Centigon's 
armored  car  customers  include  "the  type  of 
people  who  know  how  to  run  banks  or  run 
corporations,  who  know  how  to  be.  movie 
stars  or  sports  stars,  but  they  don't  neces- 
sarily understand  ballistics,  so  they  come 
to  trust  us."  Centigon  can  assess  each  cus- 
tomer's needed  level  of  protection  and 
armor  his  sedan,  limo  or  SUV  accordingly. 
For  instance,  if  the  client  travels  for  busi- 
ness to  Sao  Paulo  or  Riyadh,  he'll  want  his 
on-site  Range  Rover  or  Jaguar  XJ8  to  de- 
feat the  weapon  du  jour  among  the  local 
baddies.  Or  he  might  want  to  know  that 
in  Mexico  City,  multibillionaires  drive 
armored  Jettas  or  Camrys  to  blend  in.  "If 
you  drive  a  Bentley  in  downtown  Mexico 
City,"  says  Allen,  "it's  like  putting  a  sign 


flat  tires  are  standard,  and  add-ons  im 
elude  fire-suppression  systems,  tear  gas 
smoke  canisters  or  flash-bang  grenades  fo 
crowd  dispersal,  and  rear-mounted  oi 
sprays  to  blind  chasing  cars.  Centigon'! 
engineers  pride  themselves  on  staying 
abreast  of  the  latest  threats  in  the  kidnap] 
ping/terrorist  world.  "You  come  up  witn 
the  greatest  armoring  system  and  it's  onlj 
good  for  six  months,"  says  Matt  Burkej 
Centigon's  ballistics  specialist.  "We  know 
because  we're  constantly  being  attacked." 

The  most  basic  armored  car  starts  aj 
$70,000;  custom  luxury  SUVs  or  limoj 
price  up  from  $100,000.  Fine  leathej 
seats,  wood  consoles  and  entertainmentl 
surveillance  plasma  screens  are  common 
there  are  also  more  elaborate  requests! 
"I  remember  building  a  million-dolla] 
limousine,"  says  Allen.  "We  must  hav« 


ieft.A'latal 
triangle"  best 
defeats  ballistic 
glass.  Right: 
Centigon's 
armoring  facility 
in  Fairfield,  Ohio 


out:  Come  rob  me." 

Centigon,  formerly  O'Gara- 
Hess  8c  Eisenhardt,  has  more 
than  six  decades  of  experience 
in  this  field.  Notable  customers 
have  included  Truman,  Elvis 
and  JFK  (who,  alas,  picked  a 
convertible  model  for  his  parade  through 
Dallas).  In  addition  to  Fairfield,  the  com- 
pany has  sales  offices  throughout  Central 
and  South  America  and  Europe,  and  two 
new  outlets  in  Hong  Kong  and  Dubai.  Its 
engineers  are  continually  assessing  and 
upgrading  armor,  a  practice  that  involves 
routine  ballistics  tests  as  well  as  detonat- 
ing the  occasional  brick  of  C4  explosive 
beneath  a  fully  armored  Suburban  (good 
customers  get  spectator  seats  for  these 
once-  or  twice-a-year  assessments). 

Centigon's  armoring  menu  runs  from 
handgun  protection  to  military-grade 
blast-and-assault  rifle  protection.  Run- 


spent  six  months  trying  to  finq 
the  right  crystal  for  the  decante 
in  the  bar."  And  Flynn  recall! 
a  foreign  diplomat  who  wantec 
his  country's  crest  mounted  or 
the  door.  "It  cost  $10,000,  andii 
wasn't  that  big.  Maybe  thret 
inches,  solid  gold."  Then  there  was  th< 
guy  who  wanted  a  wine  rack  in  the  back  o 
the  vehicle.  Flynn:  "Who  drives  around 
with  a  30-bottle  wine  rack?"  Needless  to 
say,  he  had  it  installed. 

In  Fairfield,  I  watch  the  various  stage: 
of  the  job,  from  the  teardown  of  a  GMC 
Yukon  XL  (the  interior  stripped  away)  tc 
the  fitting  and  welding  of  interlocking 
steel  armor  plates  inside  the  shell  of  s 
Land  Cruiser,  to  the  molding  of  custom 
door  panels  and  the  hand-sewing  of  nev 
upholstery.  An  armored  Suburban  look 
nearly  identical  to  an  unarmored  model— 
until  you  ease  open  the  heavy,  three-inch- 
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thick  door  and  try  to  throw  it  shut. 

Inside  the  ballistics  range,  I  join  the 
engineers  (one  of  whom,  alarmingly,  looks 
16 — a  ballistics  intern?)  as  they  fire  a  lip- 
stick-sized 7.62-mm  round  into  a  square 
piece  of  39-mm  glass.  This  is  done,  rather 
clinically,  by  pushing  a  button 
on  a  console.  After  the  very 
loud  bang,  Burke  and  I  enter 
the  reinforced  measuring  "tank" 
where  the  actual  bullet  traveled 
into  the  glass.  The  air  smells  like 
cordite  and  vaporized  lead,  and 
pulverized  windshield  crunches 
underfoot.  The  starburst  impact 
point  is  still  popping,  a  sound 
like  Rice  Krispies  in  milk.  Burke 
has  me  reach  around  and  run  my 
hand  along  the  other  side  of  the 
glass,  to  see  if  it  stopped  the  bul- 
let. "You  don't  want  to  feel  any  spall  or 
penetration,"  he  says.  The  glass  has  gone 
convex,  formed  a  bulge  that  feels  warm  on 
my  hand,  but  it  has  held. 


..on  private  citizens  who  come  for  training. 
"We  wouldn't  take  someone  off  the  street 
and  teach  them  to  be  a  sniper,"  says  Weaver. 

I'm  here  to  learn  how  to  handle  an 
armored  car,  but  first  I  spend  a  day  in  the 
classroom  with  Andrew  Griffey,  absorbing 


Which  is  a  little  hard  to  remember  whe 
the  paintballs  start  thudding  in.  After  m| 
engine  stall  and  ramming  escape,  I'm  racin  | 
out  onto  the  airfield.  I  notice  an  instructd] 
bearing  down  on  me.  I  speed  up;  he  speed 
up.  He  pulls  alongside,  only  inches  aparj 
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hat  about  the  next  bullet, 
and  the  one  after  that?  Two 
weeks  later,  in  West  Point, 
Richard  Weaver,  president 
of  ArmorGroup  ITI,  presses  the  point: 
"You  can  defeat  the  armor  in  any  ar- 
mored car  with  a  little  bit  of  time,"  he 
tells  me.  "The  only  way  to  survive  is  to 
get  off  the  X." 

Learning  how,  especially  in  a  car  with 
4,000-odd  pounds  of  extra  steel,  takes 
practice.  This  is  the  reason  Centigon  refers 
many  of  its  new  clients  to  ArmorGroup, 
where  for  about  $5,000  you  can  get  a 
two-  or  three-day  tailor-made  course 
on  staying  alive:  surveillance  detection,  at- 
tack recognition  and  response,  advanced 
driver  training  and  weapon  handling.  The 
1,000-acre  wooded  West  Point  campus 
(other  ArmorGroup  facilities  are  in  Texas, 
England,  Iraq  and  Afghanistan)  has  a 
two-mile  course  for  high-speed  driving, 
a  parachute  drop  zone,  two  200-meter 
firing  ranges,  a  DC-9  parked  in  the  woods 
for  antihijacking  drills  and  a  reinforced 
"TAC"  house  for  man-on-man  combat 
(with  plastic  bullets).  These  latter  facilities 
serve  mainly  government,  military  and  law 
enforcement  clients,  who  comprise  95  per- 
cent of  its  students.  ArmorGroup  doesn't 
advertise,  and  conducts  background  checks 


lessons  on  how  to  detect  surveil- 
lance, vary  my  travel  patterns  and 
recognize  imminent  attacks.  The 
next  day  I  tear  around  the  driving 
course  with  Dave  Phillips.  There 
are  signs  of  other  students  at  the 
facility:  Parachuters  drift  out  of  the  sky  and 
assault  rifles  go  pop-pop-pop  in  the  woods. 

This  would  be  disconcerting  if  my 
attention  wasn't  so  focused  on  my  high- 
speed drills.  I'm  learning  to  take  90-degree 
turns  and  S -curves  at  50  miles  per  hour  in 
a  Grand  Prix  test  car.  One  turn  I  take  too 
hot.  In  the  passenger  seat,  Phillips  braces 
against  the  dash,  and  just  before  I  lose 
control,  says,  good-naturedly,  "Hang  on." 
We  spin  720  degrees  before  stopping. 

A  couple  ot  (much  slower)  loops  of 
the  course  in  an  armored  Suburban  im- 
presses upon  me  how  4,000  pounds  of  steel 
changes  the  dynamics  of  a  car.  I  stand  on 
the  brake  pedal  to  slow  down,  and  ease  my 
way  around  the  turns  as  if  driving  a  bus. 
Phillips  teaches  me  to  control  the  weight 
transfer  with  finely  controlled  shuffle- 
steering  (no  crossovers,  please),  to  look 
away  from  obstacles,  to  stay  connected  to 
the  "feel"  of  the  car.  "The  vehicle  is  con- 
stantly talking,"  he  says,  the  car-whisperer 
of  the  personal  security  world.  "You've  got 
to  listen  to  what  it  is  telling  you." 

I  switch  to  the  beat-up  Caprice  Classic 
for  my  ambush  drills.  "Remember,  a  car 
blocking  your  path  is  nothing  more  than  a 
mental  barrier,"  Phillips  says.  "Think  of 
your  car  as  a  weapon." 


Left:  Mock  ambush 
at  ArmorGroup. 
Right:  Run-flat 
tires  are  standard 
on  all  Centigon 
armored  vehicles. 


we're  making  40  mph.  He's  lay 
ing  on  his  horn.  Phillips's  lessd 
about  rolling  ambushes  comd 
to  mind.  Sideswipe  the  caij 
Regain  the  element  of  surprisei 
I  grip  the  wheel  and  jerk 
left.  We  collide,  then  swerve  apart.  Thl 
instructor  slows  down,  gives  me  a  thumbs 
up.  Lesson  complete. 

AT  THE  END  OF  THE  DAY,  DAY 
Phillips  summarizes  my  training:  "We': 
just  giving  you  some  things  to  do.  If  ydl 
do  nothing,  it's  predictable.  You'll  die 
Were  I  the  owner  of  an  armored  SUj 
heading  to  Caracas,  I'd  give  him  a  detej 
mined  nod.  As  it  is,  I  smile  a  little  blank 
and  start  to  put  my  notebook  away. 

Griffey  comes  over  to  see  me  off  and  1 
revive  my  sense  of  vulnerability.  "Sout 
of  the  border  they  want  your  money.  1 
other  parts  of  the  world,  they  want  you 
head.  Either  way,  they  want  you  to  be  su; 
prised."  The  message  is  clear — a  little  ir 
security  is  a  good  thing,  as  is  a  car  encasei 
in  steel.  I  get  in  my  rental.  "There's  a  fill 
line  between  awareness  and  paranoial 
Griffey  says.  "Usually  when  folks  walk  oi 
of  here  they  feel  paranoid."  He  shuts  tl 
car  door  for  me.  It  makes  a  thin-soundin 
distinctly  unarmored  click.  "That's  ni,\ 
paranoid,"  he  says.  • 


Centigon,  (513)  881-9800,  www.centigo 
com.  ArmorGroup  ITI,  (804)  785-6001 
www. armorgroup.com. 
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J  CAPRESSO 


It's  how  you  serve  it. 


toger  Federer 

'orld's  #1  ranked 
tennis  player 


Whether  it's  tennis  or  coffee,  Roger  Federer 
knows  you  always  have  to  serve  your  best. 
His  choice  in  automatic  coffee  centers... 
Jura-Capresso...  because  he  loves  perfect 
cappuccino. 

The  IMPRESSA  Z5  is  the  best  equipped,  most 
elegant  and  quietest  automatic  coffee  center 
on  the  market.  See  the  one-touch  cappuccino 
button  in  action  at  all  Williams  Sonoma,  Sur  La 
Table  and  other  fine  specialty  retailers  or  visit 
the  web  address  below. 

Jura-Capresso  offers  a  complete  line  of  Swiss 
made  automatic  coffee  centers  from  $1000  to 
$3,600.  For  a  free  DVD  and  more  information 
visit:  www.capresso.com/fo 


Jura-Capresso  LLC,  81  Ruckman  Road,  Closter,  NJ  07624  •  www.capresso.com/fo 


CHUB 


chub  cay 


[everything  you  love,  and  nothing  more] 


CALL  NOW  TO  RESERVE  THE  BEST  OF  THE  BAHAMAS 


I 


For  information  call  Chub  Cay  Club 


ri  i 


4.764.4994 

.chubcay.com 


A  New  Harbor  f 
Megayachts  and 
Haven  for  Exclusn 
Property  Owne 


A legendary  icon  in  sport  fishing  is  emera 
as  a  world-class  destination  for  outq 
enthusiasts,   megayacht  owners  and  visil 
seeking  luxury  and  privacy  in  a  pictures 
tropical  setting.  Chub  Cay,  surrounded  by  crys 
clear  waters  and  white,  sandy  beaches  exuq 
the  charm  of  the  old  Bahamas,  retains  all  of' 
natural  qualities  that  have  traditionally  attracj 
visitors.  From  world-famous  Pishing  and 
diving,  to  more  than  600  acres  of  nature  resa 
and  miles  of  beaches,  Chub  Cay  offers  wa| 
front  homesites,  new  club  and  marina  facil 
signature  landscaping  and  unique  ownership 
Both  the  marina  and  the  airport  (with  a  5,(1 
foot  paved  runway)  are  Bahamian  ports  of  c{ 
with  on-site  customs  and  immigration.  Just 
minutes  from  South  Florida  by  private  plane,  it 
easy  trek  for  mainlanders  seeking  the  beauty 
solitude  of  the  natural  Caribbean.  A  20,000-squ 
foot  clubhouse  and  pool  are  scheduled  to  open 
Chub  Cay  Club  members  and  guests  in  Januarjj 
Ownership  opportunities  include  a  lim 
number  of  waterfront  home  sites,  boat  slips 
villas,  all  nestled  in  the  natural  flora  of  the  isl; 
The  turnkey  properties  of  Chub  Cay  are  off< 
in  a  variety  of  configurations,  including  r\ 
three-,  four-  and  five-bedroom  villas. 

Today,  prospective  owners  and  guests  enjoy 
lush  landscaping,  illuminated  walkways 
expansive  lawns.  A  focal  point  is  the  monume 
Kent  Ullberg  bronze  sculpture  of  a  leaping  ma 
—  a  symbol  of  the  island's  rich  history.  Con) 
soon  are  a  dive  shop,  fitness  center  and  tei 
center,  as  well  as  a  complex  of  50  townhouses. 

Operating  as  a  year-round  resort 
tination,  Chub  Cay  management  inv 
visitors  and  inquiries.  Accommodat 
and  slips  may  be  reserved  by  colli 
island  directly  at  242-325-1490. 
information  on  real  estate,  slips  and 
membership,  call  Chub  Internatio* 
L.C.  at  954-764-4994  or  877-234-CHl 
Or  visit  the  Web  site  at  unvw.chubcay.t 


.Bernadette  Bernon 


Hoist  sails,  add 
ice  and  you're  at 
100  mph  plus. 


ce  Capades 


evotees  claim  that  75  percent  of  one's  time  in 
ice  boating  is  spent  tinkering  with  the  craft, 
10  percent  talking  about  it,  10  percent  gracing 
the  nearest  bar  waiting  until  conditions  are 
ht — the  more  bubbly  consumed,  apparently,  the  faster 
u'll  go — and  only  5  percent  actually  sailing.  There  are 
courses  to  ease  your  way  into  this  sport.  Just  go  where 
2  ice  is;  eventually  someone  will  let  you  take  a  spin, 
u're  soon  hooked  on  the  adrenaline  rush  of  smooth  ac- 
eration — sometimes  reaching  up  to  100  miles  per 
ur — low  to  the  ice,  in  the  bracing  open  air. .  .without 
kes.  Boats  range  in  price  from  about  $1,500  for  a  used 
Renegade  or  Nite  to  $60,000  for  the  Ferrari  of  the 
)rt,  the  championship-level  Skeeter.  Start  by  logging 
to  these  websites:  International  DN  Ice  Yacht  Racing 
sociation  (www.idniyra.org)  and  the  Four  Lakes  Ice 
cht  Club  (www.iceboat.org). 


MARRIAGE 
ENCOUNTER 

He  says  she  doesn't  listen. 
She  says  he's  a  little  too, 
shall  we  say,  vocal?  A 
company  called  Sea  Sense 
has  the  solution:  sail  and 
powerboat  training  for 
women.  Its  experienced 
female  captains  offer 
one-on-one  instruction  in 


everything  from  navigation  to 
maneuvering  in  tight 
quarters.  They'll  even  deliver 
your  boat  from  one 
destination  to  another  with 
you  or  your  spouse  aboard — 
the  ultimate  learning 
exercise.  Cost  of  this 
marriage-saving  service 
starts  at  $400  a  day,  plus 
travel.  (800)  332-1404. 
www.  seasenseboa  ting.  com. 
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Cocktail  hour  at 


Ace  of  Clubs 


QUITE  POSSIBLY  THE  MOST  EXCLUSIVE  YACHT  CLUB  IN  THE  WORL 
the  Yacht  Club  Costa  Smeralda  (YCCS)  in  Sardinia,  was  founded  by  His  Highness  th* 
Aga  Khan,  and  membership,  by  invitation  only,  is  said  to  be  better  than  a  listing  i 
the  Social  Register.  Dues  are  a  mere  $2,520  annually,  after  a  $12,600  initiation  fe 
yet  the  number  of  members  has  been  kept  at  435.  (By  comparison,  the  New  Yoij 
Yacht  Club  has  3,200-plus  members.)  The  YCCS  houses  three  of  the  Aga  Khani 
personal  art  collections  and  has  become  the  primary  promoter  and  host  of  the  tq 
competitive  offshore  sailing  events  in  the  Med.  The  club  is  said  to  be  quietly  lookirt 
for  a  few  new  members.  The  right  new  members,  www.yccs.it/eng. 


ATTENTION-GETTER 

The  AquaFix  406  GPS  1/0- 
EPIRB  by  ACR  Electronics  is 
the  smallest  lifesaving  man- 
overboard  rescue  beacon  on 
the  market.  Pocket-sized,  it 
weighs  a  mere  12  ounces, 
and  when  activated 
broadcasts  your  exact 


latitude  and  longitude  via 
satellite,  helping  the  Coast 
Guard,  passing  ships  and 
search-and-rescue  planes 
pinpoint  your  position  in  the 
water — a  mighty  comforting 
thought  on  a  dark  night. 
$750.  (954)  981-3333, 
www.acraquafix.com. 
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\  time,  everyone  will  discover  the  beauty  of  Turks  &  Caicos.  But  for  now,  this  magnificent  paradise 
111  remains  the  last  of  the  Caribbean's  unspoiled  islands.  The  incomparable  beaches.  Quaint  bed 
hd  breakfasts.  And  the  most  incredible  scuba  diving  in  the  world.  If  you've  got  the  urge  to  take  your 
jmily  and  loved  ones  on  a  vacation  they'll  never  forget,  go  to  Turks  &  Caicos.  Fast.  Before  everyone 
jse  on  the  planet  does. 


Vhere  those  who've  got  it  go. 


irksandcaicostourism.com  •  1-800  241  0824 


BEAUTIFUL  BY  NATURE. 


A  day  at  the  office  for 
Onne  van  der  Wal 


Photo  Finish 


ONNE  VAN  DER  WAL  WILL  GO  TO  ANY  LENGTH— CLIMBING  TO  THE 
masthead,  dangling  at  the  end  of  a  spinnaker  pole,  hanging  from  a  helicopter — to  achieve 
the  dramatic  angles,  lighting  and  extraordinary  composition  that  are  the  trademarks 
of  his  marine  photography.  See  his  work  at  the  Onne  van  der  Wal  Gallery  in  Newport, 
Rhode  Island's  Bannister  Wharf  or  online  at  www.vanderwal.com,  where  limited- 
edition  prints  can  be  custom-ordered  in  any  size.  (401)  849-5556. 


SAILS  MEETING 

Accessories  designer  Ella 
Vickers  crafts  her  innovative, 
water-resistant  Nauti  Gear 
from  recycled  sailcloth. 
There  are  elegant  little 
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evening  bags  made  from 
America's  Cup-class  Mylar 
and  Kevlar;  roomy  totes 
made  from  crisp  white 
Dacron,  trimmed  and  lined  in 
Tahitian  floral  cottons; 
one-of-a-kind  backpacks 
to  carry  all  your  gear  for  urban 
excursions;  and  duffels 
that  will  never  be  lost  among 
all  the  black  bags  on  the 
airport  carousel.  From  $39 
to  $398.  (866)  GO-NAUTICAL. 
www.nautigear.net. 


The  Power  Of  Time  - 

The  Valeo  Reserve. 


aleo  -  from  Latin  meaning  to  have  power  or 
nfluence,  to  prevail.  The  Valeo  Reserve  adds 
neaning  to  the  word  power.  The  art  of  watch 
naking.  challenged  from  concept  to 
elivery.  Each  detail  carefully  scrutinized, 
esulting  in  a  powerful  demonstration  of 
lesign  and  function. 

source  of  innovation  since  1927  in 
lashutte,  Mima  is  recognized  by  horology 
nd  aviation  professionals  worldwide.  The 
ntroduction  of  the  Valeo  Reserve 
iemonstrates  the  belief  that  as  long  as  you 
trive  for  the  highest  level  of  integrity,  there 
vill  be  those  who  will  appreciate  it. 
vww.tutima.com 


German  Tradition  since  1927 


Jackson  Square  Fine  Jewels  -  Redwood  City,  CA  (650)  365-3000 
Right  Time  Int'l  Watch  Center  -  Denver,  CO  (888)  846-3388 
World  Lux  -  Seattle,  WA  (888)  721-7367 


:or  a  booklet  on  TUTIMA  INSTRUMENT  WATCHES,  including  authorized  dealers  in  North  America,  please  contact:  Tutima  USA,  Inc.,  T:  888-462-7888,  info@tutima.com 


Collective  Wisdom 

FOR  THOSE  YEARNING  FOR  A  FAR-FLUNG  NAUTICAL  ADVENTURE 
Noonsite.com  has  become  the  global  source  for  the  most  up-to-date  and  essentia 
information  on  clearance  formalities,  safety,  news,  visa  requirements,  fees,  weather  anc 
special  events  for  boaters.  It  currently  covers  191  countries  and  1,687  ports,  with  details 
on  repair  facilities  and  shore  services,  all  generated  from  fellow  boaters  on  the  high  seas 
The  website  is  the  brainchild  of  three-time  circumnavigator  Jimmy  Cornell,  authou 
of  World  Cruising  Routes,  the  route-planning  bible  of  offshore  sailors,  www.noonsite.com 


THE  SPECIALIST 

Olympic  champion  and 
America's  Cup  veteran 
Robbie  Doyle  is  a  sailmaker 
whose  performance  sails 
are  de  rigueur  on  leading 
racing  boats  around  the 
world.  Doyle's  also  a  hired 
gun,  paid  by  victory-hungry 
owners  to  join  their  crews 
on  race  days.  Now,  inspired 


by  his  fondness  for  the 
classic  Etchells  racing  boat, 
Doyle  has  partnered  with 
designer  Jeremy  Wurmfeld  to 
create  the  e33.  Complete 
with  a  nest  of  a  cabin  that 
sleeps  two  and  a  spacious 
cockpit,  the  boat  has  a 
carbon-fiber  rig  and,  naturally, 
state-of-the-art  sails.  A  self- 
tacking  jib  is  also  available, 
and  it's  also  trailerable. 
Doyle  says  he'd  like  to  try  to 
sail  with  every  e33  owner 
to  show  him  how  to  get  the 
most  out  of  his  boat.  That's 
commitment.  $139,900. 
www.  esailingyachts.  com. 


Robbie  Doyle's  e33 
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SPECIAL  ADVERTISING  SECTION 


by  Curtis  Rist 


Consumer 

ELECTRONICS 

The  Best  in  Sight,  Sound  and  Communications 


f 


^ew  things  can  match  the  sensory  delights  of  the 
best  electronics  equipment.  The  perfect  speakers, 
for  example,  can  transform  the  experience  of  listen- 
ing to  an  ordinary  CD,  elevating  it  to  something  on  par 
with  listening  to  a  live  performance. 

A  high-quality  television,  with  its  ultra-clear  image,  can  captivate  viewers  and  absorb  them 
in  a  video  universe  that  all  but  blurs  its  distinction  from  real  life.  And  a  cell  phone,  that  most 
ubiquitous  of  devices,  can  be  given  a  startling  new  relevancy  when  easy-to-use  features  are 
combined  with  a  bold,  minimalist  design. 

The  products  on  the  pages  that  follow  —  a  stellar  line  of  televisions  from  JVC;  stylish, 
cutting-edge  speakers  from  Martin  Logan;  and  an  exhilarating  new  cellular  phone  from 
Bang  &  Olufsen  —  represent  the  best  available  in  the  market  today.  Their  technological 
advances  show  huge  strides  in  durability,  ease  of  use  and  quality.  These  products  sizzle, 
where  many  of  their  competitors  fizzle.  Taken  together,  they  represent  the  pinnacle  of 
consumer  electronics. 


r 
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Consumer 
ELECTRONICS 


JVC 


The  Perfect  Experience   

/ 


GETTING  THE  PICTURE 

At  JVC,  developing  the  best  television  screen  is 
more  than  a  mission.  It's  an  obsession. 


At  the  heart  of  any  home  entertainment  center  lies  the  video  screen 
and  here  clarity  counts  for  everything.  "The  picture  sets  a  high-enc 
system  apart  from  everything  ordinary,"  says  Dan  McCarron,  nation; 
product  manager  for  Consumer  Display  at  JVC.  And  the  company'^ 
HD-ILA  series  is  leading  the  way. 


Resolution  is  measured  in  pixels,  which  are  the 
individual  dots  in  the  picture.  The  majority  of  high- 
definition  (HD)  programming  available  today  is 
broadcast  in  a  resolution  of  1080  by  1920  pixels  (p). 
In  order  to  appreciate  the  incredible  detail  of  these 
programs,  a  display  that  can  show  every  pixel  in  the 
original  broadcast  is  needed  —  1080p  can  do  that. 
With  a  720p  display,  the  picture  must  be  resized,  and 
approximately  50%  of  the  original  information  in  the 
broadcast  is  lost. 


THREE  CHIPS  ARE  BETTER  THAN  ONE 

The  JVC  difference  lies  in  its  unique  three-chip, 
liquid  crystal-on-silicon  (LCoS)  design.  "LCoS  chips 
are  reflective,  for  the  absolute  best  brightness  and  con- 
trast in  the  industry,"  says  McCarron.  "By  using  three 
of  these  chips,  we  eliminate  the  mechanical  color 
wheel  used  by  other  1080p  manufacturers." 


Furthermore,  each  chip  has  the  full  1080  by  19201 
resolution. That's  two  million  pixels  per  chip,  or  six  mil 
lion  total  pixels  in  the  JVC  HD-ILA  light  engine 
Competing  1080p  manufacturers  create  their  pictuc 
with  as  little  as  one  million  pixels  in  their  light  engine 

Other  features  in  the  HD-ILA  line  include  the  use  q 
an  iris,  which  makes  it  possible  to  regulate  the  amour) 
of  light  from  the  projection  lamp  that  goes  into  thf 
light  engine.  New  this  year,  the  1080p  HD-ILA  display 
have  an  improved  Advanced  Super  Cinema  Mode 
which  links  the  iris  to  JVC's  exclusive  Genessa  single 
chip  picture  computer.  The  Genessa  processor  analyze,! 
the  picture  and  adjusts  the  iris  for  the  best  image. 

THE  JVC  ADVANTAGE 

"The  challenge  for  television  display  engineers  thesj 
days  is  making  even  the  oldest  and  poorest-qualit 
sources  appear  glorious  on  big  screen  HDTVs,"  sav 
McCarron.  The  JVC  engineers'  solution  was  tj 
develop  a  picture-processing  technology  that  woul 
not  only  deliver  the  advantages  ot  HD  resolution 
but  also  create  natural-looking  images  with  remark 
able  detail,  pure  color  reproduction  and  precisioj 
focus.  This  ensures  that  no  matter  the  original  videi 
source,  the  images  will  look  as  sharp,  bright  an 
smooth  as  intended. 

"At  JVC,  we  believe  that  convenience  factors  maki 
all  the  difference  in  the  world,  and  our  engineers  arJ 
always  thinking  of  ways  to  make  our  televisions  morj 
user-friendly,"  says  McCarron.  In  the  case  of  HD-IL^ 
televisions,  each  model  is  equipped  with  a  long-lite 
user-replaceable  lamp.  The  old  lamp  can  be  pullei 
straight  out  and  the  new  lamp  pushed  into  place. 

Unique  technology,  superior  craftsmanship  am 
convenient  features  keep  the  JVC  HD-ILA  at  the  cue 
ting  edge  of  home  entertainment  technology. 


NASA  USES  IT. 

THE  PERFECT  REASON 
WHY  YOU  SHOULD,  TOO. 


"a 
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teresting  fact-NASA  chose 
VC  D-ILA  technology  for  image  analysis  after 
shuttle  launch.  The  lack  of  pixel  structure  doesn't  interfere 
ith  critical  image  analysis  and  provides  no  spatial  dithering 
s  in  other  technologies,  so  no  artifacts  are  projected  onto  the  display, 
ure  it  all  sounds  like  rocket  science,  but  that's  what  makes  the  picture 


uality  so  fantastic.  Hmmm...we're  thinking  it  might  make  the  football  game 
your  living  room  look  pretty  good  too. 


Powered  by  D  IIA 

et  peace  of  mind  knowing  this  technology  will  be  around  for  a  while  at  www.true1080p.jvc.com 


The  Perfect  Experience 
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Consumer 
ELECTRONICS 


BANG  & OLUFSEN 


REINVENTING  THE  CELL  PHONE 

Bang  &  Olufsen  and  Samsung  Electronics  revolutionize 
the  market  with  a  simple  phone  of  the  highest  quality. 

For  the  last  two  years,  Bang  &  Olufsen  America,  Inc.  and  Samsung 
Electronics  Mobile  Business  have  collaborated  to  develop  a  unique 
mobile  phone  dedicated  to  one  purpose:  enabling  comfortable  ana 
convenient  communication.  The  result  is  known  as  Serene,  a  pure, 
simple  cell  phone  that  promises  to  revolutionize  the  marketplace 
with  its  unconventional  design,  ease  of  use  and  simple  operation. 


During  Serene's  development,  engineers 
worked  to  bring  together  notions  of  form  and 
function  that  resulted  in  a  stunning  minimal- 
ist design,  as  well  as  intuitive  operation,  mak- 
ing it  both  elegant  and  straightforward.  The 
goal  was  to  provide  an  alternative  for  those 
customers  who  demand  the  highest 
quality,  simplicity,  performance 
and  craftsmanship,  and  for 
whom  less  is  more. 
^  With  Bang  & 
0 1  u  f  s  e  n '  s 
concept 
develop- 
ment and 
design  skills, 
and  Samsung's  leader- 
ship in  mobile  phone  technology,  engineering  and 
quality,  both  companies  saw  an  opportunity  to  realize 
a  truly  unconventional  mobile  phone  concept.  "Serene 
is  the  result  of  our  vision  to  constantly  push  the 
boundaries  of  mobile  phone  development  and  deliver 
our  customers  unique  and  exciting  products,"  says 
Kitae  Lee,  president  of  Telecommunications  Business 
at  Samsung  Electronics. 

"We  wanted  Serene  to  become  a  precious  item,  an 
item  that  is  a  personal  expression  of  quality  and  con- 
venience. The  coherence  to  other  Bang  &  Olufsen 
products  is  experienced  through  the  design,  and  a 
very  simple  user  operation,"  says  Torben  Ballegaard 
Sorensen,  chief  executive  officer  of  Bang  &  Olufsen. 

A  LEGEND  IS  BORN 

Serene  consists  of  two  equal  parts  that  are  bound 


together  by  a  beautifully  crafted  aluminum  hinge.  Tha 
display  and  microphone  are  placed  in  the  lower  shell 
in  a  landscape  orientation,  while  the  circular  keyboard 
and  loudspeaker  are  placed  in  the  upper  shell  with  ari 
elegant  thumb-operated  wheel  in  the  middle,  taking 
care  of  all  primary  operations. 

The  colors,  fonts,  screen  format  and  size  have! 
been  specially  selected  with  logical  operation  ir| 
mind.  The  relatively  large,  wide-format  displa^ 
makes  reading  and  typing  on  the  screen  even  mord 
pleasant.  Additionally,  restricting  the  number  of  feaj 
tures  on  the  handset  enables  a  decreased  amount  01 
user  menus,  which  makes  the  experience  logical 
and  intuitive. 

All  features  of  Serene  have  been  carefully  selected 
to  ensure  user  flexibility.  Serene  includes  a  built-in 
camera,  short  message  service  (SMS),  multimedia 
messaging  service  (MMS),  e-mail, 
calendar,  wireless 
application  pro- 
tocol (WAP) 
and  Bluetooth 
technology. 
"Consistent 
with  our  existing 
product  line,  Serene  enhances 
the  user  experience  and  attention  to  every  detail,"  say; 
Kim  Gravesen,  president  of  Bang  &  Olufsen  America. 
Inc.  Alongside  its  impeccable  performance,  Serena 
produces  the  ultimate  sound  quality  with  its  extreme 
emphasis  on  speech  clarity  and  ambient  noise  reduc- 
tion. It  even  carries  its  own  unique  ring  tone,  specially 
composed  to  calm  and  attract  —  rather  than  alarm 
the  user  to  an  incoming  call. 


e  -  Simplicity  Redesigne 


y'oy  the  luxurious  simplicity  of  its  thumb  activated  scroll  wheel,  visually  stunning 
^ti-gravity  LCD  screen,  and  the  gentle  feel  of  a  touch  assisted  opening  and  closing  hinge, 
fs  the  embodiment  of  innovation,  style  and  technology.  It's  Serene. 

id  your  nearest  Bang  &  Olufsen  showroom  at  www  bang-olufsen.com  or  call  888  625  3413. 

among  the  first  to  own  a  Serene  -  pre-order  yours  today. 


BANG  &  OLUFSEN  I  SAMS  UN 

Two  innovative  companies,  one  unique  mobile  phone:  Serene 


Consumer 
ELECTRONICS 


Marti  n  Logan 


SPEAKERS  YOU  CAN  SEE  THROUGH 

With  its  ESL  series,  Martin  Logan  delivers  the  moi 
technically  advanced  sound  systems  available. 


One  of  the  hallmarks  of  a  superior  home  entertainment  system  is  life 
like,  even  surreal,  sound.  The  effect  goes  beyond  passively  listening  ft 
a  performance  or  a  movie.  Instead,  it  makes  listeners  feel  as  if  they'r| 
actively  in  the  middle  of  things  in  a  way  that  nothing  else  can  match. 


Speakers  can  be  built  in  many  different  ways;  the 
most  common  technique  involves  what  is  known  as  a 
cone  driver.  This  is  an  actual  cone  or  "tweeter"  made 
of  heavy  material  that  vibrates  back  and  forth  to  cre- 
ate sound.  "It  literally  has  to  follow  through  with  its 
momentum  before  it  can  change  direction,"  says  Devin 
Zell,  assistant  marketing  manager  of  Martin  Logan. 

Cone  drivers  are  very  effective  at  moving  large 
amounts  of  air,  and  are  perfect  for  use  in  "woofers" 
that  create  the  lowest-pitched  sounds.  As  the  frequen- 
cy increases  and  the  pitch  rises,  however,  the  mass  of 
a  cone  or  tweeter  can  distort  the  sound  quality.  For 
this  reason,  Martin  Logan  employs  electrostatic  tech- 
nology to  handle  the  higher  frequencies  in  its  state- 
ot-the-art  ESL  Series  of  speakers. 


duction  possible.  "In  the  early  days,  the  sound  \v 
superior  to  the  cone  driver,  but  the  durability  of  tl 
speaker  was  not,"  says  Zell.  Later  attempts  were  mo 
durable,  but  still  had  their  disadvantages. 

The  Martin  Logan  ESL  technology  eliminat) 
these  problems  and  capitalizes  on  the  advantages 
the  system.  Rather  than  using  a  cone  driver,  rl 
speakers  are  equipped  with  an  ultra-durable  men 
brane  less  than  half  the  thinness  of  plastic  wra 
which  is  sandwiched  between  two  insulated  sta 
panels.  The  panels  hold  either  a  negative  or  positrj 
charge;  the  constant  change  in  polarity  from  negatrj 
to  positive  causes  the  membrane,  or  diaphragm,  I 
move  and  create  sound.  "The  beauty  of  the  ESL  systej 
is  that  the  diaphragm  is  pushed  and  pulled  over  tH 
entire  surface,  compared  to  a  cone  driver,  whict 
focuses  the  motion  on  a  single  pointj 
says  Zell.  "This  creates  the  clears 
sound  imaginable."  The  super-lighl 
weight  diaphragm  instantly  reacts  i 
the  amplifier's  changing  signals,  and  ca 
track  the  original  recording  precisely. 


A  TECHNOLOGY  WHOSE  TIME  HAS  COME 

Through  research  at  Bell  Laboratories  in  the  1920s, 
the  original  electrostatic  technology  consisted  of  a 
pig  intestine  stretched  taut  and  coated  with  gold  foil. 
The  material  had  very  little  weight,  which  meant  that 
the  membrane  could  react  instantaneously  to  any 
changes  from  an  amplifier,  and  nonlinearities  were  all 
but  eliminated  —  resulting  in  the  purest  sound  pro- 


REALISM  TO  THE  EXTREME 

The  mechanics  of  the  ESL  speakel 
result  in  an  ultra-realistic  sound.  "It's  lit 
you're  there  in  the  room,  listening  to  a  piano  or  gui 
tar  right  in  front  of  you,"  says  Zell.  "It's  just  so  real) 
Martin  Logan's  ESL  series  debuted  a  year  ago  wilt 
the  Summit  line,  which  represents  the  culmination 
years  collecting  knowledge  and  nearly  a  quarter  ofj 
century  experimenting  with  electrostatic  technology 
In  addition  to  creating  better  sound,  the  advance 
in  electrostatic  technology  have  allowed  Marti 
Logan  to  create  smaller  products.  Says  Zell,  "It's  th 
most  up-to-date  speaker  in  the  world,  in  terms  d 
how  it  looks  and  how  it  performs." 


YOUR  ST.  REGIS  BUTLER  HAS  ARRIVED 

St.  Regis  Butlers  debut  December  2006.  As  do  enchanting  ocean  views  from  your  balcony. 
A  champagne  celebration  in  your  private  cabana  poolside.  Introducing  St.  Regis  Resort  Fort  Lauderdale. 


St.  Regis 

RESORT 


1  NORTH  FORT  LAUDERDALE  BEACH  BOULEVARD     FORT  LAUDERDALE,  FLORIDA  333O4 
TELEPHONE  954.465. 23OO  STRECIS.COM/FORTLAUDERDALE 
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Style  &  Design 


by  Stephanie  Cooperman 


ome  pianos  dare  you  to  pound  their  keys  and  make 
P  them  sing.  Others  crave  only  adoration  as  works 
of  art.  The  ones  in  Steinway  &  Sons'  Legendary 
ies  manage  to  convey  both  style  and  substance.  These 
creations  of  historical  art  case  pianos  are  produced  by 
army  of  craftsmen  who  spend  more  than  a  year  and 
alf  researching  and  building  each  one.  And  only 
i.  Steinway  sells  a  single  piano  of  each  design 
Four  years  ago,  Florida  real  estate  developer 
voe  Moore  bought  the  first  reproduction 
the  collection,  the  "Alma-Tadema,"  for 
75,000.  Quite  a  steal,  considering  the  1887 
ginal — described  by  Christie's  as  "the  most 
istic  piano  ever  produced" — sold  at  auction  in  1997 
$1.2  million.  Inlaid  with  mother-of-pearl  and  featur- 
hand-carved  case,  lid  and  legs,  the  piano  is  an  exact 
jlicate  of  the  masterpiece  painted  by  Sir  Lawrence 
na-Tadema,  right  down  to  his  rendering  of  Edward 
ynter's  The  Wandering  Minstrels  above  the  keyboard. 
00k  450  Steinway  artisans  20  months  to  complete 
re-creation,  which  now  shares  space  in  Moore's 
Uahassee  Antique  Car  Museum. 
"Quick  as  I  saw  that  piano,  I  fell  in  love,"  Moore  says, 
lad  never  seen  anything  like  it." 
In  2004,  Moore  scooped  up  another  one-off,  the 
ace  Piano,"  for  $325,000  because  the  original  was  first 
libited  at  the  World's  Fair  on  March  27,  1939— the 
'  he  was  born.  In  addition  to  the  230  nations'  flags  fea- 
ed  on  the  first  version,  Steinway  added  63  stars  and 
id-carved  doves  to  its  re-creation.  And  Moore  set  out 
Duild  a  larger  museum  to  house  his  new  prize. 
The  third  work  in  the  collection,  the  1903  "White 
mse  Piano,"  is  still  up  for  grabs.  Scheduled  to  be 
hpleted  in  2007,  it  features  Thomas  Dewing's  paint- 
America  Receiving  the  Nine  Muses — wispy  dancing 
idens  in  colonial  revival  gowns — under  the  lid.  Those 
o  can't  wait  for  the  next  instrument  in  the  series  can 
nmission  their  own:  Steinway  can  re-create  any  of 
oianos — whether  it  be  one  that  entertained  dignitaries 
brought  the  family  together  for  Christmas  carols, 
cording  to  executive  vice  president  Frank  Mazurco, 
t's  the  very  reason  they  created  the  Legendary  series. 
"We  wanted  the  world  to  know  we  can  build  any- 
ng,"  he  says.  • 

rendary  pianos  are  priced  after  completion,  www.stein 
y.com. 


Recovered 
glory:  the 
"Alma-Tadema' 
re-creation 


I  Know  a 
Fine  Way 
to  Treat  a 
Steinway 

The  153-year-old  master 

piano  builder  resurrects 
its  most  legendary  designs. 


ForbesLife  i  141 
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,v-.>/^-".- — •,;  -v  isker  Coachbuild  * 
creates  automobiles 
|        the  way  they  used 

Svp     3         1930s.  Back  then, 


an  owner  selected 


a  basic  chassis  and 
power  plant  from 
a  separate  manufacturer.  He  then  turned 
these  over  to  the  coach  builder,  who 
produced  a  distinctive  outer  shell. 
Today,  the  Fisker  tramonto  (shown  here) 
uses  the  Mercedes  SL55  AMG  for  its 
"base  architecture."  The  company's  " 
Latigo  CS  is  created  around  the  620  hp 
6  Series  BMW.  Each  Fisker  "coach" 
is  handcrafted  and  the  interior  laid 
out  to  the  owner's  specifications  using 
an  array  of  luxury  options.  The  Tramonto 
ranges  in  price  from  $234,000  to 
$350,000;  the  Latigo  CS,  $182,000 
to  $300,000.  www.fiskercb.com. 


t  first  glance, 
this  beauty 
might  be 
mistaken  for 
vintage  Paul  Fuller- 
signed  jukebox  from 
e  '40s.  The  exterior ' 
nbellishments  are  spot- 
i:  die-cast  metal  trim, 
rican  satinwood  veneer, 
ack  American  walnut 
>s  and  eight  backlit 
ibble  tubes.  But  on  this 
odel,  there's  a  touch- 
nsitive  computer  screen 
lere  the  title  cards 
ed  to  be,  and  inside,  a 
>0-gigabyte  hard  drive 
pacious  enough  to  store 
000  CDs.  Nostalgic 
usic  Center,  $7,700. 
vw.nationaljukebox.com 
www.rock-ola.com. 


t's  possible  the  designers 
at  Denver-based  Ecosse 
Moto  Works  named  their 
roaring  creation  the 

because  it  defies 

Iall  efforts  at  categorization. 
American  V-twin  muscle  bike? 
Italian  sport  machine?  The 
Heretic  comes  in  four  basic 
versions,  ranging  from  the  105  hp  C 
($50,000)  to  the  supercharged  Ti  (for 
Titanium),  at  $140,000.  The  company's 
most  popular  model,  the  basic  2007 
six-speed  Heretic  (photographed  here 
for  the  first  time),  sells  for  $65,000. 
Each  bike  is  hand-built,  and  the  use  of 
aluminum  subframes  and  superlight 
carbon-fiber  materials  keeps  curb  weight  at 
a  trim  650  pounds.  Ecosse  Moto  Works 
turns  out  only  about  100  Heretics  a  year, 
custom-ordered,  www.ecossemoto.com. 


ersace 
is  famous  for  high-octane 
glamour.  What's  less 
well-known  is  that  its 
couture  division,  Versace 
Atelier,  houses  a  rarefied 
world  where  extraordinary — 
and  often  very  pretty — 
clothes  are  designed,  cut 
and  sewn  for  discerning 
women.  These  dresses 
aren't  presented  in  Paris 
(they're  shown  by  appoint- 
ment), so  seeking  them 
out  implies  insider 
status.  Versace  Atelier  also 
offers  the  run  of  its 
archives,  so  you  can  match 
a  flattering  bodice  from 
Fall/Winter  '95  with  a 
flowing  chiffon  skirt  from 
the  latest  collection. 
Versace  Atelier  dress  in 
silk  georgette  and  metal 
mesh  from  the  1998 
Fall /Winter  collection, 
$76,000.  (212)  317-0224. 


why  not  give  the  joy  of 
Jaws?  Luxury  outfitter  Shark 
Diver  will  take  ten  of  your 
nearest  and  tastiest  on  a 
weeklong  up-c lose-and- 
personal  visit  with  some  of 
the  planet's  largest  great 
white  sharks.  A  private 
plane  shuttles  you  from  the 
San  Diego  airport  to  the  Isla 
Guadalupe  Biosphere 
Reserve,  about  210  miles 
off  the  Pacific  Coast  of 
Mexico,  and  your  charter 
aboard  the  sumptuously 
outfitted  motor  yacht  Kayana. 
Three-diver  cages  allow 
maximum  time  underwater 
for  the  sharks  to  view  you. 
One-week  charter, 
$100,000  plus  expenses, 
www.  sharkdivers.  com. 


Since  1887,  fearless  men 
have  barreled  headlong 

down  the  Cresta  Run 
in  St.  Moritz  to  a 
crescendo  of  busted  sleds  and 
broken  bones.  It's  stiff 

all  downhill  this  winter- 
if  you've  got  what  it  takes. 

By  Barnaby  Conrad  III 


dream  begins  I 


Helmeted  and  leather-padded,  I  lie  prone  on  a  cold  steel  toboggan  with  sharp  runners, 
hurtling  down  a  chute  of  solid  ice  at  40  miles  per  hour.  I  seem  to  be  a  paralyzed  body- 
surfer  traversing  a  frozen  wave,  which  rolls  me  into  another  wave  rising  to  the  right. 
Now  I'm  racing  toward  Shuttlecock,  the  most  treacherous  turn  of  the  Cresta  Run, 
and  becoming  an  athletic  version  of  Munch's  painting  The  Scream.  •  I  awaken, 
but  the  ice  is  still  a  blue-gray  blur  inches  from  my  startled  eyes.  It  is  an  hour  after 
dawn,  and  I'm  no  longer  tucked  into  my  extremely  comfortable  bed  of  dreams 
at  the  elegant  Kulm  Hotel  in  St.  Moritz.  I  am,  indeed,  clinging  to  an  80-pound 
sled  that  is  skidding  out  of  control  at  Shuttlecock,  where  dozens  of  other  speed- 
dreamers  have  broken  femurs,  tibias,  ribs,  ankles,  pelvises  and  necks  over  the 
last  century.  A  few  days  before,  a  young  man  flew  out  here,  tumbling  with  his 
sled  in  a  nasty  collision  that  ruptured  his  spleen.  I  have  already  flown  out 
once  myself,  rocketing  15  feet  into  a  pile  of  hay  and  snow;  the  impact  left 
me  barely  able  to  stand  and  wave  my  bruised  arms  as  instructed.  From  the 
tower  came  the  crisp  English  voice  of  Lt.  Col.  Johnny  Moss,  Secretary  of 
the  St.  Moritz  Tobogganing  Club:  "He's  up  and  apparently  unharmed." 
•   Now  I  am  in  harm's  way  again,  battling  the  centrifugal  pull  of 
Shuttlecock,  digging  my  metal  toe  spikes  into  the  ice  while  my  left  hand 
presses  the  toboggan's  left  runner  blade  downward. The  toboggan  veers 
back  down  into  the  run.  My  left  shoulder  and  elbow  smash  the  oppo- 
site wall  hard.  I  careen  to  the  right,  then  ricochet  to  the  left  like  a  pin- 
ball. The  dream  gets  good  again  as  I  head  into  a  section  known  as  The 
Bledisloe  Straight  (named  for  the  Bledisloe  family,  two  members 
of  whom  were  SMTC  presidents)  and  whiz  under  two  bridges.  I  re- 
member what  my  instructor  told  me:  Slide  your  body  forward  on 
the  seat  to  speed  up.  I  roll  through  the  remaining  curves  of  Scylla 
and  Charybdis  at  50  miles  an  hour,  and  cross  the  finish  line  in 
61.75  seconds.  •  Someone  once  asked  RAF  pilot  Andrew 
Green,  who  set  the  Supersonic  Land  Speed  Record  (763  mph) 
in  the  Nevada  desert,  what  it  was  like.  He  replied,  "Like  the  fin- 
ish of  a  really  quick  run  down  the  Cresta."  It  was  only  my  fifth 
descent — and  a  really  slow  one  at  that — but  I  was  already 
hooked  on  St.  Moritz's  most  iconic  sport.  •  Back  at  the 
clubhouse,  I  shed  my  metal  and  leather  hand  guards,  and, 
though  it  was  barely  9  a.m.,  shivering  with  joy,  I  downed  a 
shot  at  the  bar.  For  years  I'd  heard  how  sports  such  as  the 

skeleton,  the  luge  and  the  bobsled  derived  from  this  heart- 
racing  pastime  created  by  Englishmen.  Now  I  had  actually 


done  it.  My  bones,  spleen  and  pride 
were  intact.  At  53, 1  was  feeling  pretty 
damn  macho.  While  I've  ridden  saddle 
broncs,  fed  sharks  underwater  and  run 
v/ith  the  bulls  at  Pamplona,  I'd  never 
done  anything  as  exhilarating  as  this. 
The  dividends  of  conquered  fear  are 
mysterious  indeed. 

The  St.  Moritz  Tobogganing 
Club's  membership  includes  English 
lords,  Italian  counts  and  German 
princes,  yet  it's  an  oddly  democratic 
and  friendly  group.  Without  intro- 
duction, any  visitor  who  wishes  to  try 
the  Cresta  Run  may  simply  appear  at 
the  clubhouse,  pay  500  Swiss  francs 
($400),  sign  a  waiver  and  take  a  be- 
ginner's lesson,  which  includes  five 
rides  from  Junction,  the  two-thirds 
point  of  the  course.  (Only  the  better 
riders  are  allowed  to  ride  from  Top, 
the  highest  point  of  the  3/ 4  mile  run.) 

My  instructor  on  the  run  was  67- 
year-old  Arnold  von  Bohlen  und 
Halbach,  a  German  adventurer  who 
began  riding  in  1959.  Since  then,  he's 
broken  both  his  femurs,  his  collarbone, 
many  ribs,  a  few  fingers  and  one  arm. 
(During  the  previous  day's  beginner's 
class,  Lt.  Col.  Moss  had  displayed  x-rays 
of  Arnold's  broken  bones  and  advised 
us  to  take  out  short-term  casualty  insur- 
ance.) Arnold  gave  me  some  advice.  "Use 
your  rakes  to  control  the  speed  of  your  de- 
scent," he  advised.  "And  on  Shuttlecock,  dig 
in  your  left  rakes  to  swivel  into  the  turn.  You 
must  resist  the  ascending  tendency.  You  can- 
not just  lie  on  the  toboggan.  You  must  think 
and  you  must  ride  it." 

The  Club  provides  you  with  gear  that  looks 
fit  for  a  gladiator:  full-face  crash  helmet;  leather 


Rallying  Points: 


KULM  HOTEL:  One  of  the  finest  hotels  in 
Europe,  the  Kulm  has  four  restaurants,  an 
indoor  swimming  pool,  ice-skating  rink,  curling 
rink,  new  spa  and  health  center  and  a  children's 
program.  Cresta  riders  flock  to  the  Sunny- 
Bar  by  day  or  dine  at  the  top-rated  Rotisserie 
des  Chevaliers.  General  manager  Dominique 
Nicolas  Godat  is  a  constant,  attentive  presence 
in  this  old-world  establishment.  The  173  rooms 
and  suites  range  from  $380  to  $3,750  per 
night,  www.kulmhotel-stmoritz.ch,  011-41-81 
836-80-00,  fax:  011-41-81-836-80-01. 

BADRUTT'S  PALACE:  Founded  in  1896, 
this  classic  hotel  is  now  a  mecca  for  the 
international  jet  set,  attracting  American 
families,  movie  stars  and  Russian  oligarchs.  It 
has  seven  restaurants  and  four  bars,  including 
the  swinging  King's  Club  nightspot,  indoor 
and  outdoor  pools,  a  spa  and  a  kindergarten. 
There  are  165  rooms,  with  doubles  starting  at 
$710  and  suites  up  to  $7,200  per  night. 
www.badruttspalace.com,  01 1-41-81-837- 
11-00,  fax:  011-41-81-837-29-99. 

SUVRETTA  HOUSE:  This  grand  dame 
(built  in  1912)  with  184  rooms  has  its 
own  ski-lift,  ice-skating  rink,  curling  rink, 
swimming  pool  and  concert  hall.  Dress 
up  for  the  spectacular  Grand  Restaurant; 
the  Stube  welcomes  you  in  sweaters. 
The  only  drawback  (for  an  early-morning 
Cresta  Run)  is  its  location,  two  miles 
distant  by  shuttle  bus.  Rooms  start 
at  $325,  with  suites  at  $2,585. 
www.suvrettahouse.ch,  01 1-41-81-836- 
36-36,  fax:  011-41-81-836-37-37. 

BEST  WESTERN  HOTEL  STEFFANI: 
With  64  rooms,  this  hotel  is  medium- 
priced  and  in  the  heart  of  the  town.  The 
personable  owner,  Peter  Maerky,  is 
an  active  Cresta  rider,  and  his  cozy  bar  is 
a  rendezvous  for  SMTC  members. 
Double  rooms  start  at  $350. 
www.steffani.ch,  011-41-81-836-96- 
96,  fax:  011-41-81-836-97-17. 
HOTEL  SOLDANELLA:  Owned  by 
Cresta  rider  Urs  Degiacomi,  this 
is  a  charming  hotel  with  an  old- 


i 


knee  and  elbow  pads;  hand  guards  covered  with 
five-inch  metal  saucers  to  keep  the  ice  from 
smashing  your  knuckles;  and  boots  with  metal 
spikes  on  the  soles  and  what  are  known  as  "rakes" 
protruding  from  the  toes.  Some  riders  wear  tradi- 
tional tweed  plus  fours  with  wool  socks  and  sweaters 
as  if  they  are  on  their  way  to  a  grouse  hunt.  The  younger 
racers  sport  the  sleek  Lycra  "condom  suits"  popular  with 
speed  skaters.  Motocross  suits  and  jockey's  vests  prevent 
broken  vertebrae.  Excellent  idea,  old  cock! 

Over  the  next  two  hours,  30  of  the  club's  top  racers  com 


fashioned  Swiss  dining  room 
and  a  great  view.  The  bar  is  filled 
with  Cresta  Run  memorabilia. 
There  are  32  rooms,  starting 
at  $270.  www.hotel-soldanella.ch, 
011-41-81-830-85-00,  fax: 
011-41-81-830-85-05. 

TRAVEL  TIPS:  St.  Moritz  is 
accessible  from  Zurich,  Munich  or 
Milan  airports  by  charter  plane 
or  by  a  three-and-a-half  hour  journey 
on  Swiss  Railways  from  Zurich.  A 
train  from  the  Zurich  airport  will 


peted  for  the  annual  Claude  Cartier  Challenge  Cup.  Tyler 
Botha,  a  then  25 -year-old  South  African  just  back  from  placing 
21st  in  the  skeleton  race  at  the  Turin  Olympics,  easily  did  the 
Cresta  Run  in  a  blistering  41.32  seconds.  But  just  five  seconds  be 


take  you  to  Zurich  Station,  where 
you  catch  the  1  1/2  hour  train  to 
Chur  and  change  for  the  scenic 
leg  to  St.  Moritz.  Swiss  rail  tickets 
may  be  booked  at  www.sbb.ch/en 


hind  him  was  my  instructor,  Arnold 
von  Bohlen,  43  years  his  senior — and  nc 
bones  were  broken. 

At  noon,  we  all  retired  to  the  Kulm 
Hotel  for  lunch,  Champagne  and  prize- 
giving  in  the  Sunny  Bar,  the  club's  offic- 
ial canteen.  Here  I  met  Lt.  Col.  Digb) 
J.  Willoughby,  M.C.  (ret.),  an  Urdu-fluenl 
ex-Ghurkha  in  his  early  70s  who  said  that) 
he'd  flown  out  at  Shuttlecock  more  than 
50  times,  the  record  for  a  club  member.  "AJ 
few  years  ago  I  broke  my  neck  on  thai 
turn,"  he  said,  clutching  his  throat.  "Thev 
had  to  put  in  four  metal  screws  to  hold 
my  head  on."  It  brought  to  mind  one  oi 
the  lessons  in  the  1933  handbook  Hints  to. 
Beginners  on  the  Cresta,  which  is  still  requireq 
reading  for  neophytes:  "All  attempts  at  short-j 
cuts  lead  to  the  hospital." 

The  St.  Moritz  Tobogganing  Club 
(SMTC)  was  founded  in  1887  by  a  group) 
of  English  sledding  buffs  who  plotted  a 
splendidly  dangerous  course  from  St.  Morit2] 
down  to  the  ancient  village  of  Cresta  (late! 
absorbed  by  the  present  town  of  Celerina). 
After  icing-down  the  course  and  introducing 
steel-bladed  sleds,  the  sport  sped  up  dramas 
ically.  Before  the  advent  of  motorcars  and 
aeroplanes,  the  Cresta  riders  were  the  fastest 
men  on  earth.  Four  fatalities  have  occurred 
on  this  run  (the  last  in  1973),  but  it  was  al] 
jolly  good  fun. 

The  Cresta  Run  itself  is  not  a  permanent 
structure.  Every  winter  it  is  built  from  snow 
and  watered  until  it  becomes  an  icy  snake 
The  altitude  from  top  to  bottom  is  514  feet; 
the  equivalent  of  a  50-story  building,  while 
the  3,977-foot  course  has  a  13  percent  aver- 
age gradient.  Speeds  of  up  to  90  miles  an 
hour  have  been  recorded  at  the  finish  line; 
Nearby  lies  the  St.  Moritz  Bobsleigh  Run. 
which  was  started  in  the  winter  of  1896,  by 
the  English,  of  course.  The  main  differ- 
ence from  the  Cresta  Run  is  that  you  can'^ 
fly  out  of  the  bobsled  course.  Bobbers 
ride  sitting  up  and  lugers  lie  on  theil 
backs,  but  Cresta  Riders  are  prone — 
until  they  fly  out  at  Shuttlecock. 

Americans  became  active  partici- 
pants in  the  Cresta  Run  well  before 
the  turn  of  the  century.  Possibly 
the  greatest  rider  ever  was  William 
"Billy"  Fiske.  From  a  New  York 
banking  family,  Fiske  was  just  16 
when  he  captained  the  victorii 
ous  American  bobsled  team 
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I  the  1928  Olympics  in  St.  Moritz.  (He 
so  led  the  American  team  to  gold  in  1932 
I  Lake  Placid.)  But  his  real  passion  was  the 
Iresta  Run,  where  he  rarely  lost  a  race,  and, 
lore  extraordinarily,  never  ever  flew  out  at 
huttlecock.  Fiske  enlisted  as  a  pilot  in  the  RAF 
lid  died  in  the  Battle  of  Britain  in  August  1940. 
It  the  time,  Lord  Brabazon,  a  fellow  Cresta  rider 
Churchill's  cabinet  minister  for  aircraft  pro- 


Cresta 
Connection 


■action),  penned  an  elegy  in  The  Times  of  London 
I  Ve  thank  America  for  sending  us  the  perfect  sports  - 
1  an.  Many  of  us  would  have  given  our  lives  for  Billy, 
I  stead  he  has  given  his  for  us." 

I  Sixty-six  years  later,  I  was  led  into  a  bar  at  the 
Iplm  by  the  elegist's  grandson,  the  current  Lord 
Irabazon,  known  as  "Brab,"  who  showed  me  the  wall 
Iparing  Fiske's  scratched  red  metal  toboggan  and  a 
If  ass  plaque.  The  bartender  poured  us  several  glasses  of 
mmmel,  and  with  tears  in  his  eyes,  Lord  Brabazon  rev- 
lently  toasted  Billy  Fiske.  "He  was  the  first  American 
I  die  in  World  War  II . .  .if  not  for  people  like  him,  we'd 
1  be  speaking  German."  Though  the  club's  roster  is  de- 
idedly  international,  one  original  characteristic  remains: 
111  club  business  is  conducted  in  English,  and  16  of  the 
K  club  presidents  over  the  last  century  were  British 
Ibjects.  This  is  fitting,  as  without  the  early  British  visitors,  St. 
■oritz  would  never  have  become  the  winter  feast  it  is  today. 
Ituated  at  5,600  feet,  it  has  20  rinks  for  skating  and  curling,  in- 
Bimerable  ski  runs  and  gondolas,  luxury  hotels  by  the  dozen  and 
It  elegant  nightlife.  Beside  the  Cresta,  St.  Moritz  boasts  horse 
Icing,  polo  and  equestrian  jumping  on  a  snow-covered  frozen 
Ice  directly  below  the  Kulm  Hotel. 

I  Though  the  Wright  Brothers  flew  a  plane  on  that  frozen  lake 
I  1910,  they  don't  seem  to  have  tried  the  Cresta  Run.  Jack 
lennedy  and  his  brother  Joe,  Jr.,  made  the  run,  as  did  Errol 
lynn,  Gianni  Agnelli  and  former  NATO  secretary  general 
■  antred  Worner.  Arnold  von  Bohlen  has  coached  former 
lanadian  prime  minister  Pierre  Trudeau  and  Prince  Edward  on 
I  e  fine  points  of  raking.  It  is  a  sign  of  the  SMTC's  conviviality 
lat  its  current  membership  includes  two  grandsons  of  Hitler's 
reign  secretary,  Von  Ribbentrop,  as  well  as  Allied  veterans  from 
orldWarll. 

The  Cresta  Run  was  an  official  event  in  the  1928  Olympic 
|ames  held  in  St.  Moritz.  American  brothers  Jennison  and 
ck  Heaton,  both  SMTC  members,  took  first  and  second, 
ith  the  English  Lord  Northesk  in  third.  The  Winter  Games 
turned  to  St.  Moritz  in  1948,  and  a  local  greengrocer,  an 
ilian  named  Nino  Bibbia,  took  the  gold  (second  was  Jack 
eaton,  20  years  after  his  first  Olympic  performance).  Bibbia 
is  an  extraordinary  rider,  achieving  hundreds  of  first-place 
ns  in  races  over  the  years. 

Even  as  the  Olympics  themselves  have  become  overly  com- 
ercialized,  the  Cresta  Run  remains  keenly,  refreshingly  ama- 
ur  in  spirit.  There  are  about  30  races  every  year,  each  with  a 

phy.  Some  are  open  races,  some  with  a  handicap,  so  that  older 
iers  have  a  chance  of  winning.  Among  the  top  Cresta  riders 


today  is  38-year-old  Clifton  Wrottesley,  the  6th  Baron 
Wrottesley,  who  rode  for  the  Irish  Olympic  skeleton 
team  to  take  fourth  place  at  the  2002  Salt  Lake  games. 
The  Cresta  Run  opens  just         The  Swiss  are  enthusiastic  riders,  including 
before  Christmas  and  closes     Giancarlo  Pitsch  and  Franco  Gannser,  who  has  won 
around  late  February.  The     the  Grand  National  race  eight  times.  A  club  fixture 
St.  Moritz  Tobogganing  Club     is  Adolf  Haeberli,  a  retired  hairdresser  from  St. 
is  private,  but  visitors     A/r    .       ,  vv„  ... 

are  welcome  to  watch  and    Montz' who  wears  a  ZZ  ToP"llke  beard  and  oc- 
any  man  over  18  may  sign  up    casionally  descends  the  run  in  a  protective  suit 
for  instruction.  The  price    with  fireworks  sparking  off  his  back, 
is  $400  for  a  beginner's        There  are  currently  about  75  Americans  out 
lesson  and  five  rides.  (No    of  1  400  members  in  the  club  New  Yorkers 

Michael  DiGiacomo  and  John  Beinecke  were 
Yale-ed  ucated  friends  who  found  their  way 
to  the  Cresta  Run  in  the  mid-'80s  and  became 
hooked.  Over  lunch  at  the  Sunny  Bar, 
DiGiacomo  said,  "It  gets  in  your  blood.  For 
many  years,  being  a  Cresta  rider  had  a  major 
effect  on  defining  who  I  was."  In  2000  he 
published  Apparently  Unharmed:  Riders  of 
The  Cresta  Run.  "Beinecke's  mother  has  never 
really  forgiven  me  for  introducing  him  to 
the  sport,"  confessed  DiGiacomo,  noting  that 
Beinecke  had  suffered  a  concussion  on  the  Run 


refunds  for  cowardice 
or  accident.)  All  necessary 
equipment  will  be  provided. 
www.  cresta-run.  com. 


Recommended  reading: 
Michael  DiGiacomo's 
Apparently  Unharmed: 
Riders  of  The  Cresta  Run 
(Texere,  2000)  and 
Michael  Seth-Smith's 
encyclopedic  The  Cresta 
Run:  History  of  the  St. 
Moritz  Tobogganing 
Club  (Foulsham,  1976). 


that  winter. 

Also  at  our  table  was  Alessandro  Gatti,  a  Milan-born  execu- 
tive living  in  San  Francisco,  who  had  been  riding  the  Cresta  for 
25  years.  Gatti  had  flown  out  at  Shuttlecock  that  morning  and 
was  stoically  holding  a  bag  of  ice  over  a  swelling  hematoma  above 
his  right  knee.  The  night  before,  Gatti  had  been  dancing  into  the 
wee  hours  at  the  SMTC's  unofficial  nighttime  clubhouse,  the 
Dracula  Club,  which  was  founded  in  1974  by  playboy-industri- 
alist Gunter  Sachs,  who  was  once  married  to  Brigitte  Bardot. 
His  son  Rolf,  also  a  Cresta  rider,  has  brought  new  life  to  this 
stylish  nightclub  that  so  pleasantly  interferes  with  prerace  sleep 
patterns.  Gatti  reminisced,  "One  New  Year's  Eve  I  went  straight 
from  Drac's  down  to  the  Cresta  Run  and  got  on  my  sled  still 
wearing  my  tuxedo.  It  was  a  great  way  to  start  the  New  Year." 

Few  women  have  ridden  the  Cresta,  and  the  club  has  not  al- 
lowed women  since  1929.  "Too  distracting,"  said  one  male  mem- 
ber. To  that  point,  a  sign  in  the  all-male  locker  room  reads: 
WHERE  WOMEN  CEASE  FROM  TROUBLING  AND  THE  WICKED  ARE  AT 
rest. — smtc.  But  wives  and  girlfriends  are  always  on  hand. 

In  the  week  I  spent  flying  down  the  Cresta  at  breakneck 
speed,  I  began  to  see  the  run  as  a  crucible  of  fear,  a  kind  of  wine 
press  of  the  human  spirit  that  unites  riders  of  different  ages  and 
nationalities.  It  was  intoxicating.  One  of  the  SMTC's  founding 
fathers,  the  first  Lord  Brabazon  of  Tara,  wrote:  "The  Cresta  is 
like  a  woman  with  this  cynical  difference — to  love  her  once  is 
to  love  her  always." 

Ah,  but  to  love  is  to  suffer.  I  flew  out  at  Shuttlecock  three  more 
times  that  week,  banging  my  leg  and  shoulder.  It  earned  me  the 
right  to  wear  a  special  tie  emblazoned  with  shuttlecocks  and  to  at- 
tend the  hilarious  Shuttlecock  Club  Dinner  at  the  Hotel  Steffani. 
In  the  morning,  bruised  and  limping,  I  left  St.  Moritz  by  train, 
knowing  I'd  be  back  next  winter  for  more  cruel  love  on  ice.  • 
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What  is  it  about 
chocolate 
hat  has  made 
lumans  nuts 
for  thousands 
of  years? 
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BISSINGER'S  BLACKBERRIES 

They're  only  available  the  last  week  of  August 
and  the  first  three  weeks  of  September, 
so  order  ahead  for  next  year:  perfectly  ripe 
blackberries  from  the  Pacific  Northwest  dipped 
in  fondant  then  encased  in  a  little  cave  of 
chocolate — dark  or  milk,  www.bissingers.com. 

ENSTROM'S  ALMOND  TOFFEE 

All  natural;  the  milk  chocolate-coated  offerings 
are  best,  www.enstrom.com. 

MAGLIO  FICHI  AL  CIOCCOLATO 

Chocolate-covered  figs  that  are  at  once  rustic 
and  elegant — a  perfect  example  of  the  Italian 
culinary  sensibility.  Available  through  February 
or  early  March,  www.formaggiokitchen.com. 

SCHARFFEN  BERGER  NIBBY  BAR 

The  trendiest  things  in  chocolate  today  are 
chocolate  nibs,  unsweetened  bits  of  roasted 
cacao  beans.  Look  for  them  on  pastry  menus  in 
better  restaurants.  These  1-oz.  bars  are 
made  of  62  percent  cacao  semisweet  dark 
chocolate,  mixed  with  gritty  bits  of  the 
exceptionally  flavorful  bean.  Not  for  amateurs. 
www.  scharffenberger.  com. 

FRAN'S  GRAY  AND  SMOKED  SALT  CARAMELS 

The  most  refined,  www.franschocolates.com. 

JACQUES  TORRES  FRUIT  CHOCOLATES 

Alize-doused  passionfruit  spills  into  your  mouth 
when  you  bite  into  one.  Our  preferred  boxed 
assortment,  www.mrchocolate.com. 

VOSGES  EXOTIC  TRUFFLES 

The  Naga  (flavored  with  sweet  Indian  curry),  the 
Black  Pearl  (flavored  with  ginger  and  wasabi), 
the  Poivre  (with  peppercorns),  the  Absinthe 
(with  anise  and  fennel). ..they'd  get  points  for 
sheer  inventiveness,  but  the  product  happens  to 
be  delicious,  www.vosgeschocolate.com  or 
request  a  catalog  at  (888)  301-9866. 
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I  recently  asked  an  elderly  acquaintance 

what  he  thought  about  when  he  was  sitting  in  h 
Quaker  meetinghouse.  "All  the  girls  I  didn't  mak 
out  with,"  he  replied.  My  friend  regrets  he  didn't  tast 
a  wider  variety  of  forbidden  fruits.  But  that  wasn't  s 
easy  to  accomplish  in  the  1940s,  when  forbidden  fruit  ws 
truly  forbidden.  Sixty  years  later,  we're  more  liberated,  but  also  more  wary,  s 
there's  still  not  a  whole  lot  of  sampling  going  on. 

And  what  do  you  suppose  was  on  those  girls'  minds?  Maybe. ..chocolate 
Eating  a  box  of  chocolates — taking  a  nibble  out  of  one,  rejecting  it,  the 
moving  on  to  another — allows  for  a  kind  of  sensual  experimentation  ths 
women  in  particular  can't  get  enough  of.  The  enduring  question:  Why  ar 
women  so  drawn  to  chocolate?  In  a  survey  published  in  the  Journal  of  th 
American  Dietetic  Association,  40  percent  of  women  admitted  to  cravin 
chocolate,  while  only  15  percent  of  men  found  it  irresistible.  (Although  me 
purchase  plenty  of  chocolates — for  women.  Casimira  Gorce,  co-owner  wit 
husband  Jean-Marc  of  XOX  Truffles,  San  Francisco,  an  award-winnin 
confectioner,  says,  "Men  come  in  to  buy  chocolates  when  they  are  in  th 
doghouse,  and  they  tell  us  what  happened.  Sometimes  I  feel  like  a  bar 
tender.  Or  a  therapist.") 

It  could  be  simply  that  the  genders  crave  fat  in  different  ways:  Wome; 
prefer  it  in  combination  with  sugar,  men  opt  for  it  with  salt  and  proteir 
Regardless,  chocolate,  according  to  the  same  medical  journal,  is  the  most 
craved  food  in  North  America.  And  we  give  into  that  craving,  to  the  tune  c 
about  11  pounds  consumed  annually,  per  capita. 


WHY  HUMAN  BEINGS  LOVE  CHOCOLATE  WITH  SUCH  PASSION  I 
the  source  of  some  scientific  inquiry.  Neuropharmacologists  at  San  Diego 
Neurosciences  Institute  have  isolated  a  chemical  in  chocolate  with  a  mari 
juanalike  compound,  the  neurotransmitter  anandamide,  which  activates  th 
same  cellular  receptors  as  THC.  Additionally,  there  are  two  compounds  ii 
chocolate  that  slow  down  the  disintegration  of  anandamide,  theoretical! 
prolonging  the  pleasurable  sensation  it  has  brought  on.  What  this  means  i 
that  chocolate  may  keep  you  feeling  good,  longer. 

And  that's  not  where  the  drug  connection  ends.  University  of  Michigan' 
Nutritional  Sciences  program  director  Adam  Drewnowski — also  an  exper 
on  obesity — has  done  studies  that  suggest  that  eating  high-fat  chocolates  cai 
trigger  the  brain's  production  of  the  opiate  endorphin.  Opiates  are  associate! 
with  addiction,  so  it  is  possible  that  every  time  you  eat  a  piece  of  chocolate 
you  get  a  little  closer  to  establishing  an  addictive  relationship  with  the  stufl 
This  could  be  the  reason  some  folks  call  themselves  chocoholics — a  winkj 
and-a-nod  coinage  that,  like  shopaholic  and  workaholic,  could  be  judged  a 
something  of  an  overstatement. 

There's  more.  Chocolate  contains  caffeine  and  theobromine,  both  stimu 
lants,  as  well  as  tryptophan,  an  amino  acid  that  contributes  to  the  productior 
of  serotonin,  which  in  turn  diminishes  anxiety  and  in  high  enough  dose 
causes  elation.  (The  drug  Ecstasy,  also  known  as  the  "love  drug,"  works  in ! 
similar  fashion.)  And  chocolate  contains  phenylethylamine,  the  "love  cherrr 
ical."  This  amine  seems  to  raise  dopamine  levels  in  the  brain — and  dopamira 
peaks  in  production  during  orgasm.  Unfortunately,  most  of  chocolate's  low 
chemical  metabolizes  before  reaching  the  central  nervous  system.  Still,  a  litj 
tie  dopamine  is  better  than  none.  "The  science  is  always  changing,"  says  che 
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ina  Casaceli,  director  of  pastry  and  baking  arts  at  the  French  Culinary 

stitute  in  New  York.  "I  don't  think  eating  chocolate  changes  your  mood, 
n  the  other  hand,  we  eat  it  here  every  day,  and  everybody  is  pretty  happy." 

he  FCI  conducts  intensive  25-hour  courses  on  chocolate-making  for  $950, 
r  those  who  just  have  to  get  their  fingers  sticky:  www.frenchculinary.com.) 

There's  also  speculative  science  of  the  sensational  variety.  Like  red  wine, 
irk  chocolate  has  been  promoted  for  its  ability  to  reduce  heart  disease  due 

flavonols,  which  reduce  low-density  lipoprotein  cholesterol.  But  while 
irk  chocolate  may  be  able  to  reduce  the  risk  of  heart  disease,  that  doesn't 
ake  it  a  health  food.  (Indeed  in  lesser-quality  chocolates,  milk  fats  and 
her  fillers  are  used  in  place  of  cocoa  butter,  one  of  the  ingredients  that  give 
locolate  its  beneficial  characteristics.)  Chocolate  has  antioxidant  proper- 
fes  that  protect  the  heart  and  arteries  from  oxidative  damage — sort  of  like 
listing  of  the  arteries.  (Dark  chocolate  delivers  antioxidants  to  the  body 
ore  effectively  than  milk  chocolate  does  because  the  proteins  in  milk 
fccrease  the  rate  of  the  body's  absorption  of  the  antioxidants.)  As  Professor 
(lan  Crozier  of  the  University  of  Glasgow  told  BBC  News,  "It  is  a  useful 
pplement  to  a  balanced  diet,  but  it  should  not  be  a  substitute  for  five  pieces 

fruit  and  vegetables  each  day."  Damn. 

HE  HUMAN  LUST  FOR  CHOCOLATE  DATES  BACK  CENTURIES, 
arl  Linnaeus  tagged  it  Theobroma  cacao,  from  the  Greek  theobroma,  "food  of 
e  gods."  In  the  New  World,  Aztec  warriors  downed  a  type  of  hot  chocolate 
psych  themselves  up  for  battle.  Montezuma  drank  chocolate  before  visit- 
g  his  many  wives,  and  for  12  cacao  beans,  an  Aztec  nobleman  could  pur- 
)rtedly  buy  a  night  with  a  courtesan.  In  1662,  Cardinal  Brancaccio  of  Rome 

decreed  that  drinking  chocolate  would  not 
spoil  a  fast  (revisionism  never  having  been  a 
problem  in  the  Catholic  Church).  The  Italian 
swordsman  Casanova  seduced  with  choco- 
lates. And  then  there  is  that  enduring  rumor 
about  green  M8dVls. 

Latter-day  anecdotal  evidence  shows  choco- 
late's sway  is  unabated.  In  a  thoroughly  un- 
scientific survey,  I  asked  my  girlfriends  why 
they  love  chocolate — and  by  the  way,  I  learned 
they  tend  to  eat  chocolate  by  themselves,  al- 
most surreptitiously.  "Creamy,"  "sensual" 
and  "a  guilty  pleasure"  were  the  answers,  all 
synonyms  that  can  easily  describe  a  night  when 
the  kids  have  sleepovers  elsewhere.  XOX 
Truffles's  Gorce  likes  to  tell  post-ecstatic  cus- 
tomers who  have  tasted  her  confections  that 
there  is  a  smoking  section  outside. 

The  great  chocolatier  Jacques  Torres  said 
it's  all  about  "the  mouth  feel."  I  think  he's 
right:  Women  are  turned  on  to  chocolate,  but 
not  necessarily  by  chocolate.  If  the  two  get 
kind  of  mixed  up  between  the  covers,  well,  like 
the  song  says,  "If  you  can't  be  with  the  one  you 
love,  honey,  love  the  one  you're  with" — even  if 
it's  just  a  Hershey's  Kiss.  • 


Note  About 
toring 
locolate 


Horn  the  recently 
iisssued  Maida  Heatter's 
took  of  Great  Chocolate 
Asserts:  "Chocolate 
Aiould  be  stored  where 
lis  cool  and  dry  and  the 

mperature  is  about 
p  to  78  degrees.  When 
«e  temperature  is  cold, 
t  in  a  refrigerator,  the 

locolate  will  'sweat' 
|  ten  it  is  brought  to  room 
jjmperature.  When  the 
!{ mperature  is  too  warm, 

locolate  can  develop 
ij'bloom'  (a  pale-colored 
llterior).  This  is  simply 

lused  by  a  slight 
(|;rcentage  of  the  cocoa 
litter  that  has  separated 
ijid  risen  to  the  surface, 
lis  okay,  the  chocolate  is 
i»t  spoiled:  Use  it." 


HOT  FUDGE  SUNDAE 

Sundaes  get  their  name  from  Sunday,  when 
the  confection  was  eaten  as  a  treat  on 
the  day  booze  couldn't  be  served.  Our  favorite: 
coffee  ice  cream  with  chocolate  fudge, 
raspberries,  whipped  cream,  walnuts — and  a 
glass  of  Bordeaux. 

FROZEN  HOT  CHOCOLATE 

Serendipity  3  in  New  York  was  put  on  the  map 
in  the  1960s  thanks  to  this  delightful  dessert. 
The  owners  were  so  proprietary  they  wouldn't 
share  the  recipe  with  Jackie  Kennedy  when 
she  wanted  to  serve  it  at  the  White  House. 
It  is  basically  very  rich  hot  chocolate  cooled, 
then  blended  with  ice  and  garnished  with 
whipped  cream.  225  East  60th  St.,  New  York; 
(212)  838-3531. 

GERMAN  CHOCOLATE  CAKE 

This  rich  chocolate  cake  with  coconut  icing  is 
not  German  (the  coconut  is  your  first  clue), 
but  rather  the  result  of  the  ail-American 
Baker's  chocolate  company's  test  kitchen. 
It  was  one  of  those  recipes  concocted  to  sell  a 
product,  in  this  case,  "German's  sweet 
chocolate."  For  the  closest  thing  to  the 
original  recipe,  use  the  one  on  the  box  for 
Baker's  German's  Sweet  Chocolate.  It's  a  little 
down-market,  but  the  very  best  often  is. 

SACHER-TORTE 

Invented  in  1832  for  Metternich,  the  Austrian 
diplomat,  by  Franz  Sacher,  a  16-year-old  chef's 
apprentice.  (It  was  Sacher's  son  who  founded 
the  luxurious  Hotel  Sacher  Wien  with  the 
proceeds  from  his  father's  wildly  popular 
concoction.)  Probably  the  ultimate  Viennese 
confection,  the  torte  consists  of  two  layers  of 
rich  chocolate  cake  separated  by  apricot 
preserves,  then  coated  with  a  cooked  chocolate 
icing.  The  Austrians  like  to  serve  a  slice  with 
Schlagobers  (whipped  cream).  You  can  buy  one 
online  at  www.sacher.com/sacher/sachershop. 
Similar  is  the  lesser-known,  hard-to-pronounce 
Hungarian  version,  the  Rigo  Jansci,  a  fabulous 
example  of  which  is  served  at  George  Lang's 
Gundel  restaurant  in  Budapest.  The  Rigo  Jansci 
is  a  chocolate  sponge  cake  with  chocolate 
mousse  filling,  named  after  a  famous  Hungarian 
gypsy  violinist  who  stole  a  Belgian  duchess 
from  her  husband.  Superrich  and  over  the  top, 
it's  the  Zsa  Zsa  Gabor  of  chocolate  confections. 

PALM  BEACH  BROWNIE 

Created  by  Maida  Heatter,  this  is  a  scrumptious 
rich  brownie  with  a  layer  of  chocolate-covered 
mints  inside.  After  baking,  the  chocolate  dissolves 
into  the  brownie,  but  the  smooth,  creamy  mint 
melts  into  a  cohesive  layer.  Should  be  illegal. 
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Motor  restorer  Paul  Russell  tunes  up 

Ralph  Lauren's  other  collection, 


PHOTOGRAPHS  BY  DAVID  A.  LAND 


n  March  6,  2005,  the  Museum  of  Fine  Arts  in  Boston  opened  a  new  exhibit  c 
16  20th-century  works  of  art — not  from  the  studios  of  Picasso,  Chagall,  Matisse 
Pollock  or  Stella,  but  from  the  workshops  of  Bentley,  Mercedes,  Bugatti,  All 
Romeo,  Jaguar,  Porsche  and  Ferrari — all  from  Ralph  Lauren's  personal  collectioi] 
Among  them  was  the  1958  Ferrari  250  Testa  Rossa,  which  seemed  to  be  doing  15! 
miles  an  hour  while  sitting  still,  the  otherworldly  1938  Bugatti  type  57SC  Atlantic 
with  its  exoskeleton  of  riveted  spines  along  the  flared  fenders  and  over  the  swoop  C 
bod\-  and  hood,  and  the  1955  Porsche  550  Spyder.  Stand  next  to  that  one,  and  yo 
have  no  trouble  understanding  James  Dean's  temptation  to  put  the  pedal  down  in  h: 
and  blast  out  the  other  side  of  the  envelope  on  that  fatal  road  near  Paso  Robles.  Thes 
cars  are  not  the  cocoons  of  metal  and  glass  that  carry  us  silently,  belted  tight,  fror 
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Not  quite  ready  for  its 
close-up,  a  vintage  Ferrari 
awaits  a  makeover  at  the 
Paul  Russell  shop. 


ie  place  to  another  while  the  children  are  anesthetized  by  the 
deoscreen  in  the  backseat  and  the  navigation  system  makes  sure 
e  don't  suffer  the  inconvenience  of  a  wrong  turn.  They  are 
;autiful,  howling,  luminous  rockets  that  demand  the  open  road, 
e  double-clutch  downshift  into  the  tight  turn  and  a  destination 
o  far  away  to  reach  in  a  day. 
Of  the  16  cars  from  Ralph  Lauren's  collection  exhibited  in 
oston,  14  of  them  are  cared  for  (and  7  of  those  were  restored) 
'  Paul  Russell  and  Company.  Russell  specializes  in  handbuilt 
ewar  cars  (not  that  war- — World  War  II)  and  cars  of  the  '50s, 
achines  of  great  beauty  and/or  historic  importance.  He  runs 


one  of  those  increasingly  rare  establishments  where  meticulous 
craftsmanship  and  art  intersect  to  produce  something  unique. 

The  company  is  housed  in  a  workaday,  one-story  30,000- 
square-foot  concrete-block  facility  a  few  miles  from  the  sea  in 
Essex,  Massachusetts.  On  a  cold,  gray  March  day,  a  couple  of  '50s- 
era  Mercedes-Benz  sedans  are  parked  outside.  Their  paint  is  dull, 
the  chrome  pitted  and  flaking,  the  upholstery  worn.  They  look  old 
and  dowdy  and  a  bit  defeated.  They're  the  "before"  picture. 

Step  into  the  building,  and  you  immediately  see  the  "after." 
Crouched  in  the  corner  of  the  lobby  is  the  sinuous,  predatory 
1930  Mercedes-Benz  "Count  Trossi"  SSK.  Its  black  paint  and 
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rome  gleam.  The  leather  upholstery  is  immaculate.  There 
s  no  blemishes  on  the  scalloped  aluminum  dashboard.  The 
r  is  as  perfect  as  it  was  when  Count  Carlo  Felice  Trossi,  the 
istocratic  Italian  race-car  driver,  received  it  from  its  English 
ach  builders. 

The  perfection  goes  well  beneath  the  surface.  When  the 
issell  company  was  restoring  the  car,  workers  discovered  that 
e  oil  pan  was  stamped  with  a  manufacturer's  number  that 
owed  it  came  from  another  engine.  After  extensive  research, 
ml  Russell  flew  to  Germany  and,  flashlight  in  hand,  found 


the  original  oil  pan  in  the  corner  of  an  old  garage.  The  Bugatti 
Atlantic  and  Count  Trossi  SSK  won  Best  of  Show  at  the  Pebble 
Beach  Concours  d'Elegance  in  1990  and  1993  respectively — the 
most  distinguished  award  in  the  business. 

The  car  in  the  metal  shop  is  a  1949  Ferrari  166MM 
Berlinetta.  It  won  the  1950  Mille  Miglia  (hence  the  MM),  that 
quintessentially  Italian  form  of  motor  madness:  a  thousand 
miles  of  open-road  race  from  Brescia  to  Rome  and  back.  The 
race  was  run  from  1927  to  1957.  One  of  the  first  restoration  de- 
cisions Paul  Russell  and  the  car's  owner  must  make  is:  To  what 
year  is  the  car  being  restored?  Is  the  desired  end  result  the  car 
that  rolled  out  of  the  Ferrari  factory  in  1949,  or  the  car  that 
won  the  race  after  various  modifications?  Once  they  decide,  the 
intense  research  begins.  Factory  photographs  and  records  are 
scrutinized,  photographs  and  documents  studied,  differences 
noted.  Were  there  new  mirrors  for  the  race?  Was  the  suspen- 
sion altered?  Do  the  wheels  match  the  factory  wheels?  All  these 
details  have  to  be  replicated  to  bring  the  car  back  to  the  desired 
historic  moment. 

Since  cars  coming  into  the  Russell  shop  are  50  years  old  or 
more,  chances  are  that  they  have  been  repainted  at  least  once.  If 
factory  records  don't  reveal  the  original  paint,  the  cars  themselves 
can.  Often  when  the  mechanics  dismantle  the  car  they  find  the 
original  paint  pristine  and  protected  in  hidden  places,  such  as  be- 
hind the  rims  of  the  gauges  removed  from  the  dashboard.  Paint 
chips  are  analyzed  and  the  original  paint  reconstituted.  Some 
restorations  brush  up  against  current  law:  It's  illegal  now  to  use 
asbestos  in  brake  pads,  and  lacquer  paint,  not  uncommon  pre- 
war, is  prohibited  in  most  states.  Russell  and  his  specialists  have 
contrived  a  paint  that  maintains  the  character  of  a  lacquer- 
painted  body  without  flouting  the  law. 

The  machine  shop  duplicates  parts  that  can't  be  found.  Today 
on  the  premises  is  a  1933  Alfa  8C  2300  coupe  that  has  been  dis- 
mantled. The  metal  skin  has  been  pulled  oft  to  reveal  the  horse- 
drawn  carriage  that  was  the  recent  ancestor  of  many  of  the 
prewar  cars.  Unlike  the  postwar  Ferrari  here,  almost  the  entire 
structure  of  the  Alfa's  passenger  compartment  is  neatly  fitted 
with  joined  pieces  of  hand-worked  wood  on  which  the  metal 
sheathing  was  then  hung.  Some  of  the  wood  has  rotted.  Some 
has  split.  The  damaged  pieces  will  be  carefully  resected,  dupli- 
cated and  refitted  by  Richard  Docking,  a  member  of  the  English 
coach-builders  guild  in  his  early  40s. 

The  waiting  list  to  have  a  car  restored  here  is  about  two  years. 
Once  accepted,  owners  are  consulted  at  every  step  and  receive 
written  reports  and  photos  of  the  work  as  it  progresses.  It  takes 
about  2,500  man-hours  to  restore  postwar  cars,  and  about  4,000 
or  more  for  prewar  vehicles.  The  hourly  rates — less  than  those  of 
your  local  Mercedes  dealership — run  about  $95. 

What  you  get  at  the  end  is  a  work  of  art.  Kinetic  sculpture, 
though  you  wouldn't  hang  it  on  a  wall.  And  it  will  run.  Turn  the 
key,  heave  the  crank,  hear  that  engine  roar.  Get  behind  the 
wheel,  find  first  gear,  put  the  pedal  down  and  summon  the 
Count  Trossi  hidden  within  you  to  come  out  for  a  run.  • 

Paul  Russell  and  Company,  106  Western  Ave.,  Essex,  MA  01929; 
(978)  768-6919. 
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The  hidden  logic  of  messiness  P.J.  ORourke  on  Adam  Smith  A  white-knuckle  war  game  Renee  Fleming's  resurrected  ark 


THE  COMPLETE  KELLER, 
The  French  Laundry  Cookbook 
&  Bouchon;  Artisan;  $100 


Thomas  Keller,  in  many  refined 
opinions,  is  the  world's  most 
talented  chef  not  named  Ferran 
Adria.  Proprietor  of  such  iconic 
restaurants  as  Napa  Valley's 
French  Laundry  and  New  York's 
Per  Se,  Keller  is  famous  for  his 
wit  (like  the  signature  Cornets, 
little  "ice  cream  cones"  filled 

with  salmon  tartare  and 
topped  with  sweet  red- 
onion  creme  fraiche 
"ice  cream")  and  for 
long,  multiplate  meals 
that  are  a  travel 
destination  in 
themselves.  This  lavishly  produced  pairing 
of  the  chef's  two  cookbooks,  one  from  the 
more  formal  The  French  Laundry,  one  from 
his  bistro,  Bouchon,  showcases  not  only 
Keller's  magisterial  culinary  inventiveness 
but  also  his  down-to-earth  persona,  making 
the  set  a  worthy  purchase  on  several  levels. 
For  starters,  it  is  a  true  impact  gift. 
Handsomely  boxed  and  weighing  in  at 
almost  700  pages,  it  looks  like — and 
costs — a  hundred  bucks.  As  a  trigger  to 
private,  carnal  appetites  usually  repressed 
(at  least  between  meals),  the  photographs 
by  Deborah  Jones  are  riveting  food  porn.  If 
the  book  is  a  gift  to  your  deserving  self,  its 
pleasures  begin  with  Keller's  easygoing 
commentaries  on  subjects  ranging  from 
"The  Mushroom  Lady,"  Connie  Green,  who 
keeps  her  cutting  knife  open  to  fend  off 
bobcats  in  the  woods,  to  why  French  bistros 
have  mirrors  and  zinc  counters.  The  true 
astonishment,  however,  is  that  you  can 
follow  these  recipes:  Even  something  as 
esoteric  as  Maine  Lobster  Pancakes  with 
Pea  Shoot  Salad  and  Ginger-Carrot 
Emulsion  isn't  insanely  undoable  if  you'll 
devote  a  little  time  and  attention.  These 
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joks  are,  like  a  surprising,  meticulously 
epared  meal,  a  great  work  of 
merosity  touched  by  genius. 

—RICHARD  NALLEY 

PERFECT  MESS, 

/  Eric  Abrahamson  and  David  H. 

reedman;  Little,  Brown;  $26 


A 

iRFECT 
'MESS 


Conventional  wisdom 
dictates  that 
messiness  goes  hand 
in  hand  with  laziness, 
inefficiency  and  even 
moral  failure. 
Neatness,  by  contrast, 
is  linked  to 
productivity, 
conscientiousness, 
strength  and  success. 
With  those  beliefs 
rmly  in  mind,  Americans  spend 
i  1 1  ions  each  year  on  habit-fixing  self- 
2 1 p  books,  on  $100-an-hour 
[ganizational  consultants  and  billions 
pre  on  boxes,  bins,  shelves  and 
abi nets,  all  in  an  effort  to  rein  in  their 
)-called  cluttered  lives.  Unfortunately, 
iy  management  professor  Eric 
orahamson  and  journalist  David  H. 
'eedman,  it's  hardly  worth  the  effort, 
leir  new  book,  written  in  the  style  of 
ounterintuitive  classics  like  The 
<pping  Point  and  Freakonomics, 
mounts  to  a  big  messy  pile  of  evidence 
iat  in  the  grand  scheme  of  things,  the 
^vantages  of  neatness  are  often 
jtweighed  by  the  costs.  Take  a  desk, 
eeping  it  uncluttered  requires  time  and 
pergy — documents  must  be  sorted, 
beled,  filed  away  and  later  retrieved, 
s  a  result,  the  authors  report,  neat 
ffice  workers  can  spend  an  average  of 
5  percent  more  time  chasing  paper 
ian  their  messy  counterparts,  who  tend 
<  leave  everything  piled  atop  their  desks 
here  they  can  lay  their  hands  on  it.  In 
ct,  the  authors  argue,  a  moderately 
lessy  desk  makes  a  lot  of  sense, 
isightly  as  it  may  be.  Each  unwieldy 
ack  is  an  intuitive,  logically 
laintained  system:  The  more  important 
ocuments  tend  to  stay  near  the  top, 
ihile  the  less-pressing  ones  migrate  to 
:ie  bottom.  Citing  case  studies  and 
itertaining  anecdotes,  the  authors  go 
n  to  apply  their  ideas  on  mess  to 
/erythmg  from  retail  sales  (cluttered 


stores  with  huge  inventories  do  better 
than  neat  ones  that  stick  to  frequent- 
selling  items)  to  long-range  corporate 
strategic  planning  (it's  a  waste  of  time) 
to  the  war  on  terror  (messiness  is  the 
bad  guys'  greatest  strength)  to  Arnold 
Schwarzenegger  (a  very  messy  yet  highly 
effective  guy).  The  upshot,  if  one  dares 
to  believe  it,  is  that  a  slightly  messy  way 
of  doing  things  is  more  flexible,  efficient 
and  likely  to  succeed  in  the  real  world 
than  a  tightly  regimented  one. 

— THOMAS  JACKSON 

POSTCARDS  FROM  MARS, 
by  Jim  Bell;  Dutton;  $50 

When  the  Spirit  and  Opportunity  rovers 
landed  on  Mars  in  2004,  the  folks  at 
NASA  hoped  they  would  photograph  the 
planet  for  three  months.  Resembling 
souped-up  solar-powered  golf  carts,  the 
robots  were  equipped  with  powerful 
telescopic  cameras  that  could  send 
images  via  an  orbiting  spacecraft  tens  of 
millions  of  miles  back  to  Earth — the 
equivalent  of  an  interplanetary  satellite 
phone  call.  Lead  "Pancam"  scientist  Jim 
Bell  and  his  team  looked  on  as  the  first 
photographs  of  the  Martian  landscape 
appeared  on  their  laptop  screens. 
"We  jumped  and  yelled  and  wept  and 
laughed  and  danced  like  fools,"  he  says. 
And  that  was  more  than  two  years  ago. 
Since  then,  the  Little  Robots  that  Could 
have  taken  more  than  150,000  images, 
150  of  which  Bell  selected  for  Postcards 
from  Mars.  The  craters, 
dunes  and  sandy  ripples 
they  depict  are  both 
stunning  and  eerily 
familiar — reminiscent  of 
desert  landscapes,  even 
though  temperatures  on 
Mars  can  reach  a 
shuddering  50  below. 
Bell  takes  readers 
through  the  mission's 
highs  and  lows,  but  it  is 
glimpses  of  the  rovers' 
own  tracks  and  long 
shadows  that  remind  us 
how  special  this  moment 
is.  Spirit  and  Opportunity 
have  made  it  possible  to 
see  Mars  in  a  very  human 
way — as  if  we  were 
standing  there  ourselves, 


looking  up  at  a  pale  dot  in  the  predawn 
sky  called  Earth. 

—STEPHANIE  COOPERMAN 

ON  THE  WEALTH  OF  NATIONS, 

by  P.J.  O'Rourke; 

Atlantic  Monthly  Press;  $20 

HMjj^^^^^H   ForbesLife  contributing 

*^'^EfP  editor  PJ-  °'R°urke 

has  been  called  the 
funniest  writer  in 
America  today,  and  we 
second  that.  But  he  is 
also  a  serious  and 
fastidious  thinker.  Both 
qualities  are  on  display 
in  this,  his  13th  book,  a  commentary  on 
Adam  Smith's  1776  masterpiece,  The 
Wealth  of  Nations.  It  is  no  disrespect  to 
Smith's  900-page  magnum  opus  to  say 
that  at  this  point  in  life — that  is,  safe 
from  the  clutches  of  term-paper- 
assigning  college  professors — I'd  rather 
have  P.J.  O'Rourke  explain  to  me  why 
the  book  is  so  damn  important  and  how 
it  changed  the  world  than  wade  through 
the  original  beast  itself.  Writing  this 
must  have  been  a  daunting  intellectual 
challenge,  to  say  nothing  of  making  222 
pages  genuinely  and  continually  witty, 
but  somehow  he  pulled  it  off,  with 
trademark  flair.  It  also  gives  us  insight 
and  a  deeper  understanding  of  the 
expense  report  he  just  submitted  for  his 
upcoming  article  on  Kyrgyzstan. 

—CHRISTOPHER  BUCKLEY 
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CALL  OF  DUTY  3;  Activision;  $60  (Xbox  360,  PS3) 

0f\     The  iucky  few  who  brought  home  an  Xbox  360  console 
m     last  year  had  a  comedown  in  store:  mediocre  games. 
m    The  exception  was  Call  of  Duty  2,  a  tense,  deeply 

%fc^     immersive  first-person  shooter  that  managed  to  overcome 

aWWII-genre  gamer  fatigue  and  capture  best-of-the-year 
accolades.  Call  of  Duty  Zs  hook  was  its  white-knuckle 
immediacy.  Whether  you  were  a  British  infantryman 
|M#     belly-flat  in  a  trench  in  North  Africa,  bullets  whizzing 
\\J     overhead,  or  a  Russian  soldier  scampering  through 
"Wfc  4%  Stalingrad's  wreckage  toward  a  German  tank,  explosive  in 
band,  the  experience  was  an  eyeball-drying  thrill.  Happily, 
the  much-anticipated  new  installment  is  more  of  the 
same.  Re-creating  the  post-D-Day  Normandy  campaign,  as  Polish, 
British,  American  and  Canadian  forces  pushed  toward  Paris,  COD  3 
thrusts  you  into  environments  of  unprecedented  texture  and  detail, 
a  maelstrom  of  exploding  masonry,  muzzle  flashes  and  airborne 
turf.  Admire  the  windblown  blades  of  grass  or  the  raindrops 
plinking  into  puddles — if  you  can.  Two  live  grenades  just  landed  at 
your  feet,  your  Ml  is  out  of  ammo  and  that  sniper  hidden  in  the 
far-off  church  tower  is  taking  aim.  —TAYLOR  ANTRIM 


>> 
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WOWEE  ZOWEE: 
SORDID  SENTINELS 
EDITION, 

Pavement;  Matador;  $19 


The  late  '80s/early  '90s— 

Q indie  rock's  golden  era — saw 
bands  like  Sonic  Youth, 
Nirvana,  Dinosaur  Jr.  and  the 
Pixies  producing  the  finest  records  of 
their  careers.  Best  of  all  was  Pavement, 
five  preppy-looking  college  boys  out  of 
Stockton,  California,  who  played  loose, 
intelligent,  irreverently  angular  rock  with 
catchy  hooks  and  cool,  nonsensical  lyrics. 


Their  third  LP,  1995's  Wowee  Zowee, 
wasn't  the  most  instantly  accessible 
Pavement  release  (that  would  be 
1994's  Crooked  Rain,  Crooked  Rain), 
but  it  gradually  became  the 
insider  favorite,  a  rollicking,  eclectic 
collection  of  songs  that  shows  the 
breadth  of  Pavement's  talent.  There's 
gentle  balladry,  "We  Dance,"  and 
massive  guitar  hooks,  "Rattled  By  the 
Rush"  and  "Grounded,"  countrified 
twang,  "Father  to  a  Sister  of  Thought," 
and  an  oddball  freak-out  or  two: 
"Flux=Rad,"  "Western  Homes."  This 
remastered  double  CD  is  the  latest 
Pavement  reissue  from  Matador  Records 
(the  label  is  reintroducing  the  band's 
five  LPs  one  by  one),  and  it's  stuffed 
with  extras:  32  B-sides,  outtakes  and  live 
cuts  that  range  from  the  essential  ("Give 
It  a  Day")  to  the  forgivable  ("Soul  Food"). 

— TA 

HOMAGE, 

Renee  Fleming;  Decca;  $17 

On  her  latest  record,  American  soprano 
Renee  Fleming  pays  tribute  to  her 
favorite  divas  of  the  late  19th  and  early 
20th  centuries.  In  a  total  of  five 


REN  b  E      F  i;  t.ft  1  N  -G 


languages, 
including 
Czech  and 
Russian,  she 
performs  the 
signature  arias 
of  late  greats 
like  Lotte 

Lehmann,  Rosa  Ponselle,  Mary  Garden 
and  Maria  Jeritza.  A  few  of  the  pieces 
remain  well-known  today,  such  as  "Vissi 
d'arte"  from  Puccini's  Tosca  and  "Tacea 
la  notte"  from  Verdi's  //  trovatore. 
But  for  the  most  part,  Fleming  draws 
from  operas  that  though  hugely  popular 
in  their  day  have  since  fallen  into 
obscurity:  Rimsky-Korsakov's  Servilia, 
Korngold's  Die  Kathrin  and  Massenet's 
Cleopatre  among  them.  Homage,  in  turn, 
is  a  welcome  introduction  to  works  you 
may  have  never  heard  of  and  to  the 
onetime  superstars  who  performed  them. 
More  so,  however,  the  record  is  a 
testament  to  Fleming's  own  impressive 
vocal  skills.  Backed  by  Valery  Gergiev's 
Orchestra  of  the  Mariinsky  Theatre, 
the  vocalist  navigates  these  varied 
pieces  with  both  passion  and  lyrical 
authority,  further  cementing  her 
place  as  today's  reigning  diva.  — TJ 
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UNRELEASED,  RARE  &  ESSENTIAL, 

Yves  Montand;  DRG;  $18 

Edith  Piaf  discovered  Yves  Montand  at  the 
Moulin  Rouge,  Paris's  most  famous 
cabaret,  just  after  World  War  II.  With  her 
help,  he  quickly  established  himself  as  one 
of  France's  great  chanson  singers, 
entertaining  the  war-scarred  nation  with 
sweetly  sung  love  songs  such  as  "A 
bicyclette"  ("All  were  in  love  with  Paulette, 
the  postman's  daughter"),  "L'amoureuse" 
and  nostalgic  classics  like  "La 
chansonette."  Iconically  Gallic  though  he 
was,  the  darkly  handsome  man  who 


seduced  Piaf  and  all  of  France  was  not 
even  French,  but  a  Jew  from  Tuscany.  Born 
Ivo  Livi,  he  grew  up  in  Marseilles  to  the 
songs  of  Charles  Trenet  and  later  changed 
his  name  to  sound  more  French,  borrowing 
from  the  dialect  with  which  his  mother 
beckoned  him  home  ("Ivo,  montaV). 
Indeed,  an  Italian  smoothness  seems  to 
emanate  from  his  songs.  Listening  to  this 
new  CD  of  previously  unreleased,  rare 
and  live  tracks  such  as  "Trois  petites  notes 
de  musique"  and  the  loungy  "Syracuse," 
one  could  swear  that  Dean  Martin  had 
borrowed  Montand's  romantic  swagger. 

—MARK  ROTELLA 


» 


GREY  GARDENS  &  THE  BEALES  OF  GREY 
GARDENS;  Criterion;  $50 


W\    More  than  30  years  after  its  original  release,  Grey 
Gardens  has  become  a  cottage  industry,  spawning  a 
new  Broadway  musical  based  on  the  movie  and  a 
Hollywood  remake — still  in  the  works — starring 
Jessica  Lange  and  Drew  Barrymore.  Now  comes  The 
Beales  of  Grey  Gardens,  a 
collection  of  outtakes  destined 
to  become  a  camp  classic  in  its 
own  right.  Were  they  alive  today, 
Big  Edie  and  Little  Edie  Beale 
doubtless  would  be  delighted  by 
the  fuss.  Cousins  of  Jackie 
Kennedy's  on  the  Bouvier  side, 
they  lived  in  squalor  in  an  East 
Hampton  mansion,  constantly 
bickering,  making  up,  singing 
and  dancing  along  to  old  LPs  in 
a  world  full  of  empty  ice  cream 
containers,  peeling  paint, 
raccoon-eaten  fur  coats  and  cat 
food.  Shot  by  the  Maysles 
brothers,  of  Gimme  Shelter 
fame,  the  documentary  lets  the  two  women  do  all  the  talking — 
and  it's  a  lot  of  talking.  We  learn  that  former  society  doyenne 
Big  Edie,  once  a  great  beauty  and  classically  trained  singer,  lost 
her  money  when  she  divorced  Little  Edie's  father.  Whether  she 
then  forced  her  only  daughter  to  come  stay  with  her  in  the  East 
Hampton  house  or  whether  the  unwittingly  fashion-forward  Little 
Edie — by  turns  vivacious,  paranoid,  insightful  and  delusional — 
was  simply  so  dependent  on  her  mother  that  she  really  couldn't 
live  by  herself  is  a  question  that  never  gets  answered.  The 
women  spent  decades  there,  reflecting  on  thwarted  dreams  and 
enduring  occasional  raids  by  the  Suffolk  County  Department 
of  Health.  Grey  Gardens  is  at  times  a  hoot— Little  Edie's 
opening  sequence  explaining  her  "best  outfit  for  the  day"  is  the 
stuff  of  fashion-world  legend— but  it's  also  slow,  and  sometimes 
less  emotionally  engaging  than  just  plain  sad.  After  all,  these 


aren't  movie  stars  playing  at  crazy;  they're  real  people,  only 
dimly  aware  of  what  they  must  look  like  to  the  outside  world. 

—LORRAINE  CADEMARTORll 

TALLADEGA  NIGHTS; 

Sony;  $29 

Will  Ferrell  doing  a  NASCAR  movie?  The 
comedian  {Anchorman;  Old  School)  would 
seem  to  be  straying  from  his  urban-hipster  fan 
base,  but  NASCAR  is  a  big,  cross-demographic 
business  now — big  enough  to  take  a  (generally 
mild)  joke.  And  Ferrell  and  cowriter/director 
Adam  McKay — the  team  behind  Anchorman — | 
calibrate  the  move  carefully:  There  is  enough 
racing  to  remind  you  of  the  premise,  but  no  long  takes  of  stock 
cars  whizzing,  whizzing  around  the  oval.  Instead  the  movie  wisely 
stays  focused  on  Ricky  Bobby,  a  character  Ferrell  plays  with  a 
kind  of  neurological  disconnect:  Bobby/Ferrell  looks  like  an 
avuncular  suburban  dentist,  but  what  comes  tumbling  out  of  his 
mouth  is  pure  id,  like  Casper  Milquetoast  on  an  EST  high.  When 
he  says,  "I'm  just  a  big,  hairy  American  wmnm'  machine,"  he's 
only  telling  it  like  he  sees  it.  McKay  and  Ferrell-the-writer  provide) 
well-sketched  supporting  characters  and  wonderful  throwaway 
lines.  (During  a  dinner-table  melee  in  which  Bobby's  sons, 
age  ten  and  eight,  attack  their  decrepit  grandfather — the  beatific 
little  monsters  are  named  "Walker"  and  "Texas  Ranger" — 
the  younger  one  yells,  "I'm  gonna  come  at  you  like  a  spider 
monkey. ..I'm  awl  jacked  up  on  Mountain  Dew!")  The  first  trickle 
of  doubt  in  Ricky  Bobby's  life  arrives  in  the  form  of  a  new 
competitor.  Played  with  Borat-like  brassiness  by  Sacha  Baron 
Cohen,  the  newbie — he's  French,  gay  and  drives  the  Perrier  car — 
introduces  himself  by  whupping  Ricky  in  a  bar  fight.  Once 
the  dike  of  his  self-confidence  is  breached,  Bobby  will  have 
to  hit  rock  bottom,  earn  wisdom,  be  redeemed  by  the  love  of  a 
good  woman,  blah,  blah — they  had  to  give  this  thing  some 
kind  of  dramatic  arc.  Fortunately,  the  movie  doesn't  strain 
so  hard  that  it  distracts  us  from  its  finely  tuned,  bubble-brained 
goofiness.  The  fabulous  sound  track,  heavy  on  alt  country, 
mystifyingly  seems  not  to  have  made  it  to  CD.  — RN 
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The  Board 


Prep-school  expellee,  former  horse  groomer 
and  New  York  University  economics  student, 
inter  founded  Burton 
Snowboards  in  1977  in  a  garage  in  Londonderry, 
Vermont.  Today  his  company  has  global  reach  and 
an  unrivaled  reputation  for  technical  innovation — 
and  still  maintains  the  youthful  swagger  that 
characterizes  the  sport. 

Describe  the  perfect  ride. 
There  is  no  such  thing  as  a  bad  day  of 
snowboarding.  But  when  you're  really  riding 
over  your  head,  it's  an  incredible  sensation. 
It's  a  feeling  of  weightlessness.  You're 
so  light  on  the  board  that  you're  floating. 
You  just  don't  want  it  to  stop. 


What  would  be  your  money-no-object 
setup  for  a  new  snowboarder? 
We  have  a  board  called  the  Clash 
that's  great  and  very  forgiving.  Get 
rolling  on  that,  or  a  good  freestyle  board.  You'll 


want  to  get  good  equipment,  but  really  you  need  one-on-one 
instruction.  Do  not  try  to  teach  yourself. 

Tell  me  about  the  Vapor  [pictured],  one  of  the  boards  you  11 
be  riding  this  season. 

In  the  past,  board  tech  has  gotten  ahead  of  the  riders.  The 
lightest  board  was  always  difficult  to  ride.  The  Vapor  has 
totally  transcended  all  of  that.  It's  lighter  than  anything  but 
it's  very  damp  and  soft  and  not  skittish.  It's  a  board  that  a 
beginner  could  get  on. 

Why  is  light  good? 

It's  all  about  swing  weight.  The  weight  on  the  outside  of  the 
board,  at  the  extremities  of  your  feet.  If  you're  spinning  or 
doing  little  tricks,  the  less  the  swing  weight,  the  easier  it  is. 


Lift  ticket:  the  Vapor, 
$950,  with  C60  bindings, 
$380.  www.burton.com. 


You  were  Burton's  first  tech 
iesigner.  How  involved  are  you  in 
the  process  now? 
I  test  every  piece  of  outerwear,  I  test 
probably  over  half  of  the  boots  and 
bindings  and  about  a  quarter  of  the 
boards.  Boards  are  tough.  I've  got  guys 
who  can  feel  a  millimeter  difference. 
I  don't  have  that  kind  of  feel.  But  I'm  very 
opinionated  about  stuff  I  do  test. 

WB    Do  you  see  a  tech  breakthrough,  akin  to  shaped  skis, 
W    in  snowboarding  s  future? 

'    We're  looking  for  some  new  ways  of  connecting  yo 
foot  to  the  board,  some  pretty  radical  stuff,  but  more 
for  the  experienced  rider.  You  know,  [shaped  skis]  cami 
from  us.  We've  learned  so  much  from  the  ski  industry, 
but  it's  funny  that  they  went  with  wider  and  shaped  skis.  W< 
led  the  charge  on  that. 

Do  you  really  ride  100  days  a  year? 

I  got  113  in  last  year.  At  work  I'm  like,  sorry,  I  gotta  ride! 
People  in  the  company  back  it. 

Ten  years  from  now,  will  snowboarding  still  be  seen  as  a 
rebellious  sport? 

Everybody  who  snowboards  made  the  decision  to  learn. 
It  is  not  a  sport  anyone's  parents  shoved  down  their  throat. 
That  gives  it  its  soul.  Maybe  it  will  start  to  change  if  this 
becomes  a  sport  with  snowboarding  moms. 

You  guys  have  three  boys.  Isn't  your  wife  a  "snowboarding  mom\ 
[Laughs]  We  taught  our  kids  to  ski  first,  then  let  them 
decide  on  their  own  when  to  make  the  switch.  • 
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i  all  for  a  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses, 
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